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[bookmark: _Toc50287427]QUESTION 1
Solent Ltd makes a product called the Sandals. The company's directors believe that
the product is not as profitable as it could be. At present the selling price of the Sandals
is £5.75 and it incurs the following variable costs:
Direct Labour £1.35               Total variable costs=1.35+1.75+0.40=3.50£
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.
Required:
(a) Calculate the break-even point (in units and revenues) of the Sandals for Solent
Ltd.
[10 marks]

Break-Even point (units) = Fixed Costs ÷ (Sales price per unit – Variable costs per unit)
180000/ (5.75—3.50) =180000/2.25=80000 units

	sales per unit 
	 £                                      5.75 

	variable cost per unit 
	 

	Direct Labour 
	 £                                      1.35 

	Direct Materials 
	 £                                      1.75 

	Other Direct costs 
	 £                                      0.40 

	total variable cost
	 £                                      3.50 

	contribution 
	 £                                      2.25 

	fixed cost 
	 £                         180000

	CALCULATION OF PV ratio 
	contribution /sales *100

	 
	39.13%

	 
	 

	break even sales per unit
	fixed cost /contribution 

	 
	80000

	break even in revenues 
	 

	 
	 £                         460000 



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

b) Revenue: 90000X5.75=517500
Variable cost of production: 3.50 X 90000= 315000
Fixed costs of production: 180000
Profit=Revenue – Total cost of production=517500 – 315000- 180000=22500
Profit made 22500£ on sales of 90000 units.
	calculation of profit on sales of 90000 units 
	 

	Revenue
	 £                         517500

	Variable costs
	 £                         315000 

	fixed costs 
	 £                         180000 

	profit 
	 £                            22500 



(c) The company decides to improve the product. It estimates that an advertising
campaign to promote the new improved Sandals will cost £12,500. Improving quality
will add 15p per unit to material costs and 5p per unit to labour costs. However, they
believe this will allow them to increase selling price by 25p and increase sales by 5%.
Calculate the new profit figure for the improved Sandals.

Advertising: 12500
Sales 90000 + 5%=90000+4500=94500
Direct labour 1.35+5=1.40£         Total variable costs:1.40+1.90+0.40=3.7£
Direct material 1.75+15=1.90£
Other direct costs:0.40£
Selling price 5.75+0.25=6£

Revenue: 94500 X 6= 567000£
Total variable costs: 94500 X 3.7 = 349650£
The fixed costs of production :180000£
Profit: 567000-(180000+349650) +12500=567000-529650+12500=567000-542150=24850£
	new selling price 
	 £                                      6 

	new variable costs 
	 

	direct labour 
	 £                                      1.40 

	direct material 
	 £                                      1.90 

	other direct costs 
	 £                                      0.40 

	total variable costs new 
	 £                                      3.70 

	advertising
	 £                            12500

	fixed cost new 
	 £                         192500

	new sales (in units)
	94500

	revenue
	 £                         567000

	total fixed costs for all units
	 £                         1800000

	total variable costs for all units
	 £                         349650

	new profit figure 
	 £                            24850




D) Limitations of break-even analysis
	Unsustainable expectations – goods are not marketed at varying production amounts at the same prices; fixed costs increase with shifts in demand 
	Sales are unlikely to be the same as production – supplies or surplus will even rise. 
	Not all keep the same variable costs. As output increases, for example, the organisation will gain from purchasing products at cheaper rates (power purchase), which will decrease differing per unit expense. 
	Many firms offer more than one product, so it is more difficult for an organisation to measure Break-even estimates than a decision-making method that can be viewed as a strategic aid. The break-even measurement is intended to explicitly distinguish all costs and expenditures into fixed and variable elements. 
However, a simple cost distinction between fixed and variable forms cannot be obtained. Fixed costs are stable at all stages of production. Fixed costs tend to differ over a given degree of service (SHROTRIYA 2019)
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a) Critically discuss why management accounting is necessary, given that most
businesses must prepare financial accounts in accordance with the law.


 Management accounting is a different form of financial or bookkeeping accounting. It is closely linked, but the collection of financial evidence that supports the management decisions is more relevant. 
	Management reports move beyond day-to-day financial statements and rely more on planning and long-term management strategies. Management accounting also plays a vital role in helping management settle on commodity pricing by giving them all the knowledge about expense, demand, and profitability. Similarly, the management accountants may aid with assessing the lifecycle and feasibility of new goods as well. 
Management accountants have valuable information to help the executive team of an organisation with all its decisions. They can facilitate decision-making within an organisation by offering a wealth of knowledge both financially and scientifically, often aided by strong accounting systems (Hiebl and Richter 2018).
b) Critically discuss the techniques by which the management accountant can
achieve the above objectives.

1. Financial Preparation 
	Any corporation organisation's principal goal is profit maximisation. This goal is accomplished by solid or reasonable financial planning. Consequently, the best method to accomplish corporate targets is strategic preparation. 
2. Study of Financial Statement 
	Revenue and Expense figures are primary financial statements. Balance sheet. The comments are evaluated for multiple times. The management can discover the growth rate of market interest through this method of study. This research is carried out by means of descriptive financial accounts, market size and ratio analysis.
3. Accounting for decision-making 
	The choice of the better and most efficient solution will solve a business dilemma. The related costs are measured to pick such an option. Accounting information is then used to address the accounting dilemma, which derives from growing market uncertainty (Oboh and Ajibolade 2017). 
5. Knowledge framework for management 
	For the efficient running of companies, free flow connectivity within the enterprise is important. Management should then construct the framework by which each employee in an organisation should review the information and make quality choices to accomplish their tasks.
6. Study of Ratio 
	It is used to handle the basic prediction, planning, teamwork, connectivity, and control functions. It paves the way for successful management of company activities by determining the physical and monetary priorities (Bromwich and Scapens 2016).



















[bookmark: _Toc50296736][bookmark: _Toc50287429]References


Bromwich, M. and Scapens, R.W., 2016. Management accounting research: 25 years on. Management Accounting Research, 31, pp.1-9.
Hiebl, M.R. and Richter, J.F., 2018. Response rates in management accounting survey research. Journal of Management Accounting Research, 30(2), pp.59-79.
Oboh, C.S. and Ajibolade, S.O., 2017. Strategic management accounting and decision making: A survey of the Nigerian Banks. Future Business Journal, 3(2), pp.119-137.
SHROTRIYA, V., 2019. Break Even Analysis–The Concept and Its Utility.

