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Question One
a) Calculation of Break-Even Points
I. Break-Even Units
Break-Even Units = Break-Even point (units) = Fixed Costs ÷ Contribution Margin
Contribution Margin = (Sales price per unit – Variable costs per unit)
Fixed Cost = £ 450,000
Sales Price per unit =£ 20
Variable Costs per unit = £ 11
Break-Even Units = £ {450,000 ÷ (20-11)}
                              B.E.U = 50,000 Units
II. Break-Even Sales/Revenue
Break-Even Revenue = Fixed Costs ÷ P/V Ratio
P/V Ratio = Contribution Margin/Selling Price
Fixed Costs = £ 450,000
Sales Price per unit = £ 20
Variable Costs per unit = £ 11
                     = £ {(20-11) ÷20}
           P/V Ratio = 0.45
Break-Even Revenue = £ {450,000÷0.45}
                           B.E.R = £ 1,000,000
b) Profit Made on Sales of 60,000 Units
Profit = Total Revenue – Total Cost
Total Revenue = Units × Selling Price
            = 60,000 × £ 20
            = £ 1,200, 00
Total Cost = Variable Cost + Fixed Cost
Variable Cost = 60,000 × £ 11 = £ 660,000
Fixed Cost = £ 450,000
Total Cost = £ (450,000 + 660,000) = £ 1,110,000
           Profit = £ (1,200,000 – 1,110,000)
                        = £ 90,000
c) Calculation of the new Profit figure for the Improved Product.
Advertising Cost = £ 100,000
Variable Cost per unit Increase = £ (11+1) = £ 12
Selling Price = £ 22
Units Sold = 62,000 units
Profit = Total Revenue – Total Cost
Total Revenue = 62,000 × £ 22 = £ 1,364,000
Total Cost = Variable Cost + Fixed Cost
Variable Cost = 62,000 × £ 12 = £ 744,000
Fixed Cost = £ 450,000
Total Cost = £ (744,000 + 450,000) = £ 1,194,000
                      Profit = £ (1,364,000 – 1,194,000) 
                                        = £ 170,000
d) Limitations of Break-Even Analysis
1. The assumption behind break-even analysis is that all expenses and costs can be easily split into variable and fixed variables. In practice, however, a precise split of expenses into variable and fixed variables may not be attainable.
2. It is based on the assumption that fixed costs stay constant at all levels of activity. It should be noted that fixed expenses tend to fluctuate after a certain level of activity is reached.
3. It is assumed that variable costs change according to output volume. In practice, however, variable costs vary in correlation with production volume, although not always in direct proportions.
4. The hypothesis that the selling price remains constant results in a straight revenue line, which may or may not be correct. The selling price of a product is determined by factors such as competition, market supply and demand forces, and it seldom remains constant.
5. In practice, it is rare to discover the assumption that just one product is created or that the product mix would remain stable.
6. The allocation of fixed costs among a number of goods is a challenge.
7. It presumes that business conditions will not alter, which is untrue.
8. It presupposes that sales and production quantities are equal and that there would be no change in opening and closing stock of completed product; however, these assumptions do not hold true in actuality.
9. The quantity of capital employed in the business is not considered in the break-even analysis. In reality, capital utilized is a crucial driver of a company's profitability.
Question Two
a) Importance of Management Accounting and Its Difference with Financial Accounting
Importance
1. It is essential in Planning. In management accounting, both non-financial and financial information is relayed to management at regular intervals. The information relayed includes; organizational budgets, business forecasts, and in-depth financial analysis. As a result, it aids management in the planning of corporate activities.
2. It is very important in Decision Making. Management accounting provides charts, forecasts, and management analysis which are important in identification of early risk signs and operational problems. Based on this information, the organization uses management accounting to make decision on whether to keep a product or change the sales approach.
3. Management accounting is used by organizations to generate cost-analysis recommendations. Consider the situation in which you need to know the pricing of a given product at a specific moment in time. Relevant cost analysis helps organizations to set aside all expenditures that are irrelevant to decision and focus on what is truly important at specific times.
Distinction from Financial Accounting
1. Financial accounting is the collecting of accounting data to construct financial statements, whereas management accounting is the internal procedures used to account for corporate operations.
2. Financial accounting is just concerned with making a profit, not with the broader structure of how the organization operates. Managerial accounting, on the other hand, searches for bottleneck activities and investigates various strategies to increase revenues by reducing bottleneck difficulties.
3. Financial accounting is concerned with the preparation of financial statements for distribution to internal and external stakeholders, as well as the general public. Managerial accounting, on the other hand, focuses on operational reporting for internal usage.
4. Financial accounting examines the entire firm, whereas management accounting provides more specific information. Managerial accounting is concerned with specific reporting such as profit margins by product, product line, client, and geographic location.
5. Financial accounting is used to report a company's profitability and efficiency. Managerial accounting provides information on what is creating an issue and how to resolve it.
6. Financial statements are required at the end of each accounting period, although managerial reports may be given more often to provide managers with timely information.
7. To demonstrate that financial records are correct, considerable accuracy is required. For reporting, financial accounting relies on reliable data, whereas management accounting typically deals with estimations rather than proved facts.
8. There are no rules for compiling information in management accounting for internal consumption. Financial accounting, on the other hand, must adhere to a variety of accounting rules.
9. Financial accounting is historically focused since it looks to the past to assess financial accomplishments that have previously been accomplished. Forecasting is used in managerial accounting to look forward.
10. The purpose of financial accounting is to determine the correct value of a company's assets and liabilities. Managerial accounting is only concerned with the impact these elements have on the productivity of an organization.
b) Three Techniques by which Management Accountant Can Achieve the Objectives of Management Accounting
1. Marginal Costing
	In marginal costing the cost of producing one more unit of output is vastly discussed. The marginal costing idea is used to find the optimum production quantity for a corporation, where producing extra units costs the least amount of money. It is computed by dividing the change in manufacturing expenses by the change in production quantity. It is computed by dividing the change in manufacturing expenses by the change in production quantity. A company's revenues can be maximized if it works inside this "sweet zone." When clients seek the lowest feasible price for certain orders, the principle is also utilized to decide product pricing.
2. Capital Budgeting
Capital budgeting is the management accounting techniques of identifying cash inflows and cash outflows from an investment rather than tracking revenues and costs. Non-expense items such as loan principal payments, for example, are included in capital budgeting since they are cash flow transactions. Companies use capital budgeting to analyze large projects and investments, such as new factories or equipment. The procedure is examining a project's financial inflows and outflows to evaluate whether the predicted return matches a certain threshold.
3. Differential Costing
Differential accounting is the management accounting technique that displays two or more options, together with projected revenue and expenditures for each. It contrasts the revenue and expenditures of the possibilities rather than the company's budget. Differential analysis can help managers decide whether to make or purchase items, retain or drop product lines, keep or drop consumers, and accept or reject specific client demands.






