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QUESTION 1 

(a)
Break-even point in units = 350,000 \ 5 = 70,000 pairs 
Break-even point revenue =  350,000 \ 0.4545 = £ 770,000 

Contribution per unit = 11 – 6 = 5
Contribution sales ratio= (11  -  6) \ 11 = 0.4545

(b) 
                                                                                    £
           Revenue (75,000 x £11)			    825,000
	Variable costs (75,000 x £6)		    450,000        
	Contribution                                                  375,000    
Fixed costs					               350,000
Operating profit        			                 25,000


(c) 
Variable cost = 6£ + £1= £7
Selling price = £13
Sales= 80,000 units
                                                                                                                              £

REVENUES (13 x 80,000)                                                                            1,040,000                                                                             
Variable cost (7 x 80,000)	                                                                              560,000
Contribution margin                                                                                          480,000   
Fixed costs                                                            350,000
Advertising campaign cost                                      10,000
Total fixed costs	                                                                                         360,000                                                                               	            
Operating profit                                                                                                 120,000                                                                                                   

(d)   
Break even analysis is a functional tool but it has some limitations since it’s making unrealistic assumptions, like establishing fixed costs, which vary with production changes.                                                                                                                   Moreover, the analysis could be inaccurate since the break-even point presumes the variable costs are directly proportional to the activity, while they could change regularly. For that reason it’s also important to remember that only a few of the costs described as variable can be classified as such.                                                                                                                  Also the analysis becomes harder to carry out when it’s applied for example to a business that is selling multiple products.
Break-even analysis is ignoring other factors. For example, in a business there can be a waste of stock, which creates a gap between the value of the production and the sales, considered instead the same in this kind of analysis.


QUESTION 2 
(a)   
Management accounting is one of the areas of accounting that uses financial management to provide internal users of an enterprise with information relevant for decision making, control and planning. 
Planning is achieved by designing activities, preparing business strategies, and establishing revenues and costs in advance through budgeting.
The control is fulfilled by using the resources efficiently, improving performances, safeguarding assets and by following rules internal to the business.
It’s important because it allows to the stakeholders to to create, protect, preserve, and increase the value of a business. 
Management accounting is differing from the financial one for different factors. 
First it’s a private form of accounting since it’s related to the internal users, while the second provides information to external users.
Financial accounting gives details just on the financial position and performance of a business while the management accounting includes financial and non-financial data.
They also differ for the frequency (because financial accounting is applied once a year while the management one is more frequent) and for the regulation, which in the first case is depending on the country rules, while the second is not regulated. 
Since management accounting is focused on planning, it reflects more a forward-looking vision compared to financial accounting which is a recording tool. It’s also more specific and detailed because it concentrates on the individual activity of the business.


(b)   
There are some kind of analysis in the management accounting, which are useful to reach the management objective. 

The margin analysis is useful for the company to understand if the additional benefits would exceed the costs in order to maximize the profit. 
This is forecast by calculating the margin of safety, that means the sales above the break even point. It’s value indicates the point where the sales could decrease before the business has no profit.
The target profit is also part of the margin analysis. It suggests the amount of profit a company expects to reach by the end of the accounting period and shows the sales necessary to achieve it.

Another technique is budgeting that helps with the planning and control phase. In fact it has the capacity to plan future periods by defining the costs and revenues expected for that period.
Budgeting can be periodic (related to specified length of time of usually one year) or continual characterized by a recurrent updated and defined by monthly periods.
Budgeting differs also by zero based budgeting in which the changes in expenses must be justified by starting from zero. This forces employees and managers to be more cost effective and gives a greater sense of responsibility and decision making. On the contrary incremental budgeting aims to calculate incremental assumption from the present budget. 
An example of effective tool of budgeting is the cash budget, that helps with setting out investments of cash surpluses.  It ensures the value of the cash is enough to cover the activities and if not, it warns the company to adapt strategy like loans or overdrafts.

Another tool is the payback period. This is included in the investment appraisal tools, so it’s meant to assess the value and quality of a project, in this case by defining how much time it takes for the initial investment to be back by considering the net cash inflows of the project.
It is really easy to calculate and understand and helps to reduce the risks of losses. On the other side it doesn’t consider the fact that the value of money changes with the time and ignores the inflow of cash after the payback period.
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