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[bookmark: _Toc50314349]Question-01 
[bookmark: _Toc50314350]a) Calculate the break Even point of the Sandals of Solvent LTD 
 i) Break-even point in terms of Units =
                                  Fixed costs ((£180,000)
                                  Contribution per unit (£2.25 
                                 = 80000 Units                                                           
ii) Break-even point in terms of Sales Revenue =

                                     Fixed costs ((£180,000)
                                     Contribution to sales ratio (£0.391034)     
                                 = £460,000  
[bookmark: _Toc50311417][bookmark: _Toc50314351]b) Calculate the profit margin made on sales 90,000 units 
                                         Sales = (90000 x 5.75) = 5, 17, 500
          Less: Cost of goods sold= ((90000 x 2.25)  = 2, 02, 500
                                            Contribution Margin = 3, 69, 000
                                                    Less: Fixed cots= 1, 80, 000
                                                  Net Profit Margin= 1, 89, 000
[bookmark: _Toc50311418][bookmark: _Toc50314352]c) Calculate the new profit margin after the improvement 
                                         Sales = (94500 x 25) = 23, 62, 500
      Less: Cost of goods sold= ((94500 x 22.25) = 21, 02, 625
                                            Contribution Margin = 2, 59, 875
                                                    Less: Fixed cots= 1, 92, 500
                                                  Net Profit Margin=      67,375

Workings:
i) [Contribution per unit = selling price – (direct labor + Direct materials + other direct costs)]    
                                     = [5.75 – (1.35 + 1.75 + 0.4)]    
                                     = 2.25 
ii) [Contribution to sales ratio=   [(selling price- variable costs) / selling price]
                                           = [(5.75- 3.5)/ 5.75]
                                           = .391034
iii) Costs of goods sold for 90000 units sales (Material cost+ Labor costs) & other costs ((1.35 + 1.75 + 0.4)] =2.25   
iv) Costs of goods sold for 94500 units sales (Material cost+ Labor costs) & other costs {(1.35 + 15) + (1.75 + 5) + 0.4}] =22.25   



[bookmark: _Toc50314353]d) Discuss the limitations of break-even analysis

1. There are also some semi-variable costs. In the analysis, they are not considered.
2. In linear proportion with the result of revenues from sales and variable costs do not increase. They are less commensurate with what they could be at a higher production level. This is because of consumer discounts, bulk purchases, higher price reductions, etc.
3. Owing to the assignment of variable overheads, under- or over-recovery cannot be eliminated.
4. Price setting and comparison can only be done between two workers without considering fixed costs.
5. One concern is that fixed costs have been spread over a variety of items.
6. It assumes that the no changes in business conditions and it is not real as business conditions might be change.
7. It assumes that the volume of production and sales is equal and that the inventory of finished products will not vary, which simply is not accurate.
9. The calculation of break-even takes no account of the money that operates in the business. In reality, the capital employed is a major factor for the profitability of a business.

[bookmark: _Toc50304179][bookmark: _Toc50314354]Questions: 02 
[bookmark: _Toc50304180][bookmark: _Toc50314355]a) Critically discuss why management accounting is necessary, given that most businesses have to prepare financial accounts in accordance with the law 
In order to increase their profitability and market competitiveness, small and medium and large businesses, particularly those in a state of early growth, need to make effective decisions. Managers need to gain insight into all aspects of business practices for this reason in order to determine potential actions. Management Accounting offers management results and financial reports that help managers create contingency strategies based on the available information. In order to explain the value of management accounting, we must go deeper in the details.
Implementing relevant cost analysis 
Imagine, business owner must select the price of a certain product at some point in time. Related cost analysis helps business owner to assess and focus on all costs which are independent of one’s decision at that time. Remember, for instance, the last week of the month getting a special order. Business owner have to get a price very quickly for such an order, so one’s have to just include the data relevant to this particular order. Since the wages, the lease of factories and other fixed costs are already included in the regular monthly manufacturing costs, the special order should cover the supplies and labor needed for manufacturing.

Making effective production decisions 
Often, whether it's better to produce the products yourself or to contract with a production company third party, is difficult to determine whether one’s need a new product or sub-component. This is where management accounts help to decide on the basis of the cost-effectiveness of each alternative. It is also possible to save the whole business from a financial catastrophe by making the right decision not only saves you money. It is often cheaper to change certain production lines than to purchase a unit; however, hiring a third-party contractor is often more cost efficient.

Planning future business development 
In order for your company to create a future, you need to know the current situation and track financial trends. You may also draw up long term plans on the basis of your company's relevant details. In simple terms, if you want your production capacity to be expanded, accounting management will enable you to access information when the expansion process begins. Expansions take money, time, and sometimes require a certain amount of output to remain. Without adequate information, you might possibly make a poor choice and potentially pay for expansion more than you planned.

Making a proper budget decision 
The ability to establish a detailed budget for each cent precisely where it should be located is another big benefit of management accounting. In deciding on business owner budget an overview of past operations, unfinished projects and potential projects can play a vital role. When calculating one’s budget, all aspects of one’s company need to be taken into account to make sure that business have enough funds to perform exactly as you planned for each project section. As a result, business won't spend too much money if business need it most or leave any short of resources.

Rational resource consumption ability 
The resources in our environment we regularly use are minimal. Every day we spend less capital, so we have to simplify the supply. We invest in the industry money buying software, experts and other resources needed to turn the time. Management accounting is going to help us decide how to spend less capital in order to keep our production going, without harming our products' quality or marketability.

[bookmark: _Toc50304181][bookmark: _Toc50314356]b) Critically discuss the techniques by which the management account can achieve the above objectives 

1. Financial Planning
Company’s main goal is to maximize profits. The accomplishment of this goal is sufficient or sound financial planning. As a result, financial planning is perceived to be the most effective method of achieving business goals.

2. Financial Statement Analysis
Income and expense reports and the balance sheet are official records. These assertions are put to the test on numerous occasions. This methodology helps management to comprehend the organization's growth rate. The study is performed by benchmarking, statements of review of the ratios.

3. Cost Accounting
Cost accounting provides cost estimates in the manner of a commodity, wisely made, wise distribution, wisely splitting, etc. Those cost effects compared with the standard one. This two-cost analysis helps the management to recognize the factors that are responsible for the discrepancy.

4. Fund Flow Analysis
This study shows how the fund is sometimes transferred. This also helps explain how the fund is properly used in one year as compared with the previous year. It is also very beneficial. Even this reveals changes in working capital and operating funds.

5. Cash flow review
Via this review the cash flow can be found from time to time. There are also explanations for the cash equilibrium and the transitions between two periods. It studies company cash and wealth at one point (Al-Omush, A., 2020).

6. Management Information System
Free flow communication is required within the organization for an enterprise to function efficiently. Therefore, management should build a framework in which an organization's employees can interpret and use the information to perform their tasks and make quality decisions(.
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