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QUESTION 1 (a)

Break-even point in units =   

Break-even point in revenue = selling price per unit x break-even point in units

Contribution per unit = selling price per unit – variable cost per unit

Selling price per unit £5.75
Total variable cost per unit 1.35+1.75+0.40 = £3.50
Fixed cost of production £180,000
Contribution per unit 5.75-3.50 = £2.25

Break-even point in units                                                
  = 80,000 units


Break-even point in revenue
80,000 x 5.75 = £460,000
QUESTION 1 (b)                                                       
                                                                                      £
	Revenue (W1)                                                     517,500

	Variable costs (W2)                                          (315,000)        

	Contribution margin                                          202,500

	Fixed costs                                                         (180,000)

	Operating profit                                                   22,500

	




          





QUESTION 1 (c) 
       
Selling price per unit 5.75 + 0.25 = £6.00
Total variable cost per unit 1.40 + 1.90 + 0.40 = £3.70
Contribution per unit 6.00 - 3.70 = £2.30
New sales volume 90,000 + 5% = 94,500
Fixed cost of production £180,000

                            
                                                                                      £
	Revenue (W3)                                                     567,000

	Variable costs (W4)                                          (349,650)        

	Contribution margin                                          217,350

	Fixed costs                                                         (180,000)

	Advertisement                                                    (12,500)

	Operating profit                                                   24,850

	










Workings:
W1: Revenue
90,000 x 5.75 =  £517,500        
             
W2: Variable costs
90,000 x 3.50 =  £315,000         
            
W3: Revenue
94,500 x 6 =  £567,000        
             
W4: Variable costs
94,500 x 3.70 =  £349,650       
              

QUESTION 1 (d) 
“Break-even analysis is identifying the sales volume at which the business moves into profit” (Wood and Sangster, 2015, p. 266). The break-even point of a company is the stage where its income is equal to its costs. Break-even point calculation reflects the essential details for the organisation since it determines the minimum quantity of goods the business has to manufacture to balance its fixed and variable costs. 
Although break-even analysis may provide valuable insights into the link between volume, cost and profit, it has its limitations (Atrill and McLaney, 2017).  Some of these limitations are variable costs not always being truly variable, fixed costs only being fixed to a certain point, and analysis becoming complicated with multiple products. 
Variable costs may not always remain the same. For example, as the business grows, the ability to purchase a greater quantity of materials at lower prices will also grow, leading to the variable cost per unit being reduced. 
Fixed costs can sometimes vary as well. For example, the rent or the bills can increase, and these possible changes are not taken into consideration when the break-even analysis in made in advance. However, this fluctuation of fixed costs has no relation to the economic operation of the company and the costs are still known as fixed costs.
Break-even analysis often becomes more complicated when a business sells more products because not all the items have the same specific costs or are sold for the same price. Fixed costs can apply to more than one product, development on two products may be performed in the same rented accommodation, for example. It is possible to divide the fixed costs between products, but these tend to be subjective, thus undermining the benefit of the break-even analysis.

QUESTION 2 (a)
According to (Atrill and McLaney, 2017, p. 23), “Financial accounting is primarily concerned with meeting the needs of owners and lenders but will also be useful to other external user groups while management accounting seeks to meet the needs of the business’s managers”. Drury (2009) notes that management accounting is primarily concerned with planning, controlling and decision making. Management accounting helps in offering information on future expenses and revenue and makes important contributions by facilitating the process of planning, tracking and managing the budget according to established policies and procedures. Business managers rely on structured financial reports in order to keep a sense of the company’s financial performance. Management accounting offers these financial reports and creates a clear framework for potential organisational changes. The financial performance of the company is also essential in measuring the efficiency and effectiveness of the managers. Management accounting includes the accounting details and statistical information needed for the decision-making process, which vitally affects the company's sustainability and performance. The decision-making goal is to optimise profit by using the best alternative approach. Management accounting helps management decide financial matters, uses accounting data to address different management issues and plays a vital role in the success of the organisation.

QUESTION 2 (b)
Jones (2006) notes that management accounting depends on a number of different strategies to attain its targets, including  decision making techniques, such as break-even analysis and marginal analysis, budgeting and capital investment appraisal.
Break-even analysis is a methodology commonly used by accountants in management. It is focused on categorising cost of production between "variable" costs (costs that change as production performance changes) and "set" costs (costs not directly related to production volume). Total variable and fixed costs are contrasted with sales revenue to assess the amount of sales price , market value or output at which the company does make a profit or a loss.
Budgeting plays a significant part in accounting management. The methods of budgets are zero-based and incremental. The zero-based budgeting is very complex and time consuming, each element of the budget is reduced to zero, while the incremental one uses the previous budget and increases slightly.
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