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Q1 ANSWER

Product A is manufactured and sold by Kerrigan Ltd. The current sales price is £11 per unit, with a total of £6 in variable costs for each unit sold. The company's fixed costs of production are £350,000, and it now sells 75,000 units each year.

(a) Calculation of BEP (break even point) (in both units and revenues) 

First of all, we need to calculate contribution per unit, which is determined as the selling price per unit minus the variable costs per unit, as follows:
Contribution per unit = Selling price per unit – Variable costs per unit
Contribution per unit = £11 - £6 = £5
Contribution per unit = £5

The break-even point represents the value of fixed costs divided by the contribution per unit (Hodge & Vere, 2008), as follows:
Break even point = Fixed costs / Contribution per unit
Break even point = £350,000 / £5 = 70,000 units
Break even point in units = 70,000 units

In order to calculate the break even point in revenue, we must first determine the contribution margin (Jones, 2006).
Contribution Margin = (Sale price per unit – Variable costs per unit) / Sale price per unit
Contribution Margin = (£11 - £6)/£11 = 0.45
Break-even point in revenue = Fixed costs / Contribution Margin
Break-even point in revenue = £350,000 / 0.45 = £777,777.78





(b) Calculation of the profit made by Kerrigan Ltd if they are able to sell 75,000 units of product A. 

In order to determine the profit, we first calculate the total revenue, the variable costs, the contribution and the fixed costs (Quality Assurance Agency for Higher Education, 2000). 

Total Revenue = Number of units x Sale price
Total Variable costs = Number of units x Variable cost per unit
Total Contribution = Total Revenue – Total Variable Costs
Operating Profit/Loss = Total Contribution – Fixed Costs

Revenue (75,000 x £11)			£825,000
Variable costs (75,000 x £6)		£450,000
Contribution					£375,000
Fixed costs					£350,000
Operating profit/loss			  £25,000

As we can see, company is making a profit, there is no loss involved.


(c) Calculation of the new profit value for the new product that the company is going to sell on the market with better improvements. 

New selling price = £13
New variable costs = (£6 + £1) = £7
New contribution per unit = (£13 - £7) = £6
New fixed costs = Current fixed costs + Advertising campaign
New fixed costs = (£350,000 + £10,000) = £360,000
New break-even point = New fixed costs / New contribution per unit
New BEP = (£360,000 / £6) = 60,000 units






Now that we have determined the new BEP, we can calculate the operating profit/loss

Revenue (80,000 x £13)			£1,040,000
Variable costs (80,000 x £7)		   £560,000
Contribution					   £480,000
Fixed costs					   £360,000
Operating profit/loss			   £120,000

The results are suggesting that profit will increase for this new and improved product by using the advertising campaign.
Old profit = £25,000
New profit = £120,000

(d) Break even analysis disadvantages and limitations. 

Although the breakeven analysis is generally a great tool that can determine the number of products needed to generate profit and not incur losses, there are a few disadvantages, as follows (Seal, 2015):
· It is assumed that variable costs increase at a consistent rate in proportion to the results of activities.
· Only a small number of costs are genuinely variable.
· Fixed costs are only guaranteed up to a certain point in time.
· It is assumed that a business will sell all of its stock (of a given product) at the same price, which in real business scenarios is not always true (market fluctuations, inflation, sudden economical changes, changes in consumers behaviour).
· When there are multiple products, the analysis becomes more complicated.
· Many other factors are not taken into consideration.







Q2 ANSWER


(a) Why management accounting is important and the differences between management and financial accounting (definitions and comparison table). 

In order to explain the importance of management accounting, is needed to first define both terms: management accounting and financial accounting.
Financial accounting is a financial reporting system that creates reports for shareholders, creditors, investors, customers, suppliers, lenders, and other parties outside the company (Seal, 2015). It is the most accurate form of accounting in which full and exact records of financial data are kept and made available to users, who then receive relevant and valuable information.
As opposed to that, managers use management accounting to plan, control, and execute business operations (Seal, 2015). The management accounting system captures and analyses the qualitative and quantitative information.
Management accounting's functional scope is not strictly financial or cost-related. However, it uses financial and cost accounting data to assist managers with setting goals, budgeting and making decisions. Management accounting can be completed according to their specific requirements, which include everything from weekly to quarterly to monthly accounting (Seal, 2015). There is no format for reporting set by the management.

Key differences between management and financial accounting (AccountingTools, 2021).
	COMPARISON TERMS
	FINANCIAL ACCOUNTING
	MANAGEMENT ACCOUNTING

	Meaning
	Financial accounting is a system for organising a business's financial information and presenting it to those who need it.
	Management accounting is a system that gives managers the information they need to make decisions, make plans, and create strategies for running the business efficiently and effectively.

	Is it mandatory or required?
	Yes
	No

	Information
	Only monetary data.
	Monetary and non-monetary data

	Objectives
	To give outsiders access to one ‘s financial situation.
	By providing comprehensive information on all kinds of matters to aid in management decision making and planning.

	Formats
	Specific
	Non specific

	Deadline
	Accounting period accounting culminates with the compilation of financial statements at the end of a year.
	The reports are made to order and tailored to the company's specifications and designed to meet the requirements and needs of top management at any point in time during the year.

	Users
	Both external and internal parties
	Only internal parties (generally management of the company).

	Reporting
	Consolidated Financial Position Reports for the organisation
	Compiled and detailed information available in comprehensive reports.

	Auditing and publishing
	Must be audited by statutory auditors prior to publishing.
	Neither verified by auditors or regulators.



(b) Techniques and tools used by management accountants in order to achieve the objectives and goals of management accounting. 

Financial Planning:
The technique involves planning in advance about the financial activities needed to achieve a business's primary objectives. Determining both long-term and short-term enterprise financial goals, formulating trading policies, and devising a financial plan to achieve those goals are all part of this process (AccountLearning, 2021).

Capital deployment cannot succeed without attention to financial policy. Policies related to finance can help determine the amount of capital required, assist in the assessment of funding sources, and direct how income is distributed. They can also assist in determining how much equity and debt capital to invest in various assets (AccountLearning, 2021).

Historical Cost Accounting:
Past information about cost is provided to management by means of historical cost accounting, which allows for comparative analysis of the standard costs (AccountLearning, 2021). This comparison will aid management in keeping costs down and help with long-term planning.

Marginal Costing: 
Differential and break-even analysis are utilised for cost control, decision-making, and profit maximisation by the management accountant (AccountLearning, 2021). 
An analysis to find a firm's or product's break-even point is an economic method used to identify the expense structure of the company or the number of units that need to be sold to pay for the production costs incurred (Seal, 2015). For a firm, break-even means that it neither generates a profit nor a loss but instead recovers all the money spent.
The break-even analysis evaluates the connection between the fixed, variable, and revenue costs (Seal, 2015). Low break-even points are typically seen in organisations with low fixed costs.
The purposes of break-even analysis
For start-ups, a break-even study is a must. It shows a realistic overview of the costs and guides management with its pricing strategy. This research also offers a sense of whether the business will be successful in manufacturing and selling a certain product (Hodge & Vere, 2008).
Before producing a new product, a business still needs to conduct a break-even study to assess if the production is worth the extra cost (Hodge & Vere, 2008).
Business model shift: No matter what kind of change happens in the firm, such as a switch from retail to wholesale sales, the break-even analysis remains effective. Through this research, the firm can evaluate if the cost of their product needs to change (Quality Assurance Agency for Higher Education, 2000).
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