




Accounting Fundamentals
Student name:Ion Duluman
Student ID:1917721
Tutor name:Emad Elkhashen












Table of Contents
Questions-01:	3
a) Calculate the break-even point of sandals for Solvent Ltd	3
b) Calculate the profit made on sales 90,000 units	4
c) Calculation of new profit figure after improvement	4
d) Discuss the limitations of break-even analysis	4
Questions: 02	5
a) Critically discuss why management accounting is necessary, given that most businesses have to prepare financial accounts in accordance with the law	5
b) Critically discuss the techniques by which the management account can achieve the above objectives	6
References	7











[bookmark: _Toc50304174]Questions-01:
[bookmark: _Toc50304175]a) Calculate the break-even point of sandals for Solvent Ltd 
Break-even point in units= (Fixed cost / Contribution per unit)
                                          = (£180,000 / £2.25)   
                                          =80,000 units 
[Contribution per unit = selling price – (direct labor + Direct materials + other direct costs)]    
                                     = [5.75 – (1.35 + 1.75 + 0.4)]    
                                     = 2.25 
   Break-even point in Sales revenue = (Fixed cost / Contribution to sales ratio)   
                                                           = (£180,000 / £ 0.391304)   
                                                            = £460,000  
[Contribution to sales ratio=   [(selling price- variable costs) / selling price]
                                           = [(5.75- 3.5)/ 5.75]
                                           = .391034
[bookmark: _Toc50304176]b) Calculate the profit made on sales 90,000 units
	Particulars
	Workings 
	Total 

	Sales 
	(90000*5.57)
	5,17,500

	Less- Costs of goods sold (Material cost+ Labour costs) & other costs ((1.35 + 1.75 + 0.4)] =2.25   
	(90000*2.25) 

	2,02,500

  

	Contribution margin 
	
	3,69,000

	Less- Fixed costs (Fixed production overheads 
	(1,80,000)
	 1,80,000

	Net profit margin  
	
	 1,89,000



[bookmark: _Toc50304177]c) Calculation of new profit figure after improvement 
	Particulars
	Workings 
	Total 

	Sales 
	(94500*25)
	23,62,500

	Less- Costs of goods sold (Material cost+ Labour costs) & other costs {(1.35 + 15) + (1.75 + 5) + 0.4}] =22.25   
	(94500*22.25) 

	21,02,625

  

	Contribution margin 
	
	2,59,875

	Less- Fixed costs (Fixed production overheads (180,000+12500)
	(1,92,500)
	 1,92,500

	Net profit margin  
	
	 67,375



[bookmark: _Toc50304178]d) Discuss the limitations of break-even analysis
Break-even analysis involves calculating and measurement of a safety margin based on income and associated costs. Break-even measurement Analysis of varying levels of pricing relative to various levels of demand allows a business to calculate break-even to determine how much revenue is needed to support its total fixed costs (Vorozhbit, 2019). A demand-side analysis would provide a dealer with valuable insight into sales capabilities. There are many limitations of this which are given below. 
i) Break-even analysis depends on the assumption that all expenses & costs can be separated into fixed and variable costs components clearly. However, in practice it is not possible to make clear separation of all costs into fixed & variables costs types (Lohmann, R.A., 2020)  ii) Another assumption of break-even analysis is that fixed costs will remain constant at all level of activity but it practice it is noticed that fixed costs tend to vary at certain level of activity which may change the results, iii) break even analysis stated that variable costs always stay the same but in practice it is seen that variable costs don not remain same at all levels, iv) It becomes very difficult for the business organizations to calculate the break-even point as most of the business organizations possesses more than one product, v) Break-even analysis is not suitable as the decision making technique but it can be used as planning aid, vi) Another limitation of the break-even analysis is that it is very time consuming to prepare.  
[bookmark: _Toc50304179]Questions: 02 
[bookmark: _Toc50304180]a) Critically discuss why management accounting is necessary, given that most businesses have to prepare financial accounts in accordance with the law 
Management accounting is necessary for the business organizations as it provides the key insights which help the top management of the business organizations to take effective business decision in different situation for obtaining the strategic business objectives. Management accounting support the decision making within the company through providing sound financial as well as statistical information, data and sometimes assist with powerful accounting software. there are some important reasons for practicing the management accounting within the company such as support decision making process, relevant costs analysis, customer targeting, make evaluations, budget preparation, controlling and planning(Lohmann, R.A., 2020). 
Relevant costs analysis- in order to determine the actual costs and provide suggestions for future activities businesses need to analyze different relevant costs like fixed costs, variable costs etc which helps to analyze different sales channel such as products, services and marketing functions (Birt et al, 2020).
Support decision making process- Management accounting presents different charts, figures through analyzing different costs related information and perform forecast as well which help to support different critical business decision (Warren et al, 2020).   
Customer targeting- Management accounting plays ac vital role for targeting the potential customers based on the ages, gender, location, lifestyle and personal values through analyzing the market segments and target market. 
Make evaluations- Production unit is the most costly unit within the organizations so business organizations should more focus on evaluation of the real costs and it is the management accounting that perform this vital activities effectively (Ogneva et al, 2019). 
Budget preparation- it is the most significant task of the business in order to run the business in accordance with the law. The all types of budget related decisions are made on the basis of the information of management accounting as it develops financial project plan.
Controlling and planning-the most significant aspect of management accounting is controlling and planning as it evaluates all the activities of the business according to the law and measure financial performances of the business. Finally compare the performance with the predetermined plan and help to take corrective actions or new plan for future in order to achieve strategic objectives.  
[bookmark: _Toc50304181]b) Critically discuss the techniques by which the management account can achieve the above objectives 
In order to obtain the above strategic business objectives business should use the following techniques of management accounting. 
Marginal analysis: 
Marginal analysis is basically associated with the incremental benefits of the improved production and it is the most fundamental technique of managerial accounting. The marginal analysis includes the calculation of break-even point of the sales that help to identify the optimal sales mix of the business’s product(Vorozhbit et al, 2019). 
Capital Budgeting: 
Capital budgeting is the process of analyzing the information which is requires in order making business decision related to the capital expenditure. With the help of this technique the sandals for Solvent Ltd can easily calculate the net present value and the internal rate of return to help the project managers for taking new capital budgeting or investing decisions. 
Standard Costing:
With the help of this technique the sandals for Solvent Ltd can establish the standard cost through ensuring efficient operating conditions. This technique compare the actual costs with the standard costs and find out the variance in order to know the reasons of variance and then take corrective measures which helps to control costs. 
Budgetary Control:
Another important technique of management accounting is budgetary control with the help of this technique sandal for Solvent Ltd can control the various cost control activities within the organization as it achieves the satisfactory return on investment (Lohmann, R.A., 2020). 
Cash Flow Statement:
Increasing or decreasing the working capital has a great impact on the long term financial planning of the organization. Cash flow statement technique helps to determine the liquidity stability of the firm and it increase the trade of the products. 
Inventory Valuation and product costing:
This process includes the calculation and allocation of the overhead charge and direct costs of the products associated with the costs of goods sold. 
Trend Analysis and forecasting:
 This technique helps to determine the trends and patterns of products costs and unusual variance associated with the products values which lead to ensure further improvement (Warren et al, 2020)
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