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[bookmark: _Toc80971731]Introduction
Management accounting tools and techniques are very important for understanding accounting fundamentals. Methods such as break-even analysis can help any business organization improve their operational performance. In addition, there is difference between management accounting and financial accounting. 

[bookmark: _Toc80971732]Solution to the question no: 1
a) [bookmark: _Toc80971733]Calculating break-even point:
Formula:
Break-even Point in units 	= 
Break-even Point in revenue	= Break-even Point in units × SP
 
Given, 
SP: Selling Price	= £11/ unit
VC: Variable Cost	= £6/ unit
FC: Fixed Cost	= £350,000

Using the above information, 
Break-even Point in units 	= 
				= 
				= 70000 units
And, 
Break-even Point in revenue	= 70000 units × £11/unit
				= £770,000
So, the break-even will be at 7000 units and £770,000 in revenue. (Ans.)


b) [bookmark: _Toc80971734]Calculating profit
Formula: 
Profit	= TR – TC
Here, 
TR: Total revenue
TC: Total Cost

Calculating Total Revenue:
TR	= Total unit sold × SP
	= 75000 units × £11/ unit
	= £825,000
Calculating Total Cost:
TC	= VC + FC
	= (75000 units × £6/ unit) + £350,000
	= £450,000 + £350,000
	= £800,000
Calculating profit:
Profit 	= £825,000 - £800,000
	= £25,000
So, the profit for selling 75,000 units will be £25,000. (Ans.)


c) [bookmark: _Toc80971735]Calculating new profit figure:
Improved information:
Selling price per unit will increase to £13/ unit			 SP = £13/ Unit
Variable cost increased by £1/ unit	 VC = £6 + £1		= £7/ Unit
Fixed Cost will increase by £10,000	 FC = 350,000 + 10,000 	= £360,000
Selling unit = 80,000 units
Calculating New Total Revenue:
TR	= Total unit sold × SP
	= 80000 units × £13/ unit
	= £1,040,000
Calculating New Total Cost:
TC	= VC + FC
	= (80000 units × £7/ unit) + £360,000
	= £560,000 + £360,000
	= £920,000
Calculating New profit:
Profit 	= £1,040,000 - £920,000
	= £120,000
So, the new profit for selling 80,000 units with all improved information will be £120,000. (Ans.)


d) [bookmark: _Toc80971736]Discussing the limitation of Break-even analysis:
Break-even analysis is very significant for any business to determine from which point they will be at zero-profit (Tsorakidis et al., 2011). However, this method has some limitations which has been discussed in the following:
· Reliable data dependency: 
The precision of the break-even analysis totally depends on the accuracy of the data used in the method (Cafferky, 2015). If any of the data is not correct, the result will come to no use for the entity. 
· Not predicting demand:
Break-even analysis can show the break-even point only without considering any demand prediction. This technique does not provide any insight on demand of the product. In any market demand is not a quite stable factor (Tsorakidis et al., 2011). Therefore, without having any insight of the demand, following this technique may result in underperformance (Cafferky, 2015). 
· Ignoring competition
In this method, there is no consideration of competition. New entry in the market may result in changes in demand and prices which is not considered in this method (Gutierrez and Dalsted, 2010). But these changes will definitely influence the break-even point. 
· Unable in multiple prices or products:
When there are multiple products with various prices, it is difficult, or sometimes, it is not possible, to determine the break-even point (Cafferky, 2015). As this method considers only one selling price or cost price for one product, it is not possible to input multiple prices for one single product (Gutierrez and Dalsted, 2010).    


[bookmark: _Toc80971737]Solution to the question no: 2
a) [bookmark: _Toc80971738]Importance and differences of management accounting
Management accounting is a subset of accounting that distinguishes itself from financial reporting (Bromwich and Bhimani, 2015). It is similarly comparable, but focuses on delivering financial information to assist managers in making choices. 
[bookmark: _Toc80971739]Importance of management accounting
The importance of management accounting has been discussed below:
· Assistance in Planning
Management accounting enables organizations to make more accurate forecasts of future operations (Kaplan, 2014). It provides management with all monetary and non-monetary data on a daily basis (Horngren et al., 2018). Managers are able to conduct improved forecasts as a result of the availability of all of this information, which allows them to create appropriate strategies.
· Assistance in Making Decisions
Management accounting plays a critical function in facilitating efficient decision making (Bromwich and Bhimani, 2015). It gathers and analyzes all accessible financial data inside a company and presents it in simplified charts, tables, and graphs (Kaplan, 2014). Management has a better knowledge of the organization's operations and is capable of making sound choices at the appropriate moment.
· Measuring in-house performance
Management accounting analyzes and assesses the organization's overall performance (Horngren et al., 2018). It uses a variety of techniques, including as variance analysis, to compare the company's performance to pre-established criteria and identify deviations. By recognizing any differences in the company's performance, managers may take remedial action to eliminate them (Kaplan, 2014).
· Enhancing Efficiency
This accounting area seeks to improve corporate organizations' overall efficiency. Management accounting establishes goals for each department in ahead and monitors their achievement (Horngren et al., 2018). It guarantees that all available resources are completely used, which contributes to increased efficiency (Bromwich and Bhimani, 2015).
· Improvement in Customer Service
Management accounting is concerned with delivering superior service to consumers by supplying them with high-quality products at reasonable costs. It assists in regulating product pricing via the use of cost control devices (Bromwich and Bhimani, 2015). Additionally, it establishes certain quality criteria that organizations must adhere to while manufacturing their products (Horngren et al., 2018).
· Increasing Profitability
It contributes significantly to an organization's profitability. It teaches businesses to be cost aware and assists them in avoiding any unnecessary expenses (Kaplan, 2014). Management accounting makes use of methods such as budgetary management and capital budgeting in order to reduce costs and increase earnings (Horngren et al., 2018).
· Assurance of Dependability
Management accounting instills confidence in management choices by giving accurate data. It analyzes data using appropriate scientific methods and methodologies, assisting managers in the effective administration of company operations (Kaplan, 2014). 
[bookmark: _Toc80971740]Difference between management accounting and financial accounting
Being two different branches of same subject, management accounting and financial accounting have some major differences (Horngren et al., 2018). These are: 
Managerial accounting is only used for internal reasons, while financial accounting generates financial data in accordance with accounting rules (Bromwich and Bhimani, 2015).
While financial accounting is concerned with the past, management accounting is often concerned with the future (Kaplan, 2014). Precision and accuracy of figures and data are more critical in financial accounting, since management accounting is more concerned with estimations than with facts.
At the conclusion of an accounting period, financial statements are required. However, management reports are provided more often to ensure that managers have timely access to pertinent information (Bromwich and Bhimani, 2015).
While financial accounting is concerned with profit creation, management accounting is concerned with optimizing procedures and efficiency in order to maximize profit (Horngren et al., 2018).

b) [bookmark: _Toc80971741]Three techniques for management accounting
There are various techniques used in management accounting in order to fulfill the objectives (Horngren et al., 2018). From these techniques, significant three has been discussed below:
i) Standard Costing: 
Standard costing is a technique of establishing standard costs under the most cost-effective operational conditions, comparing actual costs to the standard, calculating and analyzing variances in order to ascertain the reasons and assign responsibility, and taking corrective action to ensure that adverse events do not recur (Bromwich and Bhimani, 2015). This is a crucial element of cost control. Standard costing is a cost that has been established in advance. It serves as a yardstick against which actual performance may be measured. It is utilized to ascertain the causes of any discrepancies (Kaplan, 2014).

ii) Budgetary Control: 
The management accountant utilizes the budgetary control tool to plan and control the business's different operations (Horngren et al., 2018). Budgetary management is a critical method for guiding company activities in the desired direction, i.e. toward an acceptable return on investment. Budgetary control methods are used to forecast and prioritize future financial requirements. It is used to monitor a business's financial performance. The activities of the business are guided in an intended way.

iii) Funds Flow Statement: 
The management accountant just uses funds flow statement method to analyze the changes in a company enterprise's financial situation between two dates (Kaplan, 2014). It explains where the money in the company come from and how they are utilized (Bromwich and Bhimani, 2015). It is very beneficial in financial management and measurement, forecasting, and comparative research. This study determines the flow of funds from one time to the next. Additionally, this study is very helpful for determining if the money is being utilized effectively or not in a given year in which compared to the same period year (Horngren et al., 2018). This study also reveals changes in working capital and cash from operations.
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