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Answer to Question 1 – (a)
Given, 
Selling price per unit is £11
Variable cost per unit is £6
Fixed costs are £350,000
Calculating breakeven point
           
= 350,000/ (11-6) Units
=350,000/ 5 Units
= 7,000 Units
Break-even unit of Kerrigan Ltd is 7,000 Units which indicates that it needs to sell at least 7,000 units of product A to reach equilibrium. Equilibrium condition is state of business in which Kerrigan Ltd will make neither loss nor profit. 
                      Break-even point (Volume) = Breakeven units* per unit selling price 
= 7,000*£11
= £77,000
Kerrigan Ltd needs to generate sales revenue equivalent to £77,000 to reach equilibrium. In order to avoid loss, Kerrigan Ltd must make sales revenue of £77,000. It must make sales revenue of more than £77,000 to make profit. 


Answer to Question 1 – (b)
	Particulars 
	Amount (£)
	Amount (£)

	Sales revenue 
	11*75000
	         825,000 

	Variable cost 
	6*75000
	         450,000 

	Fixed Manufacturing overhead 
	 
	         350,000 

	Net Income 
	
	           25,000 



Answer to Question 1 – (c)
Here, 
New selling price is £13
Variable cost for the improved product is £7 
Total sales will be 80,000 Units 
	Particulars 
	Amount (£)
	Amount (£)

	Sales revenue 
	13*80,000
	     1,040,000 

	Variable cost 
	7*80,000
	         560,000 

	Fixed Manufacturing overhead 
	
	         350,000 

	Advertisement cost
	
	10,000

	Net Income 
	
	         130,000 



Answer to Question 1 – (d) 
Break-even analysis equals total sales revenue and total cost of a product or service. It provides estimation to generate required sales so that Kerrigan Ltd can avoid loss. Moreover, it helps to set target sales volume. Say for example; in the given case above, Kerrigan Ltd must make sales revenue of more than £77,000 to make profit. Despite these, there are some problems in the break-even analysis that are discussed below. 
Assumption based analysis tool: all costs, expenses, and revenue data used in break-even analysis are basically assumed and estimated. Theoretically, we separated cost data into fixed and variable components but in practice, it is quite difficult to achieve a clear cut view of fixed and variable cost. 
Problems with fixed cost: Fixed cost is a major component in calculating break-even point. We assume that fixed cost will remain constant at all level of activities but in practice; fixed cost can be changed beyond a certain level of activity. 
Problems with variable cost: variable cost of production is not always constant but it assumed that variable cost of operation is constant in all the period. Businesses may get cost advantage by purchasing large volume of inputs from the suppliers. In this case, variable cost will be decreased. 
Assumed selling price: the selling price used in calculating break-even point is assumed and remained constant at all the time. In practice, it can be seen that selling price is basically determined by the interaction of demand and supply in the market. Competitors also have impact on selling price. So, there is lack of accuracy in the equilibrium volume found by using assumed data. 
Multiple product issue: break-even analysis is a simple method of finding equilibrium position of the business. It is one of the simplest tools of planning and decision making but when businesses have several products and services, it becomes difficult to find out break-even point separately for each of the products and services. 
Despite having several questions about break-even analysis, businesses are widely using this tool due to its simplicity. Moreover, it helps to determine product and service price because all costs of a product are included in the analysis. 
Answer to Question 2 – (a) 
Importance of management accounting 
Assist in making corporate decision: Financial accounting is prepared for entertaining external stakeholders of business. That’s why some crucial data are fabricated in the financial accounting but in making corporate decision, actual data needs to be used to know actual scenario and position of the business. Management accounting prepares financial reports and statements by using actual data to provide accurate information to the management. When management gets accurate information and incorporates them in decision making, then corporate decision making becomes effective and efficient to create value for the stakeholders. 
Cost control: management accounting helps to monitor and control cost of operation. In management accounting, income statements are prepared in both marginal and absorption costing method to review cost of operation from various perspectives so that unnecessary costs are identified. Once unnecessary cost of operation is identified, they are checked immediate to reduce operation cost. 
Measuring actual performance: management accounting is aimed to measure and analyze actual performance of business. A number of management accounting tools and techniques are used and applied to measure accurate performance for a particular financial period. By comparing actual performance with benchmark performance, management can take initiatives to correct performance by removing deficiencies. 
Increasing efficiency: management accounting is emphasized on improving efficiency of business. It provides target to each division and check closely whether the target is going to meet or not. Work breakdown helps to perform operation effective and efficiently in the workplace. 


Differences between financial accounting and management accounting 
There are basically two primary differences between financial and management accounting. The first is that management accounting is prepared to serve internal parties of a business while financial accounting is prepared to serve external parties of a business. Say for example; management accounting is prepared to provide information to management and staffs so that they can make corporate decision effectively and efficiently. On the other hand, financial accounting is presented to external stakeholders such as investors, shareholders, lenders, borrowers etc. They will make investment decision by analyzing data provided by the financial accounting. Some other differences between management and financial accounting are given below. 
	Criteria
	Financial accounting
	Management accounting

	Reporting focus 
	It serves external shareholders of business. 
	It is prepared to serve internal group of a business to assist in decision making. 

	Standards 
	Financial accounting must have to follow and maintain international accounting standards in preparing financial statements. 
	Management accounting need not follow international accounting standards. 

	Time period
	It prepares financial statements at the end of a financial period. 
	It prepares reports much more frequently. Say for example; daily, weekly, monthly, fortnightly, and yearly. 





Answer to Question 2 – (b) 
Management accounting techniques 
Budgetary control: budgetary control is used to plan and control various operation of business. It is an important technique for directing business operation in a desired direction. It is basically managing income and expenditure of business. In budgetary control, income or expenditure of a product or service is determined in advance based on historical data or estimation. Then they are compared with actual income or expenditure to identify whether corrective measures are required or not. Say for example; a business has set target to produce a product with £6 variable cost. If the business requires £10 to produce the product, it should need corrective measures to reduce cost of operation. In this way, budgetary control contributes to control cost of operation. 
Marginal costing: management accountant often designs cost of operation based on their nature of fixed or variable. In marginal costing approach, businesses consider all kinds of variable cost as product cost irrespective of manufacturing or non-manufacturing cost. Such a distribution of cost helps to understand how much of total cost is attributed to fixed or variable in producing a particular product or service. It helps an organization to optimize its production through economies of scale. Businesses are suggested to produce at the point where marginal cost and marginal revenue intersects each other to generate maximum profit. As fixed costs are constant, businesses should produce at highest level to lower fixed cost per unit. 
Standard costing: standard costing is basically estimating the expense of a production process. It is a wing of cost accounting that focuses on planning costs such as labor costs, raw materials, manufacturing overhead, non-manufacturing overhead etc. for next year or coming financial periods. Businesses normally estimate cost of operation under most efficient business condition. In evaluating performance under this technique, actual cost data are compared with standard cost data and variance are calculated and marked as favorable or unfavorable. Whenever unfavorable conditions are raised, corrective measures are taken by the management to make the condition favorable in coming period. 
Management accounting techniques are now widely used by the businesses because they can control cost and activity effectively and efficiently. Proper use of them can create value for the business. 
