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QUESTION 1 
a) Calculate the break-even point (in units and revenues) of product A for Kerrigan Ltd 
 
Required: 
 
1. Calculate the break-even point (in units and revenues) of product A for Kerrigan Ltd.                                                                

1. Break-even point in Units 
The breakeven point in units refer to the number of units of a product that the firm needs to sell in order to neither suffer financial losses nor make profits (Collis, et al., 2017). The formula below is used:
Breakeven point in units = Fixed Costs ÷ (Selling price per unit – Variable Costs per unit)
= 350,000 ÷ (11 – 6)
= 350,000 ÷ 5
= 70,000 units
Therefore, Kerrigan Ltd will need to sell 70,000 units of Product A to breakeven 
i) Breakeven point in revenues 
Collins et al., (2017) define breakeven point in revenue as the level of production at which the cost of production will be equal to the revenues for the product. It is calculated using the formula: 
Breakeven point in revenue = Fixed Costs ÷ Contribution Margin 
Contribution Margin refers to the revenue that remains after subtracting the variable costs that are associated with the production of a given product (Collins et al., 2017). It is calculated using the formula: 
Contribution Margin = (Selling Price per unit – Variable Costs per Unit) ÷ Selling price per unit
Contribution Margin = (11 – 6)/11 = 0.45 
Breakeven point in revenue = 350,000 ÷ 0.45 
= £777,778
Therefore, Kerrigan Ltd will need to make £777,778 in revenue in order to break even.

b) Calculate the profit made on sales of 75,000 units.           

Profit = Total Sales Revenue – (Fixed Costs + Total Variable Costs)
= (11 x 75,000) – (350,000 + (6 x 75,000))
= 825,000 – (350,000 + 450,000)
= 825,000 – 800,000
= £25,000 profit.
Therefore, the company will make a profit of £25,000.



c) Calculate the new profit figure for the improved product.       
	 	 	 	 	 	         

Profit = Total Sales Revenue – (Fixed Costs + Advertising Costs + Total Variable Costs)
= (13 x 80,000) – (350,000 + 10,000 + (7 x 80,000))
= 1,040,000 – (360,000 + 560,000)
= 1,040,000 – 920,000
= £120,000
This means that with the improved product, the company will be able to make a profit of £120,000

d) Discuss the limitations of break-even analysis.               
 
 Regardless of the benefits of the breakeven analysis as a tool for decision-making, there are several limitations to its use. First, this tool often makes use of unrealistic assumptions about the costs and prices of products (Drury, 2013). It is important to consider the fact that products are not usually sold at the same price at different levels of output. Furthermore, unlike the assumptions made with the breakeven analysis about fixed costs, these costs often vary when output changes. Secondly, the breakeven analysis assumes a straight-line relationship between output and sales such that as output increase, so does the sales of a product. However, Drury (2013) points out that there is a high likelihood of there being some build up of stock or even wasted output effectively affecting the relationship between the two. 
Thirdly, the breakeven analysis method assumes that variable costs usually stay the same even when the output of a product increases. However, this may not be the case. For instance, as the output of product rises, the business is likely to benefit from economies of scale or having a higher buyer power which is effectively likely to reduce the variable cost per unit quite significantly (Drury, 2013). Finally, Drury (2013) highlights the fact that the breakeven point analysis is usually based on one product. However, in the real business world, most businesses often sale more than one product effectively making it difficult to compute the breakeven point for such a business. 










QUESTION 2 
 
1. Discuss the importance of management accounting, and how it differs from what financial accounting provides.                                                

The internal accounting function of a company is known as Management Accounting. Management accounting is the application of accounting and financial management principles to create, protect, and increase value for for-profit and non-profit enterprises in the public and private sectors, with the goal of delivering that value to stakeholders.

Financial accounting is concerned with providing information to shareholders about past events, such as the statement of financial position and income statement (Drury, 2013). Management accounting looks to the future and is completely different from financial accounting. Management accountants will be interested in such data, which is often provided on a monthly basis (Drury, 2013). The goal of management accounting is to provide information to internal users like management.

Management accountants, on the other hand, will need a broader range of internal management information about costing, planning, control, and performance, as well as decision-making (Drury, 2013). There are innumerable benefits of management accounting to businesses. First, management accounting can provide important information to inform the product review process. Statistics regarding product profitability, and metrics regarding customer profile and other important product metrics will enhance the decision-making process with regards to which products need review and how the review process is supposed to be undertaken (Collins, et al., 2017).  Importantly, management accounting does not work within a statutory framework, whereas financial accounting does. As a result, management accounting is far more varied and customised than financial accounting. Management accounting has also been praised due to its role in monitoring and evaluation of overall business performance. The use of variance analysis helps businesses to compare their performance against industry standards or competitors and effectively determine its position in the industry (Collins, et al 2017). This enables effective decision making on how to improve.

In fact, financial accounting has influenced the evolution of management accounting. Management accounting emerged much later than financial accounting.


 



1. Discuss three techniques by which the management accountant can  achieve the objectives of management accounting.                                

The first management accounting technique that management accountants use to achieve the objectives of management accounting is standard costing. Collins et al., (2017) define standard costing as the establishment of standards costs under most efficient operating conditions, comparison of the actual costs with the standard costs, and eventually calculating and analysing variance with the aim of understanding the reasons for the variance. Furthermore, standard costing enables the identification of responsible processes or activities for the variance and the development of effective corrective measures to prevent further adverse events and achieve cost control. 
Another technique that management accountants often use to achieve these objectives is marginal costing. Marginal costing concentrates on analysing the incremental benefits that are associated with production optimization by analysing the associated costs as well as the possible benefits of specific business activities or financial decisions (Drury, 2013). According to Collins et al., (2017) the marginal costing technique is particularly useful in cost control, decision making and profit maximisation. The marginal costing process entails differential costing and breakeven analysis for business decisions. 
Finally, management accountants can also make use of historical cost accounting technique to achieve the objectives of management accounting. Drury (2013, p.284) points out that the historical cost accounting system is often used in activity-based costing systems. The historical cost accounting technique basically provide past data to the management that is related to the cost of each job, process, product and even department. This aids in comparison with the standard costs and enable the management achieve cost control objectives and plan for future production and other business activities (Drury, 2013).
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