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QUESTION 1(a)
Contribution per unit = Selling price per unit –
Variable cost per unit 
Contribution per unit= 11 – 6 = 5  
350.00/75.000=4,66 



Break-even point =Fixed Cost/contribution per unit =
350.000/5=70.000


QUESTION 1(b)
 Profit made on sale :
Profit = (75.000- 70.000) x 5 = 25.000

 QUESTION 1(C) 
 New selling price = £13 
New variable cost = 6+1 
New contribution = 13-7 =6 
New Fix cost =£350.000-£10.000= £340.000
New sales volume = 80.000
New BEP=340.000/6= 56.666 UNITS 
 New profit =(80.000-56.666 ) x6=£140.004

QUESTION 1 (d)
Top of Form
 
Limitations of Break Even Analysis

There are some semi-variable costs. They are not considered in the analysis. Sales revenue and variable costs do not increase in rigid proportion with the value of production. At higher level of production, they are less proportionate than what they should be.

Since variable overheads are appropriated on estimated basis, problem of under or over recovery cannot be eliminated. Guided by marginal cost principle, a firm may opt for excessive order at a lower price, ignoring the plant capacity. It may necessitate overtime working, extension of production capacity which in turn may increase cost of production and bring change in fixed costs. Valuation of closing stock at marginal cost will lead to under-estimating it in the final accounts.

In controlling costs, marginal costing is not useful in concerns where fixed costs are huge in relation to variable costs. Since stock is undervalued at marginal costs, in case of loss by fire, full loss cannot be recovered from insurance company.




Evaluation of break-even analysis
Examiners like break-even questions as they are relatively easy to set, and require students to show numeracy skills. However, there are many assumptions in the break-even process that may limit its usefulness:
· All output is sold: break-even works on the basis that all output is turned into sales revenue. In reality, firms will have stocks of unsold items at any one time, unless they can work on a purely just-in-time basis.
· One product and price: most businesses sell more their products at different prices in different markets and to different customers. Customers who buy in bulk, for instance will be entitled to a discount. Break-even ignores all economies of scale.
· Straight line costs and revenue curves: if a firm is forced to adopt lower prices at higher output because the market is becoming saturated, then the revenue curve will not be a straight line. Similarly a firm's average variable costs are likely to be lower at higher outputs as it can negotiate a discount from its suppliers. The straight line assumption also means that semi-variable costs are assumed to be directly proportional to output and in essence are just lumped together with other variable costs - in fact the term semi-variable is not used at all.
· A static model where variables change independently of each other: in reality, the business world is dynamic and any increase in output and any change in costs is likely to impact on price levels. Break-even, like a balance sheet is only a snapshot of a situation at a particular point. Increasing shortages of energy, for example, will result in some significant increases in both variable and fixed costs.
· Not all costs can be easiliy classified as fixed or variable.
· The result is no more accurate than the accuracy of the original data it is based on.
· It ignores all factors other than costs and revenues: production is also affected by the availability of finance, people and management influences, competitive action etc. For example, maximising production may place excessive pressure on staff and may require existing employees to work overtime, so changing the cost base.
· Reactions of competitors: break-even analysis ignore the fact that competitors may change their products/and or prices.


QUESTION 2(a)
Differences Between Financial and Management Accounting Practices

Time Frames

Time frames differ widely between management and financial accounting as well. Financial accountants need to prepare reports at designated times of the year, typically quarterly and annually.

Regulations

Management accountants only need to follow the regulations set forth by the companies where they work. However, the procedures that financial accountants must follow are heavily regulated. These accountants must follow what is known as Generally Accepted Accounting Principles.

Information Provided

Yet another big difference between financial and managerial accounting involves the information that each practice provides to targeted users. Reports created by financial accountants provide such information as the company’s year-end assets and liabilities, revenues and expenses, and current and projected cash flow. Learning the main differences between financial accounting and management accounting can help accounting students decide which specialization to choose when completing their programs.



Management accounting makes relevant contributions to the company’s cash forecasting and long range of financial planning by supplying information on future costs and revenue. Management accounting also helps in coordinating the budget preparation, monitoring and control process in line with agreed policies and procedures. This is done through a technique known as Variance analysis. First, management accounting produces relevant information for the purpose of decision making.

The information derived from the management accounting process helps management become well informed to make relevant decisions. Another important purpose management accounting serves is assisting management in assessing the alternative courses of action open to management in decision making. Techniques used for the analysis include marginal costing, cost volume analysis, profit analysis and so on. Through the use of a cost-benefit analysis, management can determine the possibility of success of a proposed project.

Cost-benefit analysis is a systematic approach to estimating the strengths and weaknesses of alternatives that satisfy transactions, activities or functional requirements for a business. The cost- benefit analysis has two purposes which are to help management determine if the proposed project is a sound investment decision, and to help in the cost analysis for comparing proposed projects. The cost-benefit analysis makes projections of the total expected cost and total expected benefits, and it compares them to determine if the total expected benefits outweigh the total expected costs.



QUESTION 2(B)
Standard Costing:
Standard costing is the establishment of standard costs under most efficient operating conditions, comparison of actual with the standard, calculation and analysis of variance, in order to know the reasons and to pinpoint the responsibility and to take remedial action so that adverse things may not happen again. This aspect is necessary to have cost control.
Funds Flow Statement:
The management accountant uses the technique of funds flow statement in order to analyse the changes in the financial position of a business enterprise between two dates. It tells wherefrom the funds are coming in the business and how these are being used in the business. It helps a lot in financial analysis and control, future guidance and comparative studies.
Cash Flow Statement
A funds flow statement based on increase or decrease in working capital is very useful in long-range financial planning. It is quite possible that there may be sufficient working capital as revealed by the funds flow statement and still the company may be unable to meet its current liabilities as and when they fall due. It may be due to an accumulation of inventories and an increase in trade debtors.
In such a situation, a cash flow statement is more useful because it gives detailed information of cash inflows and outflows. Cash flow statement is an important tool of cash control because it summarises sources of cash inflows and uses of cash outflows of a firm during a particular period of time, say a month or a year. It is very useful tool for liquidity analysis of the enterprise.

Statistical and Graphical Techniques:
The management accountant uses various statistical and graphical techniques in order to make the information more meaningful and presentation of the same in such form so that it may help the management in decision-making. The techniques used are Master Chart, Chart of Sales: and Earnings, Investment Chart, Linear Programming, Statistical Quality Control, etc.
Communicating


The success or failure of the management is dependent on the fact, whether requisite information is provided to the management in right form at the right time so as to enable them to carry out the functions of planning, controlling and decision-making effectively.
The management accountant will prepare the necessary reports for providing information to the different levels of management by proper selection of data to be presented, organisation of data and selecting the appropriate method of reporting.
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