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[bookmark: _Hlk56074616] Question 1 a)

Break-even point in units =   350,000 = 70,000       
                                                        5                     
                                      

Break-even point in sales =  70 000 x 11 =£ 770 000
                                                 

Contribution per unit: 11-6 = 5




[bookmark: _Hlk60998004]Question 1 b)

Profit = Revenue- (fixed cost+ (variable cost x units)}

Profit = 75 000 x 11- (350 000 + (6 x 75 000)}

Profit = 825 000 – (350 000 +450 000)

Profit = 25 000




Question 1 c)

Revenue                                    80 000 x 13 000 = 1040 000

Fixed cost                               350 000 + 10 000    = 360 000

Variable cost                             80 000 x 7      =        560 000

Profit                                                                           120 000                                                                   
Question 1 d)


Break-even analysis is concerned with predicting costs, volume, and profit as 
the level of activity changes. The theory of break-even analysis is derived. 
from the principles of marginal costing 
and the assumptions and definitions 
of fixed and variable costs and their behaviours discussed in earlier chapters 
are used. Break-even analysis can be conducted by constructing a chart or 
applying a formula. A 
break-even chart shows the approximate profit or loss. 
at various levels of activity. A formula is often used to calculate the 
break-even point which is the level of activity at which the company makes 
neither profit nor loss but breaks even. 
Because break-even analysis uses assumptions of cost behaviour, it has. 
some 
limitations. One of the most important limitations is that fixed and 
variable costs change their behaviour over a certain range of activity. For 
example, if production is doubled more factory space will be needed with an 
increase in the associated fixed costs. Variable costs may also be affected if, 
for example, the company enters bulk-buying of materials at a discount. 
 



    Collis J., Hussey R. (1999) Break-even Analysis. In: Cost and Management Accounting. Macmillan Business Masters. Palgrave, London. https://doi.org/10.1007/978-1-349-90655-0_15





Question 2 a)

Management accounting is so important because it acts as a bridge between the finance function and other parts of the business. It helps the management controlling the entity.
Accounting is referred to as the language of business, but this language of commerce and finance has its variations and limitations. Management accounting, compared to other categories of accounting, is optional, flexible, and unregulated. These features do not take away the importance of management accounting, but they do give a different dimension to how a company views and reports its financial information.
The most important difference between financial accounting and management (managerial) accounting are explained here in points. One such difference is financial accounting records only quantitative information, but the management accounting records both the quantitative or qualitative information.
Financial accounting works mostly for external users. They may be investors, creditors, auditors or analysts. This type of business accounting is supposed to correspond to specific principles and guidelines – Generally Accepted Accounting Principles (GAAP). These principles outline the major rules according to which the company’s accounting processes should be conducted and managed. Besides, they define the standards and terms for issuing reports on the company’s financial information.
Management accounting reports are prepared on an as needed basis and contain more detailed information than those for financial accounting. Such information is needed for the management to have a full picture of the current state of the whole organization or a specific project. In addition, management accounting statements do not have to comply with GAAP or any other regulations, and internal cost/benefit evaluation determines what kind and how much information they should report.




Burns, John and Vaivio, Juhani, Management Accounting Change. Available at SSRN: https://ssrn.com/abstract=289124
 





Question 2 b)


Cash Flow Analysis

For businesses, providing their financial and economic activities with cash is the most important task. Cash flows can be defined as the amount of cash that a business entity owns and which ensures its efficiency, financial stability, solvency, liquidity, and image. Financial balance ensures that the entity has the optimal amount of cash flows. Excess cash can lead to the depreciation of the financial resources of the enterprise; on the other hand, its deficit may reduce the performance indicators, worsen the financial situation and, consequently, result in bankruptcy. Therefore, to prevent crises, nowadays every company should have an algorithm for monitoring cash flows. Evaluating its financial stability is an important task for an enterprise since it ensures the company's independence and the ability to generate cash flows. The availability of financial resources determines the survival and development of an enterprise. Money is a limited resource. Thus, it is crucial to develop a model for its effective management.

Altman, E. I. Financial ratios, discriminant analysis and the prediction of corporate bankruptcy. J. Finance, 23, 1968, pp. 589–609.


Marginal Costing

Marginal Costing is a type of flexible standard costing that separates fixed costs from proportional costs in relation to the output quantity of the objects In particular, Marginal Costing is a comprehensive and sophisticated method of planning and monitoring costs based on resource drivers. Selecting the resource drivers and separating the costs into fixed and proportional components ensures that cost fluctuations caused by changes in operating levels, as defined by marginal analysis, are accurately predicted as changes in authorized costs and incorporated into variance analysis.

Offenbacker, Stephen. "0 introduction: marginal costing as a management accounting tool." Management Accounting Quarterly, vol. 5, no. 2, 2004, p. 7. Accessed 8 Jan. 2021.


 Financial Statement Analysis

Financial statement analysis has traditionally been part of the fundamental analysis required for equity valuation. But the analysis has typically been ad hoc. Drawing on recent research on accounting-based valuation, this paper outlines a financial statement analysis for use in equity valuation. Standard profitability analysis is incorporated, and extended, and is complemented with an analysis of growth. An analysis of operating activities is distinguished from the analysis of financing activities. The perspective is one of forecasting payoffs to equities. So financial statement analysis is presented as a matter of pro form analysis of the future, with forecasted ratios viewed as building blocks of forecasts of payoffs. The analysis of current financial statements is then seen as a matter of identifying current ratios as predictors of the future ratios that determine equity payoffs. The financial statement analysis is hierarchical, with ratios lower in the ordering identified as finer information about those higher up.

Abarbanell, J. S., and V. L. Bernard. (2000). “Is the U.S. Stock Market Myopic?” Journal of Accounting Research 38, 221-243.






