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QUESTION 1
Variable cost:
1.35 + 1.75 + 0.40 = 3.5
Contribution per unit: 
Sales price 							5.75
Variable costs							(3.5)
Contribution							2.25
(a) Break-even point in units: 180,000/2.25 = 80,000
Break-even point in revenue: 180,000/0.0025 = 72,000,000
Working: 2.25/90,000 x 100 = 0.0025
(b)    
Revenue (90,000 x 5.75)				517,500
Variable costs (90,000 x 3.5)				315,000
Contribution						202,500
Fixed costs						180,000
Operating profit/(loss)					22,500

(c)    
Contribution: 6 – (1.40+1.90+0.40) = 6 – 3.7 = 2.3
	Direct Labour
	1.35+0.05= £1.40

	Direct Materials
	1.75+0.15 = £1.90

	Other Direct costs
	0.40



90,000 x 5% = 4,500
90,00 + 4,500 = 94,500 units

Selling price: 5.75 + 0.25 = £6

Variable cost: 1.40 + 1.90 + 0.40 = 3.70

Fixed costs: 180,000 +12,500 = 192,500

Revenue (94,500 x 6)						567,000
Variable costs (94,500 x 3.70)				349,650
Contribution 							217,350
Fixed cost							192,500
Operating profit/(loss)						 24,850




(d)
With the breakeven analysis the organization is able to determine the sweet spot of no profit and no loss using which the organization is able to determine its safety margin and the extent to which it needs to earn in order to generate revenue and what is the extent after which the business will be in loss (Topazio et al., 2020)
[image: An example of a break-even analysis.]
The break-even analysis comes with some limitations:
· In breakeven analysis the semi-variable costs are also include which makes it difficult to properly separate the fixed cost and the variable cost from the total cost.
· The sales revenue does not increase at the exact same rate as that of product and output
· The breakeven analysis also ignores the time factor which makes it not possible to compare the costs over a longer period of time (Topazio et al., 2020)
· Unrealistic assumptions – the fixed does not changes with the change in output, hence the products and services are sold at varying cost as per the output level.
· The sales remain the same as per the output level 
· It does not effectively calculate the sales of multiple products.
The above discussed limitations make it clear that breakeven analysis is merely a planning tool rather than a decision-making tool for any business (Walsh, 2019).


QUESTION 2
(a)
Management accounting is in some ways different than financial accounting, but both the tools are important to undertake important finance related business decisions. With management accounting, the internal data is collected which helps in processes the accounts for the transactions of the business, while with financial accounting, such data is collected that helps formulate the financial statements of the business (Topazio et al., 2020)
The financial accounting is more concerned with profit maximization whereas the management accounting is concerned with the bottleneck operations and functions that also helps enhance the profitability by removing those bottlenecks.
Management accounting formulates the operational reports which is shared with the organization in order to base their decisions on it. The reports undertaken by management accounting are more focused and more in detailed.
The management accounting helps identify the business problems and outline the ways with which the problem can be effectively fixed. However, the financial accounting helps reports and outline the overall profitability and efficiency of the business (Walsh, 2019).
Financial accounting considers the past trends to examine the current financial results and base their decisions on it, while managerial accounting looks future trends.
Financial accounting helps in performance analysis of the organization. With financial accounting the profitability of the business is analyzed over a period. Considering the importance of both it can be concluded that both financial and management accounting are important for the business.
(b)
There are certain financial tools using which the business is able to effectively meet its objectives. These are:
Variance Analysis
The actual budget is compared with the planned budget as it is the study of deviations. The businesses are able to determine the performance level.
Inventory Valuation
The inventory allocation is done using this technique which helps the business is effective inventory allocation (Walsh, 2019)
Capital Budgeting
It takes in view the purchase process and allocates the budget and its usage only to a limited required purchase (Dekker et al., 2019)
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