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QUESTION 1


Kerrigan Ltd makes and sells product A. The current selling price is £11 and the total of variable costs per unit is £6. The fixed costs of production are
£350,000 and the company currently sells 75,000 units.


Required:


(a) Calculate the break-even point (in units and revenues) of product A for Kerrigan Ltd.	[10
marks]

(b) Calculate the profit made on sales of 75,000 units.	[10 marks]



(c) The company will make an advertising campaign costs £10,000 and will improve the product specifications, which will increase the variable cost per unit by £1. This is expected to allow the company to increase the selling price to £13 and the sales is expected to be 80,000 unites. Calculate the new profit figure for the improved product.	[15 marks]

(d) Discuss the limitations of break-even analysis.	[15 marks]



QUESTION 2


(a) Discuss the importance of management accounting, and how it differs from what financial accounting provides.
[25 marks]

(b) Discuss three techniques by which the management accountant can achieve the objectives of management accounting.
[25 marks]
Question 1
The following information is provided in the case of Kerrigan Ltd.:
Current price = £11
Total variable costs (TVC) per unit = £6
Fixed costs (FC) = £350,000
Sales = 75,000 units
Based on the information, the following calculations are performed:
a) 
Break-even (BE) = FC / (p – VC per unit)
BE = £350,000 / (£11 - £6) = 70,000 units
BE revenue = 70,000 units X £11 = £770,000
b) 
Profit = TR – TC
Profit = (75,000 X £11) - £350,000 – (75,000 X £6) = 
= £825,000 - £350,000 - £450,000 = £25,000

c) 
The performed advertising campaign delivers some changes in terms of cost structure, selling price and achieved sales. The following changes are applied:
FC = £350,000 + £10,000 = £360,000
VC per unit = £6 + £1 = £7
Price = £13
Sales = 80,000 units
Respectively, the performance of the company is also changed according to the results from the calculations below:
Profit = TR – TC
Profit = (80,000 X £13) - £360,000 – (80,000 X £7) =
= £1,040,000 - £360,000 - £560,000 = £120,000
The evidence shows that Kerrigan Ltd manages to increase its profitability as a result of the advertising campaign. Therefore, the investments in advertising are worth being pursued by the company. 
d) 
Break-even analysis is one of the best analyses provided by managerial accountants, showing at what level of sales (in both units and revenue) the company starts making profit. It is a tool which is extremely useful when a new project is launched or a new product line is considered to be developed and the likelihood of success needs to be measured with a representative indicator (Needles et al., 2014). However, this analytical metric is also associated with a wide variety of limitations which have to be addressed by decision-makers when analysing the results of this assessment.
For example, the model only considers the existence of fixed and variable costs in the calculation, as the formula for calculating break-even quantity is BE = FC / (p – VC per unit) (Needles et al., 2014). This, however, is entirely based on theoretical frameworks and ignores their practical implementation. In reality, some costs cannot be classified as either fixed or variable and are rather semi-variable, including a fixed and variable component (Needles et al., 2014). This suggests that these costs cannot be properly allocated in the formula and thus, should be placed either under fixed or variable element. This, however, can manipulate the final result of the analysis and provide a misleading foundation for managerial decision-making. 
In addition to that, fixed costs are suggested to be continuously constant. However, in reality, they might increase or decrease following a rapid change in produced output. This, however, is also not considered in the break-even model and it is assumed that they are the same in the long run unless an additional field, such as advertising, is not added to them. 
Furthermore, variable costs are also not static and can change due to various reasons like bulk buying discounts, interest for credit payments and many others. All these are also ignored as a part of the break-even analysis; thereby, leading to lower validity of analysis findings. 
External factors also affect business activity and indicators. For example, major external shocks, such as the current pandemic, economic recessions, changes in inflation rates, fluctuations of currencies and others, may also impact corporate activity and affect sales, prices and costs (Financial Accountancy, 2021). These factors are also ignored by the break-even model. 
Furthermore, with increase of production output, economies of scale can be realised and thus, variable cost per unit may decrease as a result (Needles et al., 2014). If this is evident, the break-even output and revenue would differ. The possibility of realising economies of scale is also not incorporated as an assumption.
Sales can also be affected by internal promotional methods, such as sales discounts aiming to increase demand or other marketing techniques which are used by the brand to improve overall performance on the market (Needles et al., 2014). 
All this suggests that the break-even analysis is associated with various limitations which need to be taken into account by managers and decision-makers when interpreting its results and addressed prior the final decision made. Still, this technique is one of the most useful analytical tools for managers to investigate the potential of a project or product and to determined aims and objectives for performance and profit. 
Question 2
a) 
Accounting can be generally divided in two branches – management and financial. Despite the fact that these two branches are tightly connected, they serve a different purpose fulfil various roles for business organisations. 
Financial accounting is mainly used to assess how well the business has achieved its goals and as a tool to comply with existing regulation and legislation related to financial reporting and accounting procedures (Needles et al., 2014). This is achieved by financial accountants and the continuous recording of business transactions, as well as the preparation of financial statements. Financial accounting is very important for companies, as it ensures that the business entity complies with law and regulations and is operating properly. The financial statements, which are prepared by this branch, are mainly used by external stakeholder groups, such as investors, suppliers, financial institutions, competitors, government agencies and many more (Needles et al., 2014). 
In contrast, management accounting is mainly aiming at internal decision makers who use it as a foundation for conducting important strategic courses of action. Management accounting provides reports and analysis regarding various areas of performance and different operating, investing and financing activities (Needles et al., 2014). For example, management accounting can provide managers with investment appraisal techniques and analysis which can help them decide which optional project is better for long-term investment and return (Needles et al., 2014). It is also concerned with historical performance analysis, identification of gaps for improvement and forecasting for the future (Needles et al., 2014). 
Given these brief definitions and explanations of financial and management accounting, it is also important to explain the major differences between both in more details. While financial accounting reports, which typically refer to the different financial statements of a company, are prepared on the basis of a pre-specified format and structure complying with regulations and standards, management accounting reports are more flexible, not publicly available and can take any form depending on the specific needs of the management and decision-makers (Needles et al., 2014). 
Moreover, financial accounting provides information about the functioning of the business in terms of numerical figures for the assessed period, while managerial accounting interprets their meaning and can compare them to other indicators (for example, past periods, industry benchmarks or other indicators, such as ratio analysis). Considering this, the information in management accounting reports tends to be more diverse in comparison to the one from financial accounting reports (Needles et al., 2014).
In addition, while financial accounting is necessary and required to be performed by any business organisation, managerial accounting may or may not be evident. In the general case, small companies use management accounting less, although it is a very valuable and useful tool for assessing business performance and develop strategies for improvement. Management accounting uses a wide variety of different tools and techniques to support decision-making, which are described in the following section. 
b) 
As explained, managerial accounting focuses on assessing and analysing various operational metrics to support decision-makers in conduction various strategic courses of action and/or developing policies for improving performance. There are different techniques which are used in this regard by managerial accountants. Some of the main ones are explained below.
Ratio analysis, as discussed by Bloomenthal (2021), is a quantitative method of obtaining an in-depth insight of a company’s performance in terms of profitability, liquidity and operational efficiency. It uses various different items extracted from the financial statements prepared by financial accountants to assess different links and relationships between variables and compare them to historic periods, rivals or industry averages (Bloomenthal, 2021). Assessing how a company performs over time is crucial for managers as it provides a better outlook on different areas of operation and identifies gaps for improvement. Profitability and liquidity position also reveal the overall stability of the brand and is often used by other stakeholders like banks and suppliers to decide on certain policies towards the company (for example, landing a loan). Thus, having a detailed and in-depth knowledge of all these areas and assessing the factors of influence determining the final ratio result is essential for corporate managers. 
Capital budgeting is another technique often used by management accounting to support the decision making of managers. It is associated with assessment of different investment appraisal indicators which are often used as a guideline on whether to invest in certain project or not (CFI, 2021). Capital budgeting includes many different tools which can be applied, such as net present value, payback period, discounted payback period, internal rate of return and many more which allow decision-makers to assess various projects in terms of generated cash flows, time to retain initial investment back, rates of return and many more, depending on the specific business needs and policy (Needles et al., 2014). 
Inventory valuation and product costing is also a technique often used by management accountants. Inventory management is crucial for companies, especially when they operate in rival environments and produce different products, as it can be the source of efficiency but can also contribute to inability to generate cash (Needles et al., 2014). Thus, inventory valuation and potential options for increasing/decreasing it along with their respective consequences on profitability, liquidity and efficiency of the company is crucial. Also, companies can use various techniques and approaches towards product costing. This is mainly related to the allocation of overhead costs and the assessment of direct and indirect costs as an input for calculating cost of goods sold (CFI, 2021). This is also significantly important for managers, as it can change the profit and costs estimation and manipulate the overall conclusion of company’s performance. 
Management accounting is also engaged with trend analysis and forecasting (CFI, 2021). Trend analysis is crucial for assessing the performance of a company based on evaluating its indicators over a certain period of time. This allows managers to identify potential gaps and analyse factors of influence affecting them. Forecasting is also very valuable as it provides an estimate for future performance and serves as a foundation for setting goals and making decisions in the present. 
Overall, as evident from all of the above, it can be stated that managerial accounting uses various techniques to support decision-making and help managers to develop strategic policies and actions. 
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