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BREAK-EVEN AND ANALYSIS SOLUTIONS

QUESTION ONE:
        Details of the product: the selling price of the product 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 are £180,000, and the company currently sells 90,000 units.

Direct Labour + Direct Materials + Other Direct costs

	VARIABLE COSTS PER UNIT
	£3.5

	SALES PRICE PER UNIT
	£5.75

	FIXED COSTS OF PRODUCTION
	£180000- Price per unit- £2




a) Calculate Break-Even Point in Units

FIXED COSTS ÷ (SALES PRICE PER UNIT – VARIABLE COSTS PER UNIT)
£180,000 ÷ (£5.75 - £3.5)= 80 000 units

Calculate Break-Even Point in Revenue

Fixed Costs ÷ Contribution Margin (Sales price per unit – Variable costs per unit, with resulting figure then divided by sales price per unit)
£180,000 ÷ (5.75 - 3.5 ÷ 5.75)
£180,000 ÷ £0.391304347826087= £459,999



b) Calculate the profit made on sales of 90,000 units

Sale Price - 5.75*90 000= 517 500
Cost Per Unit - 5.5*90 000= 495 000
Profit per 90 000 units: 22 500

c) New Advert - 12,500


	Direct Labour
	£1.35+ £0.05

	Direct materials
	£1.75+ £0.15

	Other direct costs
	£0.40



Direct Labour + Direct Materials + Other Direct costs

	VARIABLE COSTS PER UNIT
	£3.7

	SALES PRICE PER UNIT
	increase selling price by 25p = £6

	FIXED COSTS OF PRODUCTION
	£180,000 + 12,500 = £192,500



Calculate Break-Even Point in Units

FIXED COSTS ÷ (SALES PRICE PER UNIT – VARIABLE COSTS PER UNIT)
£180,000 ÷ (£5.75 - £3.5)= 83 695 units

Calculate Break-Even Point in Revenue

Fixed Costs ÷ Contribution Margin (Sales price per unit – Variable costs per unit, with resulting figure then divided by sales price per unit)
 £180,000 ÷ (6 - 3.7 ÷ 6)
£180,000 ÷ £0.391304347826087= £469,973



Calculate the profit made on sales of 90,000 units

Sale Price - 6*90 000= 540 000
Cost Per Unit - 5.7*90 000= 513 000
Profit per 90 000 units: 37 000

	Selling Price
	£5.75

	Variable cost per unit
	£3.5

	Fixed Cost
	180 000

	Salles
	90 000

	Advertising
	£12 500

	New fixed Cost
	£192 500 

	New variable Cost
	£3.7

	New selling price
	£6

	New sales level
	90 000+ 5% from 90 000= 94 500

	New Break-Even Point
	6- 3.7= 2.3
192 500: 2.3= 83 695
(94 500- 83 695) * 2.3= £24 851



 
d) Discuss the limitations of break-even analysis

         According to Atrill (2017), break-even analysis is a useful tool for decision-makers. Break-even charts can help managers by providing information on break-even forecasts, margins of safety, and profit and loss at different output levels.
         The chart shows the relationship between cost, volume, and profit for a range of activity which can be easily understood by non-financial managers and explains this relationship.
         There are situations where businesses can fail to reach the break-even point (BEP). In those particular cases, there must be an increase in sales revenue, as it could be seen in the case of Solent Ltd, or a reduction in cost, or both. However, break-even analysis can provide helpful insights regarding the relationship between cost, volume and profit, but at the same time can present some weaknesses.
         Problems like non-linear relationships, stepped fixed cost, and multi-product businesses can occur for break-even analysis which undermines the value of this tool. (Atrill, 2017)
         A break-even analysis can be useful when all output is turned into sales revenue, but in reality, most of the companies have stocks of unsold items. On the other hand, break-even ignores all economies of scales, due to most of the companies can sell their products at different prices in different markets, and for different customers. Thus, not all costs can be easily classified as fixed or variable.
         Despite some issues and weaknesses, the break-even analysis is widely used for businesses and activities.

QUESTION TWO:
(a) Critically discuss why management accounting is necessary, given that most businesses have to prepare financial accounts in accordance with the law.

        According to Atrill (2017), accounting contains two distinct strands, management accounting and financial accounting. The management accounting meets the accounting needs of managers and is designed with a specific decision in mind for particular managers. This part of the accounting provides managers with details in order to make particular operational decisions. The management accounting helps managers to monitor performance by providing sales reports regularly.
       Management accounting contains financial metrics, such as revenue, sales, expenses, and costs control in order to help managers to achieve the company’s expectations and goals. 
       The importance of management accounting can arise from specific reports provided from this area of accounting. They are a useful tool who can provide information regarding future performance and past performance as well. Management accounting reports contain helpful information such as inventories, the number of sales orders received, new products launched, and can be less objective, but still can provide managers with the information they need.
       However, management accounting has a specific purpose; most of the time provides detailed information, is short as required by managers. In terms of time orientation, management accounting is based on past and future information, and tend to have financial and non-financial information. Sometimes provides managers with details which cannot be verified (Atrill P., McLaney E., 2017).
       Although management accounting helps businesses to increase efficiency, to forecast, monitor and track performance in order to meet the budgets following the law.
(b) Critically discuss the techniques by which the management accountant can achieve the above objectives.

     In order to be successful, each company needs a team of managers who can design a good plan for the business. Those managers need to decide on a course of actions to reach the desired outcome. Planning occurs at a high level of strategy, and after that, it should move to establish an optimum level to maximise the potential of achieving goals. In the end, planning needs to be focused on the financial aspects to anticipate the budget and the most important parts of the management accounting.
     Management accountants need to be focused on planning the forecast, revenue, sales, expenses in order to maximise profit for the company. Management accountants need a good strategy, positioning and budgets to plan further for the organisation. They need clear communication, teamwork, efficiency and effectiveness.
     However, the strategic structure of an organisation needs to define its strategy and values, and the management accountants need accounting information to determine whether the profit is being achieved.
     On the other hand, in the process of controlling, the management accountant plays an essential role who is responsible for providing leadership for the entire cost and managerial accounting team. The management accountant is responsible for external reporting, cash flow and financial management. Usually, the management accountants report directly to the highest level of the company.
     Lastly, decision making comes as a result of the accumulation and evaluation of information. The management accountant provides that information to the person in charge of decision making. Quality decision making comes by reliance on the information.
     Management decisions occur from planning, directing and controlling; they are interconnected.
     Managers make decisions regarding the allocation of resources based on information received from the system. Those decisions can have a major impact on the business. The management accountants play an important role as they are expected to be involved in the preparation of the future path of the business and setting financial targets.
     Management accounting developed new methods for managing costs to help a business gain a competitive advantage, and in this process, the management accountants play an essential role.
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