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[bookmark: _Toc80982004][bookmark: _Toc80981657]QUESTION 1
[bookmark: _Toc80981658][bookmark: _Toc80982005](A) CALCULATION OF BREAK-EVEN POINT
The Break-even point for a manufacturing business organisation, like Kerrigan Ltd, holds significant importance as this point reflects such a level at which the business gets able to cover all its expenses from the revenue. This point depicts the balance between the costs and revenue where the business earns neither profit nor faces any loss. It is a neutral level that is important to be determined for the sake of making rational decisions concerning sales volume, selling price, cost control, etc. (Sintha, 2020). 
The break-even point of Product A produced by Kerrigan Ltd can be calculated as follows:
	Break-even Point of Kerrigan Ltd’s Product A 

	Particulars
	Formula
	Computation
	Result

	Selling price per unit
	
	Given
	£11

	Variable cost per unit
	
	Given
	£6

	Contribution per unit
	Selling price per unit - Variable cost per unit
	£11 - £6
	£5

	Profit/Volume (P/V) ratio
	Contribution per unit/Selling price per unit*100
	£5/£11*100
	45.45%

	Fixed costs
	
	Given
	£350,000

	Break-even point in units
	Fixed costs/Contribution per unit
	£350,000/£5
	70,000 units

	Break-even point revenue
	Fixed costs/P/V Ratio
	£350,000/45.45%
	£770,000



The above calculations provide that Kerrigan Ltd will be able to attain a break-even point in respect of its Product A on making the sale of 70,000 units, i.e. on the generation of sales revenue of £770,000. 


[bookmark: _Toc80981659][bookmark: _Toc80982006](B) CALCULATION OF PROFIT ON SALE OF 75,000 UNITS
Kerrigan Ltd earns profit on the sale of Product A after meeting variable and fixed costs from the revenue generated. Such profit can be calculated as follows:
	Profit earned by Kerrigan Ltd on sale of Product A 

	Particulars
	Formula
	Computation
	Result

	Sales volume
	
	Given
	75,000 units

	Total sales revenue
	Selling price per unit*Sales volume
	£11*75,000 units
	£825,000

	Total variable cost
	Variable cost per unit*Sales volume
	£6*75,000 units
	£450,000

	Total contribution
	Contribution per unit*Sales volume
	£5*75,000 units
	£375,000

	Less: Fixed costs
	
	Given
	(£350,000)

	Net Profit
	Total contribution - Fixed costs
	£375,000 - £350,000
	£25,000



The above-done computation depicts that on making the sale of 75,000 units of Product A, Kerrigan Ltd will generate a profit of £25,000. Such profit will be net of variable costs and fixed costs incurred by the business for making such a sale. 


[bookmark: _Toc80981660][bookmark: _Toc80982007](C) CALCULATION OF NEW PROFIT ON SALE OF IMPROVED PRODUCT
Kerrigan Ltd has planned to improve Product A and then promote it by organising an advertising campaign so that it can improve sales performance. Making these changes will allow it to sell a higher volume of the product but will also lead to an increase in the selling price, variable cost and fixed costs. This will cause a fluctuation in the profit figures and the new profits can be calculated as follows:
	Profit earned by Kerrigan Ltd on sale of Product A 

	Particulars
	Formula
	Computation
	Result

	New sales volume
	
	Given
	80,000 units

	New sales revenue
	New selling price per unit*New sales volume
	£13*80,000 units
	£1,040,000

	New variable cost
	New variable cost per unit* New sales volume
	£7*80,000 units
	£560,000

	New contribution
	New sales revenue - New variable cost
	£1,040,000 - £560,000
	£480,000

	Less: New fixed costs
	Existing fixed costs + Advertising campaign cost
	£350,000 + £10,000
	(£360,000)

	New Net Profit
	New contribution – New fixed costs
	£480,000 - £360,000
	£120,000



The above calculations depict that by improving its product and incurring extra costs, Kerrigan Ltd will not just be able to increase its revenue but will also aid it in enhancing its profitability level to £120,000, which is significantly higher than the existing level. 


[bookmark: _Toc80981661][bookmark: _Toc80982008](D) LIMITATIONS OF BREAK-EVEN ANALYSIS
Break-even analysis serves as a significant technique to the managers by guiding them in making rational and informed decisions. Despite being so important, there are certain limitations carried by it that are necessary to be taken into account before using it and relying on its results. The main limitations of break-even analysis are as follows:
· Short-term decision making: Break-even analysis is the technique that assists only in short term decision making and proves ineffective for the decisions to be made for the long term (Weetman, 2019).
· Focuses on a single product: A business having multiple product lines or fluctuating product mix or selling prices cannot take the right benefit of break-even analysis as this technique focuses on only one product, with a constant selling price, at a time. Using the technique separately for different products might prove to be unfeasible for the business (Weetman, 2019). 
· Ignores stock: Break-even analysis does not consider production and sales separately. It assumes that whatever volume of the product is manufactured will be sold at the same selling price. There is no consideration made for the stock to remain unsold which is an extremely rare situation to arise in a business (ToughNickel, 2021). 
· Time taking: Calculations under break-even analysis and preparation of charts using its details for managerial purposes can be significantly time-consuming and divert the management accountants. Such time can be utilised by them for focusing on their core functions (ToughNickel, 2021).
· Division of costs: Break-even analysis divides costs into only two major categories, i.e. variable costs and fixed costs. This categorisation does not consider semi-variable costs which is not the situation with real businesses as they incur such costs while operating (Knowledgiate, 2018). 
· Ignores fluctuation in sales volume: Break-even analysis considers that the sales and production volume will remain constant during the concerned period. This consideration cannot be held true, mainly in the case of sales as the volume sold varies based on different factors (Knowledgiate, 2018).
· Ignores factors affecting a real business: Certain factors exist in the real business environment which affects sales and production significantly such as changes in technology, plant size, production methodology, etc. All these are ignored for smooth calculations under break-even analysis (Knowledgiate, 2018).
· Ignores other determinants of profitability: Apart from fixed and variable costs associated with the production, capital and costs related to its generation also play a major role in the determination of profitability which are not considered by the technique of break-even analysis (Knowledgiate, 2018).
· Ignores discounts: There is no place for discounts in the calculation under the break-even analysis technique, be that cash discount or quantity discount. It is notable that discounts are a part of business transactions and ignoring them limits the efficiency of the technique (SHROTRIYA, 2019).
· Ignores prominent laws of economics: Different important laws introduced under economics like the law of demand and supply, the law of marginal utility, etc. are ignored by the break-even analysis technique (SHROTRIYA, 2019).
All these above-mentioned limitations act as a shortcoming of break-even analysis and curb its utility. 


[bookmark: _Toc80981662][bookmark: _Toc80982009]QUESTION 2
[bookmark: _Toc80981663][bookmark: _Toc80982010](A) IMPORTANCE OF MANAGEMENT ACCOUNTING AND DIFFERENCES FROM FINANCIAL ACCOUNTING
Ameen et al. (2018) assert the use of management accounting to be getting continuously popular for effective decision making in business organisations. It can be understood as extracting data, processing it into information, analysing, communicating and using it for making effective decisions for the benefit of the organisation. The authors further state that it uses financial as well as non-financial information relevant to the use of managers of different departments for enhancing the performance towards effectiveness. Management accounting is important in an organisation in the following manner:
· Formulation of strategic goals: Management accountants serve the organisation significantly by framing strategic goals and objectives which are supportive of the overall goal of the organisation. To attain the same, they implement a strategic system for applying the strategies effectively and gain results (Ameen et al., 2018). 
· Effective decision making: Decisions made under management accounting prove to be more effective and efficient as the management accountants get able to input their skills to the financial and non-financial information extracted. The decisions made are sustainable, standardised and support the organisational goals (Ameen et al., 2018).
· Risk management: Management accounting plays a significant role in not just identifying risks but also provides strategic solutions for mitigating them. It ensures that the solutions proposed are feasible as well as effective at all levels (Ameen et al., 2018).
· Comprehensive performance at all levels: Management accounting is not functional at any particular level of management. Rather, it serves the organisation comprehensively by functioning at all levels, from top to operational. It collaborates with the top-level during the functions like planning, decision-making, etc. and supports the operational level while executing the strategies (Ameen et al., 2018).
The importance of management accounting is vast and cannot be concluded in short. It is important to note that it is a branch of accounting where the other branch leads to financial accounting. Both these branches are significantly different from each other and serve different needs (Hlaciuc et al., 2017). Below are the differences in the importance of both the branches of accounting: 
	Basis of Difference
	Financial Accounting
	Management Accounting

	Users of information
	The information generated under financial accounting is used by external parties to the business such as investors, government, creditors, competitors, etc. and few internal users like directors, etc. (Hlaciuc et al., 2017).
	The information generated under management accounting is solely used by the internal users, i.e. different levels of management (Hlaciuc et al., 2017).

	Type of information generated
	Financial accounting presents information like overall profitability, performance, financial position, etc. of the business (Hlaciuc et al., 2017).
	Management accounting offers detailed information about production processes, separate and overall costs, department-wise activities, etc. (Hlaciuc et al., 2017).

	Timing of information
	The information is provided by financial accounting, generally at the end of the accounting period and is based on historical data (Hlaciuc et al., 2017).
	Management accounting delivers forward-looking information by including planning and forecasts as chief functions (Hlaciuc et al., 2017).

	Standards of reporting
	Financial accounting is based on regulatory standards which are mandatory to be followed for reporting (Hlaciuc et al., 2017).
	There are no pre-determined standards and reporting can be customised as per the requirements of different departments of different organisations (Hlaciuc et al., 2017).



The above differences provide that though financial accounting is important in its place it cannot shadow the importance of management accounting which is crucial for the effective and efficient operational performance of any business. 


[bookmark: _Toc80981664][bookmark: _Toc80982011](B) TECHNIQUES FOR ACHIEVING OBJECTIVES OF MANAGEMENT ACCOUNTING
To attain the key objectives of management accounting, i.e. planning, controlling and decision making, the following techniques can serve significantly:
· Marginal analysis: Marginal analysis is an effective tool of management accounting that assists the business in responding to the fluctuations arising with the changes in the level of production variables and associated costs. The incremental changes arising are analysed with the help of break-even analysis so that planning can be done for improving performance and decisions can be made accordingly (Chernega et al., 2018). This tool is significant in case of making decisions during tough competition by addressing factors like production, costs, profit margin, etc. (Vagif, 2018).
· Standard costing: Standard costing is a significant technique that assists managers in controlling costs. This technique determines the standard level of different costs which are taken as an ideal to be followed while actual performance. The activities are targeted to meet the standards and avoid deviating from the same. The actual performance made is compared with the standards set to determine the effectiveness and efficiency of the performance. Any deviations from the ideal level identified are studied to determine the reason and making decisions for controlling the performance in the upcoming period (Iliemena and Amedu, 2019). 
· Budgetary control: Budgetary control assists in making qualitative as well as quantitative controls on business’ operations. This technique plans and controls the performance by introducing an effective system in place for adhering to the budgets formulated while their execution. Such control is put in every department at different levels. Failure of meeting the budgeted requirements are dealt with by putting corrective actions and assisting the management in improvising its future policies (Akeem, 2017). 
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