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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 
· 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. 

BEP =
Selling price per unit – Variable cost per unit = contribution per unit

BEP is where:
Sales revenue = Total costs
And 
Contribution = Fixed costs
Price per unit - £5.75
Fixed costs of production - £180.000
Company currently sales – 90.000 units
Variable costs per unit = direct labour + direct materials + other direct costs
Variable cost per unit = £1.35 + £1.75 + £0.40 = £3.5
Fixed cost per unit = 
Fixed costs per unit =  = 2
Price per unit = £5.75
Fixed cost per unit = 2
Variable cost per unit = £3.5
Contribution Margin = Price per unit – Variable cost per unit
Contribution Margin = £5.75 - £3.5 = £2.25
BEP =  =  = £0.89


Revenue
BEP =  =  =  = 80
BEP in revenue = 80.000 x 5.75 = £460.000


 (b) Calculate the profit made on sales of 90,000 units.
Profit per unit = Revenue per unit – (Fixed cost per unit + Variable cost per unit) 
Profit per unit = 5.75 – (2 + 3.5) = 5.75 – 5.5 = 0.25
Profit per unit = 0.25
Profit per 90.000 unit = 22.500

(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.
· Direct labour per unit = 1.35 + 0.05 = £1.40
· Direct materials per unit = 1.75 + 0.15 = £1.90
· Other direct costing per unit = £0.40
                                                                       Totals = £3.70
Price per unit = 5.75 + 0.25 = £6.00
Fixed cost per unit = £180.000 + £12.500 = £192.500
Sales – 90.000 × 5% + 90.000 = 94.500 unit
Fixed cost per unit = 2.04 (192.500 ÷ 94.500) ≈ 2.037
BEP = 
Contribution per unit = 6.00 – 3.70 = £2.30
BEP =  = 0.88


(d) Discuss the limitations of break-even analysis.

Unrealistic assumptions – Products are not sold at the same price at different levels of output and fixed costs may vary when output changes.
Sales are unlikely to be the same as output and there may be some wasted output or build-up of stocks.
Variable costs may not always be the same, as output rises, the business may benefit from being able to buy inputs at lower prices (buying power), and as a result, this can reduce the variable cost per unit.
Most businesses sell more products then one, making it harder to calculate the break-even point.
Break even analysis should not be seen as a decision making tool but as a planning aid.










QUESTION 2 
One of the objectives of management accounting is to assist management in the process of planning, control and decision-making. 


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

Financial accounting plays an important role which allows businesses to keep track of all the financial transactions. Is the process in which all the companies record and report all the financial data that goes in and out of their businesses operations and allow managers and investors and analysts to understand and make inform decisions regarding the company.

(b) Critically discuss the techniques by which the management accountant can achieve the above objectives. 
Marginal analysis is an examination of the additional benefits of an activity compared to the additional costs incurred by that same activity.
Companies use marginal analysis as a decision making tool to help them maximise their potential profits.
Investment appraisal helps investment decisions such as expansion of product lines, new products, new production methods or replacement of fixed assets and other decisions like prioritising alternative projects or financing.
Capital budgets – a quantitative expression of a plan of action prepared in advance of the period to which it relates. It sets out the costs and revenues that are expected to be incurred and earned in future periods.
Types of budget:
· Periodic – Prepared for a set length of time 
                – Becomes a one - off exercises planed into the business cycle
                – May be revised

· Continual or rolling – Continually updated 
                                   – May be broken down into monthly periods
                                   – Drop a month, pick up a month
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