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Contribution per unit = selling price per unit - Variable costs per unit(materials & labour)
Contribution per unit = £11 - £6 = £5 
Fixed costs = £ 350,000
Break-even point in units = Fixed costs / Contribution per unit= £350,000/£5= 70,000 units

Break-even points in revenue = Break-even points in units x Selling price per units  
= 70,000 x £11 = £ 770,000

[bookmark: _Toc61012310]Question 1 Part b) Answer

 Profit = (units sold - break-even points in units)x contribution per unit = (75,000 –70,000) x  £5= £ 25,000 

Or 

Sales  = 75,000 x £11 = £ 825,000
Costs  
         Variable costs = 75,000 x £6 = £ 450,000
         Fixed costs =£ 350,000
Profit = Sales – Costs ( variable + fixed) = £825,000 – ( £450,000 + £350,000) = £25,000 
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New selling price per unit = £ 13
New variable costs per unit = £6 + £1 = £7
New Contribution per unit = New selling price per unit - New Variable costs per unit = £13 - £7 = £6
New fixed costs = actual fixed costs + advertising campaign= £350,000 + £10,000 = £360,000

New break-even point in units = New fixed costs/New contribution per unit =£360,000/£6 =60,000 units
New profit = (units expected to be sold - new break-even points in units)x new contribution per unit = (80,000 – 60,000) x £6 = £ 120,000

Or 

New sales = 80,000 x £13 = £ 1,040,000
New costs
 New variable cost  = 80,000 x £7 = £ 560,000
 New fixed costs = £350,000 + 10,000 = £ 360,000
New profit = New sales – New costs = £1,040,000 – (£560,000 + £360,000) = £120,000
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According to Atrill and McLaney (2017), even if break-even analysis provides useful insights concerning the relationship between cost, volume and revenue, it does have its limitations such as non-linear relationships. Break-even analysis assumes that total variable cost and total revenue lines are perfectly straight when drawn compared to the output volume, but this might not be practical in real life. One reason why relationships between cost, volume and profit are not necessary straight-line ones is the economies of scale with labour. A business with a higher volume of activity might operate more economically. For example, the employees that specialise in particular tasks can be able to increase productivity. Another reason can be the economies of scales with buying goods or services. For example, the company may find it more convenient to buy in large quantities of goods and services as lower prices are often given. Even the diseconomies of scale is a reason for non-linear relationships, meaning that the product's cost per unit is higher at a higher activity level. For example, it might be necessary to pay overtime rates to actual employees or pay higher rates to hire additional employees needed at a higher level of activity.
Another limitation of break-even analysis are the stepped fixed costs. The majority of fixed costs are not fixed across the entire range of activity, meaning that we must be careful when making assumptions about fixed costs. Administration costs, rent, or directors salary may increase ad a certain point.  For example, the activity volume cannot increase at a certain point without renting extra space. Renting the extra space will cause a 'step' in the rent cost. ( Atrill and McLaney, 2017)
Numerous companies provide more than one product or service. Thus,  for the multi-product businesses, break-even analysis can be a problem because extra sales of one product can affect another business's product or be difficult to identify the singular product's fixed cost. For example, working on two products in the same rented location limit the break-even analysis because it is difficult to allocate the correct amount of fixed cost to each product. (Shrotriya, 2019)
The break-even analysis concept is ideal for a single product, but even here is limited because it does not consider external factors such as environmental issues or Covid 19. However, the advantage of being a simple and comprehensible concept aids companies to make strategic decisions regarding cost, volume, and revenue.
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The management accounting is an integral part of management which provides financial and non-financial information.  It is essential for identification, generation, presentation, interpretation and use of information relevant to formulate business strategies, to plan and control activities  and to make decisions., We use management accounting to improve performance, enhance value, safeguard tangible and intangible assets, corporate governance and internal control, and efficiently use the resources.
Financial accounting generally refers to accounting information's aggregation into financial statements. Financial accounting reports on the whole business results, in contrast, management accounting uses detailed financial insights of the business such as profits by product, product line, customer, and geographic region, to help the internal management make decisions and planning activities.
Another difference results in the efficiency of both. Financial management focuses on the business's profitability; meanwhile, management accounting deals with what is causing the problem and finding solutions to fix it.
The audience is another difference. Financial accounting provides information for external stakeholders who rely on the financial statements to evaluate the business's profitability and riskiness; meanwhile, management accounting provides information for internal stakeholders who need detailed and opportune accounting information for the organisation's successful and efficient management. (Bierdon, 2020)
Ross (2020) pointed out that financial accounting must comply with rules and principles defined by Generally Accepted Accounting Principles (GAAR) and any other government regulation. In contrast, Management accounting information is produced for internal consumption, and the organisation is free to define its internal standards. According to Ross (2020), the time perspective is an essential difference because financial accounting contains historical financial data; meanwhile, management accounting uses historical data to create business forecasts.
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How we said above the advantage of break-even analysis is that it helps companies to make strategic decisions regarding cost, volume, and revenue, that is one of the objectives of management accounting.

Another objective of management accounting is the planning process.  Every business needs to develop plans for the future. The plans' development involves key steps as establishing missions and objectives, undertake a position analysis, identify and assess the strategic options, select strategic options, formulate plans and perform, review, and control.  The budgeting is an integral part of a planning framework. Budgets can help coordinate between the various sections of the business and motivate managers to better performance. The budgets set out short-term plans to aid managers to conduct the business and targets the necessary to fulfil the strategic objectives. We can consider the use of budgets in monitoring performance and exercise control. (Atrill and McLaney, 2017)

When we consider new capital investment projects, we need to ensure that we are making the best decisions, that why we should carry out an investment appraisal. Investment decisions must be consistent with the objectives of the organisation. Projects can add value and support the strategic aims of the business, but often are complex and carry an element of risk. So we can say that capital investment appraisal helps managers avoid bad investment decisions and consider the practical aspects to be taken into account when evaluating investment proposals.
There are mainly four businesses' methods to appraise investment opportunities such as accounting rate of return, payback period, net present value and internal rate of return. (Atrill and McLaney, 2017).
In conclusion, thanks to these techniques, the accountant can achieve the management accounting objectives in planning, controlling and decision making.
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