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[bookmark: _Toc80978569] Question 1
a) Break-even point in sales and in revenues for Kerrigan Ltd 
	Break-even point
	 
	 

	 
	 
	 

	Selling price
	 £           11.00 
	 

	Variable cost
	 £             6.00 
	 

	Contribution
	 £             5.00 
	 

	 
	 
	 

	Fixed costs
	350000
	 

	Break-even units
	70000
	Units

	 Fixed costs/ Contribution
	 
	 

	Break-even revenue
	 £ 770,000.00 
	 

	70000 units X 11
	 
	 



The break-even point of product A for business is £770,000 in revenues and 70000 units are to be sold. Here it can be seen that the fixed costs are £350,000 and the contribution per unit is £5’ hence going by the formula the break-even point will be 350,000/ 5 = 70,000 units. The revenue to be collected for these units is 70,000 X £11 = £770,000. 
b) Profit on the sales of 75000 units
	Selling 75000 Units
	 

	Contribution on 75000 units
	 £ 375,000.00 

	(75000 X 5)
	 





	Less - Fixed costs
	 £ 350,000.00 

	Profit
	 £   25,000.00 



Hence it can be said when the business sells 75000 units the overall profits will be £25,000. Here the contribution less fixed cost formula has been used for the purpose of calculating profits. 

c) Here it has been given that the total fixed costs will be increased by £10,000 in the form of advertising campaign costs. The effect on the variable cost is that these will be increased by £1. Here the new selling price will be £13 and the expected sales are 80,000 units for the product. 
The new profit figure in this scenario is presented below- 
	 
	New profit figure
	 

	 
	Sales revenues
	 

	 
	(80,000 X 13)
	1040000

	Less
	Variable costs
	 

	 
	(80000 X 7)
	560000

	 
	Contribution
	480000

	Less
	Fixed costs
	 

	 
	Current fixed costs
	 £ 350,000.00 

	 
	Advertising campaign costs
	 £   10,000.00 

	 
	Profit
	 £ 120,000.00 



The new profit in this case will be £120,000.  



d) [bookmark: _Hlk80966511]Limitations of break-even analysis 
Following are the major limitations of break-even analysis
a) Reliable data is required- The results produced by this analysis are based on the data used for the analysis. In case the collected data is not accurate the results based on that cannot be trusted. In case the costs are fluctuating the analysis might not produce correct results. 
b) Ignoring competition factor- This analysis does not take into account the competition factor at all. There might be high variable costs for the business but all it does it finding out the break even sales and the units. Also the new businesses coming into the market can interfere with demand and supply factors. Hence the break-even units of a firm would not be useful in case it fails to make sales of these break-even units. 
c) Fixed costs are fixed only to a certain extent- It is true that once the business operations expand too much the existing production capacity might not allow production of additional units after a certain threshold. Here it is to be determined if producing additional units would be cost friendly. However in break-even analysis the fixed costs are always considered constant. 
d) Short term predictions only- The analysis takes into account the cost levels for a short term only. Here variable costs per unit are considered fixed. In practical situation when more units are produced the business can negotiate with suppliers and the variable cost per unit can come down. In the long term there can be volatility in both the variable costs and the selling prices, hence the analysis cannot be used for long term purposes.  


[bookmark: _Toc80978570]Question 2
a) Importance of management accounting and how it differs from financial accounting 
Importance
The management accounting is useful for managers of a business and can be used for improving business performance. It guides the managers to identify in what activities the business is lacking and what can be done to improve the efficiency of business. Its importance can be learnt from the following points- 
a) It aids in planning function- Management accounting can be said to be the base of planning activities. As it involves presentation of information to the managers of a business who can use their insight and analyze this data with management accounting tools. Based on this the planning activities can be carried out for example determining the scope of production activities, how inventories will be managed, management of debtors etc. 
b) Strategic management- It helps the managers in strategic decision making. As all the data has been collected and analyzed the managers can perform decision making based on the outcomes of management accounting.    
c) Presentation of data- It helps in presenting data in easy terms as well as by the use of charts, graphs and diagrams which can assist a person in understanding the data with ease. The charts can be shown to the employees and the required targets can be communicated with ease. 
d) Increasing business efficiency- Since the domain of management accounting is concerned with improving efficiency of business processes; it is helpful in management of various of business functions. For example with price optimization the firm can collect better revenues. Through budgeting it can save business costs and through use of inventory reports it can reduce wastage in inventory; thereby making the business more efficient. 
e) Better services to business customers- With the help of management accounting the business can improve its services and hence satisfy the clients in a better way. For example when the quality goods and services are provided to the customers, these can be retained for the long term. The business can maintain good level of sales through this strategy. 
f) Improving profitability of business- The business can increase its profits by adopting management accounting techniques in the business. Since the focus is on cost reduction margins. The same products can be produced by business at reduced costs and be sold as per the prevailing market prices. This will improve profitability of the business. 
Difference between management and financial accounting
	Basis of difference
	Management Accounting
	Financial accounting

	1. Meaning
	It is used by internal staff of a company in order to identify business weaknesses and also to improve business performance. 
	The financial accounting is used in a business in order to determine the profits and prepare its financial statements. 

	2. Prime objective
	The prime objective here is to improve efficiency in business.
	Here the objective is recording financial data and preparation of financial statements.

	3. Compulsion of business
	It is not required by any law to prepare management accounting records and also there are no prescribed formats for presentation of this data
	The companies are required by law to create financial statements and publically listed companies have to publish annual reports as well, based on financial accounting. 

	4. Parties involved
	This data and its results are limited to the internal management only
	The information concerned with financial accounting is useful for external parties and it is publically available. 

	5. Nature of information
	This information can be both qualitative and quantitative in nature.
	The information covered under financial accounting is only quantitative in nature.

	6. Requirements
	The business can act arbitrarily here as there is no specific requirement when it comes to use management accounting. 
	The business here needs to follow GAAPs and accounting assumptions while preparing and managing financial accounting reports.

	7. Time focus
	Here the focus is on forecasting and future results. 
	In financial accounting the historical data is used and on the basis of that the reports are prepared; hence the emphasis is historical. 

	8. Focus of business
	Here the business focuses on the segments of a particular organization and aspires to increase efficiency in a particular area. 
	The focus of financial accounting is rather on the whole organization. 

	9. Frequency of report preparations
	The management accounting reports can be prepared as needed. It can either be monthly or weekly or even yearly, based on business requirements. 
	The financial reports are prepared only at the end of the accounting period. 

	10. External validity
	For the management accounting reports the business does not have to report to the external parties.
	The financial records are to be audited by an independent person, known as auditor. Only after his views in the auditor’s report, the financial statements can be said as qualified and be published. 




b) Techniques by which management accountant can achieve the objectives of management accounting
The prime objective of management accounting is to improve efficiency of business operations. It can be achieved by using a variety of management accounting techniques. Following are the most commonly used techniques by a business to achieve the objectives of management accounting- 
1) Budgeting- The budgeting is used in business in order to contain the actual costs within the set targets. The budget is a forecast regarding the expenses of a business at a set activity level. It can be either fixed or flexible. The flexible budget has a scope of improvements or changes in the original budget. On the other hand the fixed budget is static in nature and no changes can be made. In the budgeting process quotations can be required from various departments of a business and a master budget can be produced. The actual data is recorded later and then compared with the original budget. The variance so emerged is the area where business needs to focus. In case the variance in costs is high, these areas are investigated and rectified in the next budget.   
Following are the main types of budget used in a business-
a) Cash budget- It records cash inflow and outflow of a business and determines if during a period which of these will be more. In case outflow is more the business is operating with less cash, and the same is to be corrected. 
b) Profit budget- This budget uses revenue and costs of a business. The difference of these two elements is the profit for the period. The aim here is to project profits for future period. 
c) Production budget- This type of budget is used in the production department. It determines what the costs will be when certain units of goods are produced. 
d) Overheads budget- It accounts for fixed overhead costs of a business. This overhead is further divided into the produced units on the basis of certain proportion, usually by using ABC technique. 

2) CVP analysis- The CVP analysis in a business helps in determining the relationship of cost volume and profits. It is also known as the break-even analysis and the objective is on finding out how changes in costs can lead to changes in profits of a firm. It considers variable cost per unit fixed and the fixed costs to stay constant at all levels of production. It helps business to identify how many units are to be sold to reach business’s break-even point. It also helps to know in case a business needs to achieve fixed profit; at what number of units it can be achieved. The calculation of contribution margin is an essential step is here which can be used in variety of equations to find break-even point, target profits, margin of safety etc. 
The CVP analysis primarily studies the movements in the fixed and the variable costs and the resultant effect on the profits of a firm. For a business it is essential to know the minimum number of units to sell in order to make a profit. It is important for a company as it helps it to select the best combination of volume and costs for the purpose of maximizing its profits.  

3) Inventory management- The inventories constitute to be a significant part of current assets of a business and management of it is a necessity. In case the inventories are produced in excess and as a result the transportation and storage costs exceed but the demand is low, the business can enter a state of loss. Furthermore there is a threat of damage of these inventories as well. Hence the management of inventory is necessary. By using inventory management an accountant can use EOQ (economic order quantity) to know how much to produce and what inventory levels are to be maintained in the business. Also the techniques of FIFO, LIFO and average inventory can be used to value the existing inventory in business.  It will help the business to value its inventories and thus determine the sales price after attaching an appropriate mark-up. 
Following are the most commonly methods of inventory control- 
1) FIFO- The first in first out method is used in business where the goods which entered the warehouse first are issued out of inventory or the goods are issued at the same cost in which goods were first received. The reason for this is to pass on the benefits to the customer as further the product can become expensive. 
2) LIFO- The last in first out method is used in business whereby the goods which are last received are first issued out. This is done in order to make sure that the issued prices are not much different from the current price levels of the market. 
3) Average cost method- Here an average of the inventory prices is taken for the purpose of determining the issue price. For example when the cost is- 
12 for 100 units, and
14 for 150 units, and 
15 for 300 units
In this case the average cost will be calculated by total cost / quantity 
= (12 X 100) + (14 X 150) + (15 X 300) / (100 + 150 + 300)
= 1200 + 2100 + 4500 / 550
= 14.18. 
Hence it can be seen that this method reflects the average price of inventories and can be used in business if there are high variations in costs of purchase in different lots. 
Hence it can be said by using above three techniques the business can better respond to is issues and work towards achieving its objectives. There is no denying to this fact a manger can use management accounting for the purpose of improving business efficiency and achieve its objectives. 
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