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QUESTION 1
1. Calculation of Break Even Point of the Sandals for Solent Ltd.

Break-even point in units: Formula = Fixed cost / contribution per units

= 180000 / 2.25

= 80000 

In order to meet the level of no profit and no sales the organisation will be required sale at least 80000 units so that all the costs could be recovered.
Calculation of contribution per unit = Sales - variable cost

= 5.75 - (1.35 + 1.75 + 0.40)

= 2.25

Break-even point in revenues: Formula = fixed cost / PV ratio


= 180000 / 39.13%

= 460005


While planning to meet the BEP the enterprise will have to generate the revenues of at least 460005.

PV ratio = contribution / sales * 100


= 2.25 / 5.75 * 100


= 0.3913 * 100


= 39.13%
2. Calculation of the profit made on sales of 90000 units

	Particulars
	Per unit cost
	Amount

	Sales
	5.75
	517500

	Less: Variable cost
	
	

	Direct labour
	1.35
	121500

	Direct material
	1.75
	157500

	Other direct costs
	0.40
	36000

	Contributions
	
	202500

	Less: Fixed cost
	
	180000

	Profit
	
	22500


The amount of profit which will be generated by the organisation by selling 90000 units will be 22500.
3. Calculation of new profit figure for the improved Sandals

Calculation of increased cost:

Selling price:

	Particulars
	Amount

	Current selling price
	5.75 

	Increment in the selling price
	0.25

	New selling price
	6.00


New material costs:

	Particulars
	Amount

	Current material cost
	1.75

	Increment in the material cost
	0.15

	New material cost
	1.90


New labour costs:

	Particulars
	Amount

	Current labour cost
	1.35

	Increment in labour cost
	0.05

	New labour cost
	1.40


New selling units:

	Particulars
	Amount

	Current selling units
	90000

	Increment in selling cost is 5% (90000 * 5%)
	4500

	New selling units
	94500


Calculation of profits for new selling units:

	Particulars
	Per unit cost
	Amount

	Sales (94500)
	6.00
	567000

	Less: Variable cost
	
	

	Direct labour
	1.40
	132300

	Direct material
	1.90
	179550

	Other direct costs
	0.40
	36000

	Contributions
	
	219150

	Less: Fixed cost
	
	180000

	Profit
	
	39150


4. Discussion of limitations of break-even analysis

Break-even point is an accounting term which is used for the purpose of analysing that the project in which funds will be invested will be able to meet the desired level of sales so that possibility of loss for business could be ignored and all the costs could be recovered. If the organisation will meet the BEP then it will reach to the level of no profit and no loss. While planning to increase the BEP of the company different elements could be focused by the companies. These are increasing the customer sales, production costs and repairing the equipment’s. By paying attention towards all of them the organisations will be able to enhance the productivity so that the break-even point could be increased. While willing to reduce the BEP or the factors that make reduction in BEP are increasing the product prices and going for outsourcing. There are various limitations of it that are required to be focused by all the organisations that are calculating it for analysing the business’s ability to meet the costs. Description of all of them is as follows:

· BEP is mainly based upon an assumption that all the expenses and costs could be separated in the variable and fixed components. It may create difficulty to attain a clear cut vision of the expenses in variable and fixed type of costs and expenses. 
· One of the assumptions of this analysis is that the fixed costs will always be constant at all the level of operations. If the businesses will make changes in operations of increase the production or increase the certain level of activity then it will result in increased the foxed cost or varying costs.

· It assumes that only one of the items that are produced by the organisation is manufactured or that product mix will be unchanged will be very critical in practice.  

· Break even analysis assumes that all the variable costs change proportionately with the volume of the production. While making changes in the production units the cost will vary but it is not certain that it will increase massively or will be decreased in future. 

· While using it businesses assume that the business conditions will not change in future which may result in inaccurate results.

· Its assumption of that the price of sales for the units will remain unchanged give a straight revenue line which is not true. The selling price of all the items that are sold by an organisation depends upon different types of factors. These are market demand, competition, supply etc. so the price in most of the cases remain constant.
· Break-even analysis states that the sales and production units will be equal to each other and will not get changed in upcoming period and apart from this, it also assumes that the opening and closing balance of stock will be unchanged. Due to this, assumption the accuracy of the results may get impacted.
· All the business entities face three different types of costs which are fixed, variable and semi variable. While calculation of BEP only variable and fixed expenses are considered and it ignores semi variable expenses that affects the level of accuracy of the results. 

· All the variable overheads in this analysis are appropriated on the basis of estimated so it may result in the issue of lack of ignorance of under or over recovery of the cost.

· In this analysis it is not possible to compare and fix price for two costs if there is no fixed cost. 

· The time factor is ignored in this analysis as the cost’s changes with time in long run so the estimation which is made on the basis of it for long run is not possible.
· This method of analysis is not suitable for different industries such as ship building. It may result in problems related to income tax.
QUESTION 2

a. Critical discussion of why management is necessary, given that most businesses have to prepare financial accounting in accordance with the law

Management accounting could be defined as the technique which is used by businesses for the purpose of formulating internal records so that it could be analysed that the plans that were formulated by the managers will be able to result positively or negatively. With the help of it, the internal stakeholders such as managers, employees, shareholders etc. can evaluate actual performance of business. For all the large as well as small business entities it is very important to make sure that they are conducting management accounting on yearly basis as it can help to execute all the operations in systematic manner. If the businesses will not be able to formulate the internal records with the help of it, then it will be very difficult to make sure that the steps that are taken for betterment of business are resulting positively or negatively. 

For all the business entities it is very important to make sure that they are paying attention towards management accounting as it may provide different types of benefits to the business. Some of the key benefits of it to the organisations are discussed below that suggest that all the companies should conduct management accounting on yearly basis:
· Coordinating: Management accounting help the manaegers to evaluate that they are abel to coordinate with the predetermined objectives of business. If they will not be able to coordinate with the goals and objectives then they can make strategies for the same purpose. If management accounting will not be used by them then it will be very difficult for them to analyse that they are coordinating with the organisational goals or not. Apart from this, management accounting will also help the organisation to determine that all the staff members are performing all their jobs properly or not. With the help of management reports the managers will be able to guide all the employees to make sure that they perform all their jobs in systematic manner.
· Organising: Management accounting help to organise all the operational in systematic manner because all the internal records that are generated with the help of it guide the managers to make sure that they organise all the activities in systematic manner. If the progress of business will not be accurate then it will be beneficial to make strategies to organise all the operations properly. With the help of it, all the predetermined goals and objectives could be accomplished successfully. Apart from this, if the management teams will not be performing properly or not able to meet the targets that are provided to them then management accounting will help them to make sure that they perform properly. 
· Services to the customers: Management accounting is used by the businesses to make sure that all the organisational goals such as higher customer satisfaction are met. If the business will analyse that the organisation is not able to satisfy the customers then with the help of internal reports and different systems of it, effective strategies could be formulated. With the help of the management accounting systems the managers can make sure that they are able to formulate such strategies which may result in higher level of customer satisfaction.
· Planning: In order to reach all the long as well as short-term business goals and objectives it is very important for all the businesses to make sure that they are focused with effective planning. Management accounting can help the businesses to formulate effective plans for future so that the desired level of success could be attained. While evaluating business performance the managers can analyse the internal records and then they can formulate effective decisions for business so that success could be attained 
· Improvement in the efficiency: With the help of management accounting the businesses can analyse the level of operational efficiency and if the level of it will be low then strategies could be formulated for the purpose making improvement in efficiency. If the organisation will not be using the management accounting then it will not be possible to analyse the higher or lower level of efficiency and make improvements in it. If management accounting will be used on yearly basis then it will help to evaluate efficiency and improve it to reach the desired level of success. 
· Communication: While planning to develop the business and increase profitability it will be very important for the managers to make sure that they are having detailed information about business operations and actual status of it. With the help of management accounting the mangers can evaluate the business and communicate the actual position with the staff members. If they will communicate it properly then it will be very easy to attain the desired level of success.
· Motivation: For all the organisations are able to motivate the staff members so that they can perform all the jobs properly. With the help of management accounting reports the top-level executives can share the information of organisational performance with the staff members which will help them to evaluate the position of business. Apart from this, it they will not be sharing the actual information of business with the employees then it will be very difficult to motivate them to take part in the jobs that are assigned to them.
From the above discussion it has been analysed that management accounting should be focused by all the business entities as it helps to evaluate actual position of business and then make improvements in it so that the desired goals and objectives could be accomplished. There are various types of reports and systems of management accounting which are used by companies for the purpose of formulating effective decisions for future. Some of the systems are cost accounting, price optimisation, inventory management, job order costing etc. Apart from this, some of the key reports of management accounting are inventory management, performance, budget, account receivable etc. 

Cost accounting system is one of the main systems of management accounting which is used to record cost of all the activities that are performed by the organisation. With the help of it, funds are assigned to all the departments so that they can perform all the activities in systematic manner. It can help the managers to analyse the activities that are resulting in very high costs so that actions for controlling them could be taken. Apart from this, if it will be used by the companies then it can help to determine all the costs and then the estimation of future expenses could be made on the basis of the same.

Inventory management system is also used in management accounting by all the businesses so that they can manage the desired level of inventory for all the operations. If they will not be able to manage the stock properly then it may result in unmet requirements of customers. If this system will be used by the companies then they will be able to analyse that they are having sufficient stock to meet the expectations of customers. There are three different types of it which are LIFO, FIFO and AVCO. In LIFO all the recently received goods are used for carrying out operational activities. In FIFO all the early bought goods are used to perform the operations. In AVCO inventory is used on the basis of average cost by all the managers so that they can meet the expectation of senior authorities of the enterprise. While planning to utilise all the resources in systematic manner the businesses can use FIFO method. 


Job order costing system is also a main system of management accounting which is used by companies for the purpose of keeping track record of all the jobs that are performed on the basis of specification of clients. With the help of it, all the costs that are resulting in losses and the jobs that are highly profitable could be identified. While using it the managers can ignore to perform all the jobs that are not able to provide any type of benefit to the business.


Price optimisation system is used by businesses for the purpose of determining right price which could be set for the products so that organisational goals as well as requirements of client’s could be met. If it will be used by the companies while performing management accounting then it can help to set the right price for all the products which will help to satisfy the customers. It helps to set optimum prices for all the products that results in meeting the client’s expectations and enhance the profits for business.

One of the main reports of management accounting is performance report which is used to analyse performance of organisation as well as the staff members. With the help of it, managers can analyse that the employees are performing well or not. Additionally, it also facilitates the analysis of organisational performance. This report of management accounting helps to provide bonuses as well as rewards to the employees on the basis of their performance. If the staff members will not be performing all their jobs properly then the managers can reduce their compensation on the basis of this report.

Inventory management report is used by the businesses for the purpose of analysing that the warehouses are having minimum level of inventory of for meeting expectations of all the customers. While using this inventory management report the managers will be able to analyse that they are able to keep the stock to fulfil requirements of all the staff members. With the help of it, the management teams can order the inventory on the basis on demand of products in the market.

Account receivable report is also a management accounting report which is used for the purpose of analysing the actual owed amount which is required to be recovered from clients. In large companies some of the clients ask for credit from the companies and if it is provided to them then a report to record the information of credit is recorded in the reports. With the help of it, the companies can analyse actual outstanding amount from various debtors and recover them in specific time duration so that operations could be carried out successfully.


In most of the companies, budget reports are also generated which can help to make sure that all the activities are performed in the specific budgets that are assigned to different departments for them. With the help of it, possibility of overspending of budget could be ignored which can help to perform all the operations in specific budget. It is very important for all the companies to make sure that they are generating this report because with the help of it all the planned activities could be performed in systematic manner. If the budget report will not be generated then it will be very difficult to estimate the future expenses and make arrangement to meet them.


The above discussion of management accounting report and systems demonstrates that if the business entities will be generating all the reports and focusing upon various systems of it then it can help to analyse the business performance and formulate effective decisions for future. If the companies will not pay attention towards management accounting then it may leave negative impact upon the mind set of internal stakeholders as they will not be able to analyse the position of business. Apart from this, management accounting should be focused by businesses as it can help to determine that the efforts which are made by the managers for effective execution of operations are resulting positively or negatively. It is not compulsory to use management accounting or conduct auditing of all the records of it for business but if it will be used then it will provide various benefits to the businesses. 

According to the law all the companies are required to generate financial records on yearly basis because these are required for analysing actual position of business. Apart from this, with the help of them profitability and liquidity of business could be determined. All the final accounts are provided to the external stakeholders so that they can analyse that the enterprise is performing well or not. One of the main aspects which is not focused by the financial accounting is non-financial activities. In order to make sure that all the long-term objectives are achieved successfully it is very important for all the companies to pay attention towards such activities. The information of them could be recorded in the management accounting reports which can help to make sure that all the activities are profitable or not. If it will not be followed by the businesses then it may leave negative impact upon the decision making. When management accounting will not be used then the managers and other internal stakeholders will not be able to analyse the growth and actual position of business on the basis of non-financial activities. Lack of this analysis will result in ineffective decision making of them which may affect the sustainability of business. On the basis of these arguments it has been evaluated that management accounting is needed by all the businesses because with the help of it they can formulate effective decisions for future and try to meet the predetermined objectives.
b. Critical discussion of the techniques by which the management accountants can achieve the above objectives

Management accounting is an effective approach which should be used by all the business because it can help to reach all the long as well as short term objectives of business. With the help of it, effective decisions for future could be formulated. It assists the managers in process of planning, control and decision making. For all the business entities to make sure that they are able to use it properly so that various benefits could be acquired. If they will not be using it in systematic manner then it will result in failure of all the plans that were formulated previously. There are various types of management accounting techniques which are used for attaining the main objective of it. Discussion of them along with their positive and negative aspects is as follows:

Marginal analysis: It is used by the businesses which are involved in manufacturing activities because with the help of cost and each and every additional units which is produced by the organisations could be determined. It is the most fundamental approach of management accounting that facilitate the decision making and business planning by evaluating the actual costs of all the units that are produced by the company within the specific time duration. With the help of this technique break even of the production could be calculated that can help the organisation to reach the situation of no profit and no loss. It is the common decision-making tool which is used by businesses to maximise the potential profits so that the business could be sustained for long run in future. It is one of the costly techniques which may result in higher cost for the units as the expenses which will be incurred during application of it will be recovered from the revenues that will be generated by performing all the operations in systematic manner. It helps to plan for future activities and make decisions according to the current position of business so that the desired goals and objectives could be attained. One of the negative aspect of it is that if the business will start factoring it will be very difficult to revert easily to an internal credit control system of the organisation. 

Capital budgeting: When businesses plan to invest in a project which will result in higher profits then it is used. With the help of it, different alternatives that are available for investment purpose are evaluated and then one of them is selected on the basis of results. There are various types of approaches that are used under this technique so that the businesses can select one of the best options which will help the business to grow and reach to the goals. Some of the main approaches of it are net present value, payback period, accounting rate of return, internal rate of return etc. NPV is used to analyse the actual present value of the investments so that the possibility of attaining profits from them could be assessed. If it will not be used while using capital budgeting then it may result in ineffective decisions. While choosing project on the basis of it the project with higher NPV is selected. Payback period is used for the purpose of determining the time period in which total value of the investment will be recovered. If it will be used to choose the best suitable project then the managers must choose the project with lower pay back as it will take less time to recover the investment. Accounting and internal rate of returns are used to evaluate the profitability of the projects so that the one with higher profits could be selected. While using all these techniques it will be very important for the managers to be aware of all the negative aspects of them also. The calculation of all the techniques is very tough and the time duration which is taken by it is very high. The discussion of the approaches of it demonstrates that capital budgeting will help to make effective decision for future and plan for development of business. If the project which is selected for business is not right then it can leave impact upon the growth of business. Capital budgeting helps to choose the best suitable alternative from all the options available so that the desired level of success could be attained.

Inventory valuation and product costing: This technique is mainly focused with analysis and assessment of actual costs of business which are related to inventory and product. The process of analysing the value of stock and value it on the basis of the use of it is known as inventory valuation. If the valuation of inventory will not be made correctly then it may result in unattained objectives. For the purpose of valuing the inventory the staff members as well as the managers try to analyse the actual market value of the stock and then analyse the inventory which is available in the ware houses. In order to reach the long term objectives it si very important for all the companies to cost th products properly. If the costs for the production of a uit is very high then the managers will be responsible for making reduction in the cost. For this purpose, they will be required to find the ways for the same. If they will not be able to make 6he reduction in it then it will be very difficult for them to sustain in the market. Inventory valuation and product costing technique of management accounting is required to be focused by all the business for decision making and planning so that the future goals could be accomplished. For example, if the price of raw material will be increased in the market then the management of the company will require to value the inventory so that the product costing could be done in systematic manner. The process of valuation of stock and costing of the items are linked with each other because if the goods will not be valued properly then it will be very difficult to perform the process of product costing. The discussion of this technique demonstrates that with the help of it, all the overheads could be assigned to all the activities properly so that effective decisions for future could be formulated in systematic manner. Apart from this, if it will not be used by the businesses then it may leave negative impact upon the success.

Trend analysis and forecasting: Trend analysis technique of management accounting is used to identify the trend and pattern in the production cost so that the future costs for final product could be forecasted properly. Apart from this, it also helps to analyse the variances which may result due to increment in the costs of production. By using it, the companies can meet the objective of using management accounting, which is planning, control and decision making. If it will be used, then all the variances that are affecting the functionality of business could be controlled by taking corrective actions and proper planning. While planning to increase profit in future the organisation will be required to formulate effective decisions and for this purpose the trend in the expenses or costs will be required to be evaluated. If it will be analysed accurately then it can result in formulating of effective strategies for future.

Constraint analysis: It could be defined as the analysis of production lines of a business so that the principle bottlenecks along with the in-effencies that are created by these bottle necks could be identified. Apart from this, it also helps to determine the implications of them upon the ability of the company to generate desired profits and revenues. If it will be used in companies then it can help to determine the main elements that are leaving impact upon profits and revenues. It is used in planning, controlling and decision making because if it will be used then it will help to analyse all the bottlenecks that are resulting in lower profits. With the help of proper planning and control the activities that are leaving negative impact upon the business could be analysed and dealt properly. 

From the above discussion it has been analysed that the main objective of management accounting is to formulate effective decisions, plan and control. There are various types of management accounting techniques which could be used for the purpose of attaining the objectives. These are trend analysis and forecasting, marginal analysis, capital budgeting, constraint analysis etc. With the help of all of them the activities that may leave negative impact upon the business could be analysed and then corrective actions along with effective decision could be taken so that possibility of their negative impact could be ignored. If the companies will not be using all the techniques then it can affect the functionality of business. Apart from this, while planning to make investment in one of the attractive investment opportunities it will be very important for businesses to make sure that they are using capital budgeting. With the help of it, the project which should be selected for making investment could be selected and it will result in effective decisions for increasing the value of the organisation. Apart from this, by using marginal analysis technique the businesses will be able to evaluate the cost of additional units that are manufactured during the year. One of the key component of this technique is Break-Even analysis which is used to determine the point when the company will be able to meet the no profit and no loss situation where all the costs will be recovered and losses will be ignored.
