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Question 1 
a) Calculate the break even point in units and revenue
Variable cots £1.35+£1.75+£0.40=£3.50
Selling price per unit £5.75-£3.50=£2.25
Fixed cost/selling price per unit   £180.000/£2.25= 80.000 units to break even
Break even revenue 80.000*£2.25=£180.000 to break even

b) Calculate the profit made on sales of 90.000 units 
90.000*£5.75        =                       £517.500
-VC (90.000*£3.5) =                       £315.000
-FC                           =                       £180.000
Profit                        =                        £22.500

c) New fixed costs advertising £12.500

New Direct material costs £1.75+£0.15=£1.90
New Direct labor costs       £1.35+£0.05=£1.40
 
New selling price                  £5.75+£0.25=£6
Sales increase with 5%        90.000*5%=94500 units


Fixed costs                            £180.000+£12.500=£192.500 
Variable costs                       £1.90+£1.40+£0.40=£3.70
Selling price per unit            £6-£3.70=£2.30 (new selling price per unit)
Break even units                   £192.500/£2.30=83.696 units to break even
Break even revenue              (£94.500-83.696)*£2.30=£24849 



Calculate new profit

94.500*£6                       =                  £567.000
-VC (94.500*£3.70)        =                  £349.650
-FC                                     =                 £192.500
Profit                                 =                  £ 24.850


d) Limitation of break-even analysis
When total revenue sales equal total costs it means that we have an organization that has a volume of activity that breaks even. At this level, the organization makes no profit nor loss. Whenever the activity is below break-even point, the company makes a loss because the total costs surpass the total sales. When the organization’s activity is over the break-even point, we can say that they are making profit and the total sales revenue exceeds the total costs.
The break-even analysis is based on predictions and expectations which sometimes cannot match in the real life and in an organization, therefore its managerial efficiency becomes limited. Firstly, total costs and total sales revenue must be considered to establish the break even point. The one without the other has no relevance. The analysis presumes that costs do not change but in an real life organization, costs do chance due to numerous factors, say per less demand in a certain product in the market, or out of fashion, or a global pandemic-like we have just been experiencing etc. Secondly this analysis overlooks the time gap between manufacturing and sales. The quantum of production can be maintained stable, but sales are bound to fluctuate from season to season e.g. (customers will stop buying sandals or any summer clothing articles in the winter and vice versa ) or there is a lockdown like we had in April-June and nobody was allowed to get out of the house. This feature of sales has reduced significant the importance of the break-even point as a management guide. Thirdly, BVP charts can take too much time to create. And lastly the break-even analysis usually can mainly provide input in small companies that usually sell only one type of product and it can be inefficacious for companies who produce multiple goods. 

Question 2 
a) Critically discuss why management accounting is necessary, given that most businesses have to prepare financial accounts in accordance with the law.

Accounting has two very important components: management accounting and financial accounting.
Management accounting is being mainly used by the business’s manager. Management accounting consist in gathering and evaluating financial and other data and then passing on all of this to the managers. This data is meant to help managers and to make the right decisions within an organization. Small and medium business need fast and efficient decisions to boost up their profits and market attractiveness. For this reason, managers must comprehend all the ins and outs of business to decide additional actions. Management accounting shows performance and monetary data that permits managers to prepare further strategies according to existing information. Furthermore, to explain the significance of management accounting we must dig deep into few factors.  
Applying relevant cost analysis. We need to decide a selling price of a product at a certain point in time. The relevant cost permits you to put away all costs that are unrelated to your decision and concentrate on what maters at that point in time. For example, when taking a special order at the end of the month. The managers must come up fast with a selling price that is relevant to that special order. However, even if the fixed cots (e.g. salaries, advertising, hire fees etc.) are already incorporated in the monthly manufacturing expenses , the special order must consist of the cost of materials and extra labor force  required for the manufacture. 
Taking efficient production decisions. Per example, whenever you need a new product or parts it is hard to decide if it is better you make it your yourself or rental/buy from a third-party manufacturer. This is when the management accounting steps in to help the manager choose the best option purely based on cost-effectiveness. This can only save money but also save the company from making a loss. 
Making a correct budget decision. An additional benefit of management accounting is the capability of creating an efficient financial plan with every penny put where it should be. Examining actions from past months/years, unfulfilled actions and forthcoming investment play a critical role in establishing a company’s budget and make sure you give every department enough cash to operate according to the business plan. 
Reduce the spending. Management accounting helps us to find out how to use less founds in order to keep the manufacturing going without altering the quality of the product. Evaluating fixed and variable costs permits us to see how we can produce more with less money. Cutting off staff or moving them to a different department can lower the expenditure considerably. Revamping a product is sometimes more cost effective than introducing a new one. 
Conclusion 
Unnecessary time spent in making a decision can cost a company more than they can chew. Taking a decision without appropriate date can affect the whole company. Management accounting gives a better understanding of a company funds and reserves so that the manager can make a sensible decision based on real figures. It splits what is important, finds the faults and gives means to develop long term plans to level up a company


b) Critically discuss the techniques by which the management accountant can achieve the above objectives






 



Accounting has two very important components: management accounting and financial accounting.
Management accounting is being mainly used by the business’s managers
image1.png
BACHELORS DEGREE ASSIGNMENT SPECIFICATION

Programme: BA Business Management

Lecturer: Emad Elkhashen Internal Verifier: Widin Bongasu Sha'ven

Assignment Title: | Accounting Fundamentals Assessment 1

Hand OutDate: | Week 2 of Term Submission Please refer to the assessments
deadiine: schedule published on Students’ Hall

in Moodle





