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Question 1.

Selling price - £5.75                                               Direct materials - £1.75
Direct Labour- £1.35                                            Other direct cost - £0.40
Fixed cost of production - £180.000                    Currently sales – 90.000 units


A)
Variable costs= direct labour+direct materials +other direct costs
1.35+1.75+0.40= £3.50
Contribution cost=selling price-variable costs
5.75-3.5=£2.25
Break-even point (BEP) in units
Fixed cost/contribution cost=180.000/2.25=80.000 units
BEP Revenue
BEP U*selling price=80.000*5.75=£460.000

B)
Profit made on sales of 90.000
Current sales 90.000-BEP U 80.000*contribution per unit 2.25=£22.500



C)
New selling price 5.75+0.25=£6
New labour cost 1.35+0.05=£1.40
New material cost 1.75+0.15=£1.90
New variable cost 1.40+1.90+0.40=£3.70
New fixed cost 180.000+12.500=£192.500
New contribution per unit 6-3.7=£2.30
New current sales 90.000*5%=4500
                            90.000+4500=94.500 units
New BEP U= 192.500/2.30=83.695 units
New BEP R=83.695*6=£502.170
New profit= 94.500-83.695*2.30=£24.851











D) The limitation of break-even analysis
In the above exercise example looks like it was a good decision to invest in advertisement as it generated better profit.
Break-even analysis (BEA) has pros and cons (strengths and limitations).
As limitations BEA its based on predicted data and not actual data. There are so many unrealistic assumptions in BEA as fallow. One same price its always used and it’s not necessarily realistic because in reality you might have marketing mix (price changing etc).
The BEA shows no waste witch it assumes that you will have no recalls and no defects and it’s not realistic. Also shows that all units produced are sold but you might have some refunds.
As stated above strengths as well as limitations. BEA it’s a very useful tool for management so you could make many decisions based of it but have to take into consideration that it only gives you predictions. 

Question 2
A)
Management accounting stands for internal users and its more flexible, you don’t need any regulations or standards and it uses more methods where in financial accounting stands for external users and you need guidelines and regulation.
Management accounting it’s very important in every organisation as it increases the efficiency in the organisation by reducing the cost (planning, organising, directing and controlling) and optimising the utilisation of the resources.
Also, another importance of the management accounting it’s that it helps in achieving group goals.
For example, a manager is to give a common direction to the employees’ effort in achieving the overall goals of the organisation.
Creating dynamic organisation, it’s another importance of the management accounting as the management helps employees to adapt to the changes so the organisation maintains a competitive edge.



B)
Some of the techniques of management accounting that I can mention are target costing, budgeting, investment appraisal.
Target costing reverses the traditional pricing model by establishing the cost of product and adding margin on top.
Break-even analyse shows how much you have to sale and how much per unit. Production is different than selling, not everything it sold but in break-even analysis everything needs to be the same. Also, it helps to present the possible weaknesses or limitations that explain the profit graph.
Budgeting that is helping to plan, control, motivate, evaluate, co-ordinate, communicate authorisation of expenditures.
Investment appraisal when you have different approaches on making decisions when you don’t know in what to invest and chose witch of the projects will make you more profitable.
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