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Question 1 - Solutions

	[bookmark: _Hlk50286443]Direct Labour 
	£1.35 

	Direct Materials 
	£1.75 

	Other Direct costs 
	£0.40 

	Variable cost per unit 
	£3.50

	Cost of unit
	£5.50







[bookmark: _Hlk50287654]The fixed costs of production are £180,000 and the company currently sells 90,000 units.
a) [bookmark: _Hlk50296788]Break-even point  (in units and in revenues )
BEP = Fixed cost / CM Ratio
Contribution Margin Ratio per unit = Selling price – variable cost/selling price = 5.75 – 3.50 = £2.25/5.75 = 0.39 per pound
[bookmark: _Hlk50297176][bookmark: _Hlk50286327]BEP = £180,000/0.39 = £461,538.46 – amount of sales revenue we need to have in order to break-even. So as we have sale of 90,000 x £5.75 = £517,500, that means that everything over 461,538.46 will be profit. In this situation there is a profit of £55,961.54
[bookmark: _Hlk50297248]So, if we make a break-even at £461,538.46 / £5.75 = 80,267.56 units to sell so that we make a break-even. 
b) [bookmark: _Hlk50297312]Profit = 517,500 – 461,538.46 = £55,961.54
c) Developing plans:
	
	
	new
	

	Direct Labour
	£1.35
	=£0.05
	£1.40

	Direct Materials 
	£1.75 
	+£0.15
	£1.90

	Other Direct costs 
	£0.40 
	-
	£0.40

	Variable cost per unit 
	£3.50
	-
	£3.70

	Fixed cost per unit 180 000/90 000
	£2.00
	£192,500/94,500
	£2.037

	
	
	
	

	Cost of unit
	£5.50
	
	£5.737

	Selling price
	£5.75
	£6.00
	£6.00










Selling price £6.00 – cost per unit £5.737 = £0.263
The fixed costs of production now are (£180,000 + £12,500)=£192,500 and the company plan to sell  (90,000 x 0.05) = 94,500 units.
Break-even point  (in units and in revenues )
BEP = Fixed cost / CM Ratio
Contribution Margin Ratio per unit = Selling price – variable cost/selling price = £6.00 – 3.70/£6.00 = £2.30/£6.00 = 0.38 per pound
[bookmark: _Hlk50288194][bookmark: _Hlk50288320][bookmark: _Hlk50288480]BEP = £192,500/0.38 = £506,578.95 – amount of sales revenue we need to have in order to break-even. So, as company plan sale of 94,500 x £6.00 = £567,000, that means that everything over £506,578.95 will be profit. In this situation there is a profit of £60421.05
So, if we make a break-even at £506,578.95 / £6.00 = 84,429.825 units to sell so that we make a break-even. 
Profit = 567,000 – £506,578.95 = £60421.05 

[bookmark: _Hlk50295127]d)  The limitations could be: Making of unrealistic assumptions if the products are not sold as planned. Sales are not always the same as the output is. Variable cost can also change sometimes. Businesses with many outputs will not have very realistic information from such analysis.






Question 2

a) [bookmark: _GoBack]The purpose of the management accounting is to assist management in the process of planning, control and decision-making. Managers they need this information when need to increase the operational efficiency of the company. 

b) Managers could require a Statement of Financial Position which is prepared a period of time which can be the same or different from the Trial balance and/or the income statements.
The information needed for a Statement of Financial Position can be found in the Trial balance which must be adjusted to the date to which the Statement of Financial Position is required.
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