


QUESTION 1

a) Break-even point analysis in units and revenues, of the Sandals for Solent LTD.
1 unit selling price = £5.75
1 unit  Total variable cost = £ 1.35 ( direct labour)+
			       £ 1.75 ( direct materials)+               £ 3.5 Total variable cost
    			      £   0.4 ( other direct cost)
                                               
Fixed cost of production = £180,000 for selling  90,000 units 

Working 

£1.35+£ 1.75+£0.4 = £3.5 Total variable cost for 1 unit sold
£ 5.75 (selling price) – £3.5 ( total variable cost ) = £2.25 ( profit for 1 unit sold)

Break-even point ( BEP)=  = £180,000 : £2.25 = 80,000 Units 

The point (BEP)  where total sales revenue is equal with total cost is at 80,000 units sold.


Revenue value for  BEP
 80,000 units X £5.75 (selling price )= £460,000 

The BEP on revenue is £460,000.
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Fig.1 Break-even chart
b)  Profit for 90,000 units produced.

90,000 units X £5.75 (selling price) = £517,500
90, 000 units X £3.5 (total variable cost ) = £ 315,000
 £517,000 - £315,000 = £ 202,500 
 £ 202,000 - £180,000 (fixed cost of production ) = £ 22,500 Profit

Or 

90,000 units – 80,000 units = 10,000 units – difference in units from the BEP 
10,000 units X ( £5.75- £3.5) = 10,000 units X £2.25 = £ 22,500 profit


c) New profit figure with the advertising campaign and new prices

New variable cost for materials = £ 1.75 + £ 0.15 = £ 1.9 
New variable cost for labour = £ 1.35 + £0.05 = £ 1.4
New selling price  per unit = £ 5.75 + £ 0.25= £ 6
New fixed cost of production = £180,000 + £12,500 (adv campaign) = £192,500


5% of 90,000 units = 4,500 units

90,000 units + 4,500 units = 94,500 units ( new sells increased)
94,500 units X £6 new price =  £ 567,000
94,500 units X £3.7 new variable price= £ 349,650
£ 567,000 - £349,650 = £217,350 ( difference between total revenue – cost of production)
£ 217 350 - £12,500 advertising campaign = £ 204,850
£ 204,850 - £180,000 = £24,850 

New profit figure £24,850 
Or 
New BEP = =  83,695.65 units rounding to 83,695
Profit = (94,500 units - 83,695 units ) X £2.3 ( new contribution)  
[image: ]                            10,805 units X £2.3= £ 24,851.5











d) Limitations of BEP analysis .

In running a company, managers and not only, use management accounting  that helps them in planning, control, and decision-making inside the entity. This type of  accounting  does not have to be in accordance with GAAP principles and rules, because management accounting is carried out for reporting and analysing the present and future of the organization. This statement which is arranged by the managers or accounting managers is made to form strategies, to evaluate efficiency, to measure performance of the company or  to optimize operations. Very often managers use the break-even analysis that gives them the image in which the company does not record any loss or profit, where the total cost and total revenue are equal, therefore the company is breaking even (Akerman, 2018). 
One of the advantages for this analysis, that is also explained in the definition, is that offer users the point where the organization start to be profitable and give them the minimum total amount of units that has to be produced to cover the total cost. It is simple to conduct and understand, because shows the big picture with different levels of outputs and cost. Also, manager can analyse the risk that is involved to start producing something. On the other hand, managers must consider in their decision the limitation and disadvantages that break-even analysis has. The most important aspect is that all units of production must be sold to and must be turned into revenue, and, sometimes outputs became stock of unsold items (McLaney, 2017).  They also must consider the situation when a customer intends to buy in bulk and is enable to reduction of the price per unit. The strait line cost and selling price that is shown in the break-even analysis, is likely to change over time because of many reason, the market saturation that impose a reduce price , the discount received by buying in bulk from your suppliers that decrease the cost of materials. The commerce area that is dynamic, is not presented in the break-even chart, the manager can not anticipate the surplus or the shortage in the market, and all this aspect influence the price per unit of production. Are situations when users find difficult to classify cost into fixed or variable. Break even analysis ignore the factors of production which are labour, raw materials, the capital and enterprise (Courses, 2013).
Balancing advantages and disadvantages for break-even analysis, I conclude that is important for managers to used but over a limited variety of outputs and with a single product. After crossing this point users must consider another analysis that helps them in control and decision making.











QUESTION 2

a) The importance of management accounting balancing the fact that all entities must prepare also financial accounts.
  Accounting process offers its users financial information about entity’s financial performance in the past, present and future. The two branches of accounting, financial and management accounting offers information for his users in detail and in a bigger picture. Financial accounting offers general information and management accounting help users to take strategic decisions that will reflect in the financial reports. By implementing inside the organisation, a well conducted management accounting that is preparing detailed reports of the factors of production, about expenses and revenue the profitability of the entity can increase and  the control and leading will improve. Knowing that financial accounting is based on history and on the past , management accounting comes with up to date information and in details for the users. Furthermore, management accounting is not precise and do not have to follow the GAAP rules and regulations, because this branch considers important both qualitative and quantitative information.  Even if is used just for internal analysis, management accounting help organisation to be profitable and to grow in the right direction. (Akerman, 2018)
In conclusion, management accounting even though is not mandatory to implement, but is necessary for any business to apply because comes as support on making decision regarding the growth and improvement of each company.
b) Techniques used in management accounting 
Management accounting is an accounting branch that present to his users detailed reports of the production, about expenses , and revenues in different period. Based on this report are made strategic decision inside companies and are establish new plans and objectives. The technique used in management accounting are various, including the following.
Margin analyses which include the break-even analysis that is concerned with the benefits of increasing production. This analysis is fundamental technique of management accounting  because users can identify the point where the business became profitable. Another technique is capital budgeting which is the analysis based on are made necessary decisions related to the expenditures, future projects, or plan and investments. Even if this technique offers also limitations, this analysis should be implemented inside companies because come as support in making strategic decision because are based on day to day activities, and are realistic offering the possibility to be up-to-date with the health and profitability of the business (Akerman, 2018).
Despite the business world which is dynamic, management accounting is adapting much  easily to changes that come around organisations. Management accounting is not based on rules and regulations, as financial accounting, and this aspect help preparer to accomplish much easy the process of planning , controlling and decision making .
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