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QUESTION 1:
Solent Ltd makes a product called the Sandals. The company's directors believe that the product is not as profitable as it could be. At present the selling price of the Sandals is £5.75 and it incurs the following variable costs: 
	Direct Labour
	£1.35

	Direct Materials
	£1.75

	Other Direct costs
	£0.40



The fixed costs of production are £180,000 and the company currently sells 90,000 units. 
Required:
(a) Calculate the break-even point (in units and revenues) of the Sandals for Solent Ltd.

£1.35 + £1.75 + £0.40 = £3.50 (VARIABLE COST)

£ 5.75 - £3.50 = £2.25 (SELLING PRICE)

£180,000 / £2.25 = 80,000 (UNITS) (BREAK-EVEN POINT)


(b) Calculate the profit made on sales of 90,000 units.

90,000 * £5,75 = £517.500
(90,000 – 80,000) * £2,25 = £10,000 * £2,25 = £22,500

(c) The company decides to improve the product. It estimates that an advertising campaign to promote the new improved Sandals will cost £12,500. Improving quality will add 15p per unit to material costs and 5p per unit to labour costs. However, they believe this will allow them to increase selling price by 25p and increase sales by 5%. Calculate the new profit figure for the improved Sandals.

	Labour costs
	£1.35 + £0.05= £1.40

	
	£1.75 + £0.15 = £1.90



	New variable cost
	£0.40 + £1.40 + £1.90 = £3.70

	New selling price
	£5.75 + £0.25 = £6

	New contribution
	£6 - £3.7 = £2.30

	New fix cost
	£180,000 + £12,500 = £192,500

	Break-even point
	£192,500 / £2,30 = 83,695 (UNITS)

	New current sales
	90,000 * 5% = 4,500 (UNITS)

	Break-even point
	83,695 * £6 = £502,170

	New profit
	(90,000 + 4,500 – 83,695) * £2.30 = £24,851









(d) Discuss the limitations of break-even analysis.
The break-even analysis has pluses and minuses. Some advantages are that you can predict how much profit we are making and estimates profits but a disadvantage is that we cannot use the same price for all of the products and will not know the exact price of how many products are going to be wasted(defects).
Another plus is that highlights the importance of fixed costs but will be many unrealistic assumptions such as: all products will be sold or that one same price is going to be used.













QUESTION 2
One of the objectives of management accounting is to assist management in the process of planning, control and decision-making. 
Required:
(a) Critically discuss why management accounting is necessary, given that most businesses have to prepare financial accounts in accordance with the law.

Management accounting helps to prepare financial information to an entity and this will help managers with the short-term decisions. There is no legal requirement to provide documents and as well no standards.
If we have all this information, we can elaborate a financial statement in which we will be able to see how the business does (profit or loss).
Some external stakeholders can use this statement in accordance with the law such as government agencies (HMRC).


(b)  Critically discuss the techniques by which the management accountant can achieve the above objectives.        
   

Important techniques:
Cost Accounting: represents the cost of the product process.
Planning of finances is when we have to maximise the profit.
Marginal costing is when we are using a fix selling price and we select the best mix and match in order to have to much waste of production.
The funding flow expertise is useful in order to find out if funds are used properly.
Standard costing provides a benchmark for measuring actual performance.
Controlling budget is an estimating method and arrange accordingly to a basis.
Statistical technique is used by removing management problems.
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