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[bookmark: _Toc46492908]Question 1 Answer
Solent Ltd makes a product called the Sandals. 
Current 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:  £180,000 
Sales: 90,000 Units

a)Variable costs = direct labour + direct materials + other direct costs 
VC= £1.35 + £1.75 + £0.40 = £3.5
Contribution per unit = Selling price – variable costs = £5.75 - £3.5 = £2.25
Break even point in UNITS = FIXED COSTS/ CONTRIBUTION PER UNIT
BEP in units = £180.000 / £ 2.25 = 80.000 units

Break even points in REVENUE = 80.000 units x current selling price 
BEP revenues = 80.000 units x £5.75 = £460.000

b) Profit made on sales of 90.000 units:
Profit = (SALES – BEP IN UNITS) x contribution per unit 
Profit = (90.000 – 80.000) x £2.25 = 10.000 units x £2.25 = £22.500
Or: Profit = (sales x contribution per unit) – fixed costs 
      Profit = (90.000 x £2.25) - £180.000 = £202.500 - £180.000 = £22.500

c) Advertising campaign £12.500 => Advertising comes under Fixed costs, and New fixed costs = £180.000 + £12.500 = £192.500
New material costs = £1.75+15p = £1.90
New labour costs = £1.35 +5p = £1.40
New selling price = £5.75+ 25p = £6
New sales = (5% x 90.000) + 90.000 = 94.500 units

New contribution per unit = £6 – Variable costs (VC)
Where: VC = £1.90 + £1.40 + £0.40 = £3.70
New contribution per unit = £6 - £3.7 = £2.3
New Profit figure = (sales x contribution per unit) – fixed costs
New Profit figure = (94.500 units x £2.3) - £192.500 = £217.350 - £192.500 = £24 850

d) Discuss the limitations of break-even analysis

Break even point is where: Sales revenue = Total costs and Contribution = Fixed costs.
Break even point formula = Fixed costs / Contribution per unit

Break even analysis depends on the supposition that all costs and expenses can be obviously isolated into fixed and variable segments. Practically, it may not be realisable a precise difference/dissection of costs into fixed and variable category. Fixed costs are only fixed to a specific point. It presumes that fixed expenses consist unchanged at all degrees of activity. 
Break even analysis does not consider the amount of capital employed in the business. As a matter of fact, capital employed is a paramount cause of the profitability. In addition, it presumes that the business conditions may not change which is not correct. (Break Even Analysis  : Definition , Limitation and uses - Docsity, 2017)
Analysis is complicated with multiple products and ignores other factors.

Question 2 Answer 

a)Management Accounting offers information to internal users and it can be said that its role is for internal reporting. According to the nature of these reports and their contents it helps the managerial staff to plan, organise and to make decisions for the business. The data required by the management team varies depending on its purpose and the type of accounting information needed.
Worthy to mention is that management cannot base its choices solely on the data provided by the financial and cost accounting. 
According to Madegowda, the need for management accounting consists of: “increase in size and problems of corporate entities, different sets of information to different levels of management, financial and cost accounting lay emphasis on other objectives and fail to provide necessary information to management, management needs relevant and timely information to take a number of decisions and for increasing complexity of managerial decisions”. (Madegowda, 2008, p.4) 
Companies need to have accurate records and report business transactions, to keep track of each agreement and diminish issues with tax authorities and the IRS. 

b) As mentioned above, the principal aim of management accounting is to guide the management in its functions of planning, organising, directing and controlling. 
Any tool or techniques used by the management accountant in order to carry out his obligations and responsibility in a satisfactory way form the scope of management accounting such as: financial accounting, cost accounting, tools and techniques of financial analysis (to obtain and idea about the company’s performance and prospects, financial statements are investigated and interpreted. Tools used are: trend ratios, ratio analysis, statements of changes in financial position, comparative financial statements), statistical and quantitative techniques, management reporting (the reports are important as they recognise the weak and strong points, accomplishment and collapse). (Madegowda, 2008)
In order to achieve its targets, managerial accounting counts on marginal analysis, capital budgeting, trend analysis and forecasting, constraint analysis, inventory valuation and product costing.
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