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[bookmark: _Hlk50291774]
[bookmark: _Hlk50298357]TASK 1 :

Break-Even Point analysis for product Sandals at Solent Ltd:

Fixed costs of production - £180,000
Variable costs per unit :
Direct Labour + Direct Materials + Other Direct costs = 
= £1.35 + £1.75 + £0.40 = £3.5 
[bookmark: _Hlk50281430]Selling price per unit - £5.75
[bookmark: _Hlk50281519]Contribution per unit = selling price per unit – variable cost per unit = £5.75 – £3.5 = £2.25

(a) [bookmark: _Hlk50279693]Break-Even Point in units and revenues of the Sandals for Solent Ltd.

[bookmark: _Hlk50281853]Break-Even Point in units : Fixed cost / Contribution per unit =
= £180000 / £2.25 = 80000 units

Break-Even Point in revenue : 
break-even point in units * selling price per unit = 
[bookmark: _Hlk50280498]80000 * £5.75 = £460000

(b) [bookmark: _Hlk50282751]Profit made by company on sales of 90,000 units at price of £5.75 :

Salles – Cost of salles = 90000units * £5.75 – (£180000 + 90000*£3.5) = £517500 – £495000 = £22500 – profit 

(c) New profit figure for the improved Sandals :

Fixed costs of production :
£180,000 + £12500(for advertise) = £192500
Variable costs per unit : 
Direct Labour = £1.35 + £0.5 = £1.40
Direct Materials = £1.75 + £0.15 = £1.90
Other Direct costs = £0.40
Direct Labour + Direct Materials + Other Direct costs = 
£1.40 + £1.90 +£0.40 = £3.70
Selling price per unit = £5.75 + £0.25 = £6
Contribution per unit = 
[bookmark: _Hlk50281606]selling price per unit – variable cost per unit = £6 - £3.70 = £2.30
Salles - increase by 5% , 90000 + 5%90000 = 90000 + 4500 =
94500 units 

Break-Even Point in units : Fixed cost / Contribution per unit 
£192500 / £2.30 =(83,695.652173913 , so I will assume it is 83700) = 
83700 units

Break-Even Point in revenue : 
break-even point in units * selling price per unit = 83700 * £6 = £502200

Profit made by company on sales of 94500 units at price of £6 :
Salles – Cost of salles = 94500units * £6 – (£192500 + 94500*£3.70)=
£567000 – £542150 = £24850 – profit
(d)
“The break-even point is a moment in busines performance when its sales income becomes equal to the costs of the production for particular products (Kilger, 1993, 802).”
“The break-even point calculates the quantity of the products that a company has to manufacture and sell in order to cover its costs. It is important to say that it is about the production of a single kind of a product. The break-even point may also be understood as the correct using of company's resources capacity for manufacturing a required quantity of products. This tool determines if the company reach a cost coverage at a lower degree of the capacity use, which could lead to more effective use of resources, by creating opportunities in the enterprise for it to use  the remaining capacity in order to gain additional profit.”
“It is also used in making decisions  of the product range, sale price, cost management and investment decisions.”
“The main use of this analysis is for maximising the periodical business results, and also determination of an enterprise's liquidity and financial position.’’(Uwtsd.ac.uk, 2019)
Along with the advantages using Break Even Point analysis also has disadvantages. 
A crucial one is the assumptions it makes about various factors, like :
-“All units are sold;”
-“Sales prices are constant at all levels of output;”
-“Forecasts are reliable, and the external environment is stable;”
-“All costs and expenses can be clearly separated into fixed and variable components;”
-“Fixed costs remain constant at all levels of activity;”
-“Variable costs vary proportionately with the volume of output;”
-“Selling price remains unchanged;” (BBC Bitesize, 2020)
-“Only one product is produced or , that product mix will remain unchanged.”
-“Production and sales quantities are equal and there will be no change in opening and closing stock of finished product.”
-“The business conditions may not change”
-“It assumes constant technology and no improvement in labour efficiency.”
Except the assumptions the Break-Point analysis has additional disadvantages like :
-“It can only apply to a single product or single mix of products.”
-“Distribution of fixed cost over a variety of products it is a problem”
-“If new competitors enter the market or an economic recession begins, it may take longer to reach the point of profitability than expected” (it cannot to predict a change in the influence of external factors). (mathslover, 2011) 
-“The simple form of a break-even chart makes no provisions for taxes, particularly corporate income tax.”
-“It does not take into consideration the amount of capital employed in the business” (Your Article Library, 2015)
- Technically , the data into accounts can be “neglect of imputed costs, arbitrary depreciation estimates and inappropriate allocation of overheads.”
Factors like “technological change, improvement in the art of management, etc.,” can be completely neglected in this analysis.

“Because of so many restrictive assumptions underlying the technique, computation of a break­even point is considered an approximation rather than a reality.” (Economics Discussion, 2016)

TASK 2 :

(a)
“In the opinion of Rose, Management Accounting is the collection, analysis, diagnosis and interpretation of accounting information in such a way as to help the management.” (Vlereader.com, 2020, p.7)
“Management Accounting collects information from different sources, analyses them systematically and furnishes only the relevant information in the manner which is most suitable, to the management and which uses the sophisticated tools and techniques, including the tools and techniques derived from other disciplines, to present the reports to the management in the most suitable and useful manner.”(Vlereader.com, 2020, p.8)
Why is Management Accounting needed ?
-“Increasing complexity of managerial decisions”
-“Increase in size and problems of corporate entities”
-“Different sets of information to different levels of management Management needs relevant and timely information to take a number of decisions” 
-“Financial and Cost Accounting lay emphasis on other objectives and fail to provide necessary information to management” .”(Vlereader.com, 2020, p.9)
“Management accounts are a summary of accounting data, containing the financial information business owners need to make informed decisions on the day-to-day running of an organisation. Typically, they will contain specific financial information that is compared to:”
- “Historical trading”
- “Forecasts”
- “Key performance indicators”
(Lennon, 2016)



“Differences between Financial and Management accounting” :

[bookmark: _Hlk50293947]“Users” :                    Internal and external            ;          Internal
“Time orientation”:               Historical                ;    Current and future
“Necessity:”                               Mandatory              ;            Optional
“Purpose of reports:”           General-purpose         ;       Special purpose
“Details of reports:”                    Concise                   ;        More detailed
“Compliance with accounting standards:”
                                                 Required                 ;         Not required
“Emphasis:” 
“Reliability, verifiability, objectivity of financial information” ; 
“Relevance and timeliness, to provide the maximum aid in management decisions”
“Sources of data”:
“Sources within the company, i.e. the accounting records of the company”;
“Any source, both internal and external such as interest rates, political environment, economic and industry concerns, etc.”
“Frequency of reports:”
“Financial statements are usually furnished monthly, quarterly, annually”;
“Financial reports in management accounting are prepared as the need arises.”

(b)
Tools and techniques of Management Accounting assisting management in achieving its objectives of planning, control, and decision-making:
“1. Based on Financial Accounting Information”:
-“Analysis of Financial Statements through Ratio Analysis.”
-“Analysis of Financial Statements through comparative statements, trend, graph and diagram.”
-“Fund flow and cash flow analysis.”
-“Return on capital employed techniques.”

“2. Based on Cost Accounting Information”:
-“Marginal costing (including cost volume profit analysis).”
-“Direct or incremental Costing and differential costing.”
-“Standard Costing.”
-“Analysis of Cost Variances.”

“3. Based on Mathematics”:
-“Operations Research.”
-“Linear Programming.”
-“Network analysis.”
-“Queing theory and Games Theory.”
-“Simulation Theory”

“4. Based on Future Information”:
-“Budget and Budgeting.”
-“Budgetary control: Analysis of Budget Variance / Revenue Variance.”
-“Business Forecasting.’’
-“Project Appraisal or Evaluation.’’

“5. Miscellaneous Tools”:
-“Managerial Reporting.’’
-“Integrated Auditing.”
-“Financial Planning.”
-“Revaluation Accounting.”
-“Decision making Accounting.”
-“Management Information System.’’ (accountlearning, 2015)
-“Historical Cost Accounting”
-“Control Accounting”
-“Statistical Techniques”
-“Ratio Accounting” (https://www.facebook.com/iedunote, 2020)
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