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Question 1
a) Break Even Point- When the total expenses of the project matches with total income is termed as Break Even Point. It means that at this point total expenses incurred on the project is recovered by the business. This is the situation of no profit and no loss in the business. As mentioned in the below figure , the break-even point of the company is at 70000 units and if we calculate it in terms of the revenue, the break-even point will be at 770000. This point is determined by the using the formula that is –
Break-Even Point = (Fixed Cost of the Project)/ Selling Price per unit- Variable Cost per 					unit
When the total variable cost is deducted from the total selling price is known as contribution. Break even in terms of revenue will be determined by multiplying the break- ven point in terms of revenue with selling price.

	Particulars
	Total Units
	Per Unit Cost in £
	Total Cost in £

	Sales
	75000
	11
	825000

	Total Variable Cost
	75000
	6
	450000

	Contribution
	75000
	5.0
	375000

	Fixed Cost
	75000
	4.7
	350000

	Break -Even Point in Units
	
	70000
	

	Break -Even Point in revenue
	
	770000
	











b)  Profit for 75000 Units
	Particulars
	Cost

	Total Sales
	 £       825,000.00 

	Total Variable Cost
	 £       450,000.00 

	Contribution
	 £       375,000.00 

	Fixed Cost
	 £       350,000.00 

	Profit 
	 £          25,000.00 



The profit earned by the company for producing 75000 units is £ 25000. Profit is calculated by deducting the total cost from total sales. Total cost is the combination of the total variable cost and total fixed cost. Another way of determine the profit is –
		Profit = Total Sales – Contribution

c) Calculation of Profit on 80000 Units 
	Particulars
	Per Unit Cost/ Price
	Total 

	Total Sales
	 £                  13.00 
	 £  1,040,000.00 

	Total Variable Cost
	 £                    7.00 
	 £      560,000.00 

	Contribution 
	 £                    6.00 
	 £      480,000.00 

	Fixed Cost
	 £                    0.38 
	 £        30,000.00 

	Profit
	 £                    5.63 
	 £      450,000.00 



After increasing the advertising cost, the new profit the improved product is £ 450000 on 80000 units. 
d) Limitations Break-Even Point
When the total cost of the project is equal to the total sales is termed as break-even point. This point determines the no profit and no loss situation in the business. If the business produces less product than this point, in such a situation business will earn loss but if business will produce the products more than the break-even point then this will be the favorable situation for the business. This point shows the minimum number of products that the business should produce to cover its overall cost. Calculating this point will help the business in determining the minimum number of production.  Calculating the break-even point benefit the company but this calculation also have some limitations that are as follows-
· The calculation of break-even point is based on the assumption. It is assumed that whole cost of the project can be distributed between components of fixed and variable. But in practical environment, it is not possible to distribute the cost in these both divisions. 
· As per this calculation, fixed cost of the project is also remained constant at every level of production. But after a particular point fixed cost of the business is also start to increasing.
· This calculation is useful when the companies are following the one price point. Calculating this point would be very simple for the company if multiple products are based on multiple prices. 
· Variable price of the product does not always increases in equal proportion. But for finding out the break-even point, it is considered that the variable cost of the product in same proportion.
· Calculation of break-even point ignores the competition, which is the major factor for any business. Due to the entry of the competitor in the market, the demand and price of the product is likely to effect. The change in these factors will also affect the break-even point of the business.
· Break-even point analysis is dependent on the accuracy of the data. If the data used by the business for calculating this point is not accurate in such a situation the break-even point will not provide the accurate figures. The calculation of break-even point varies with the fluctuation of the different costs.
· For the calculation of this point, it is assumed that the selling price of the project will remain constant at every level of production. This assumption ignores the demand, competition, and supply factor of the product. These factors do not remain constant at every time in the market.

Question 2
Management Accounting -  This practice of accounting is used for the purpose of categorizing, examining, interpreting, and communicating the information of the financial to the management for achieving the goal of the organization. The financial as well as non-financial information generated by using this method is used by the managers for better decision making. 
Importance of Management Accounting
· The financial data used by the managers such as graphs, tables, and charts helps the management in effective decision making process related to the various functions of the business.
· Estimated budgets for the business is prepared by using the management information by keeping in mind the various factors that possibly affect the profitability of the project or the business.
· Management accounting also assists the managers by providing them the information related to the staffing. This information is very crucial for the managers so that they can currently analyze the spending required for the business. 
· If the business wants to launch new product in the market, in such a situation the knowledge of the management accounting will be considered very fruitful for the business.  This aspect of accounting provides detailed knowledge about the product and its potential demand in the market.
· Variances are analyzed by the business to determine the efficiency of various projects. When the actual data of the company is compared to its estimation, the difference between the two is termed as variance. Managers take corrective actions by using this information and remove the unrelated expenses.
· One of the important factor for using this information is that this form of accounting helps the business in improving the efficiency of its different departments. All the targets are pre decided by the management and the resources in the business are utilized fully to determine the efficiency.
· The data used by the managers for taking various decisions adds the reliability because there are some specific techniques and tools used for analyzing the various determinants of the operations of the business.
· The profitability of the business enhanced by using the information provided by the management accounting. Various techniques and tools are used by the business for budgetary control as well as for reducing the various unrelated expenses related to the capital expenditure. 
· The main focus of the management by using this information is to provide the better services and experience to the customer at the affordable prices. 

Difference between Management Accounting and Financial Accounting
	Basis
	Management Accounting
	Financial Accounting

	Meaning
	This form of accounting is used by the managers for the purpose of analyzing, interpreting, and communicating the financial as well as non-financial information.
	This branch of accounting calculates the various financial information related to the business that is used by the managers for tracking all the finances of the business.

	Purpose
	The main purpose of preparing this report is to assist the managers in decision making process.
	The report of the financial accounting is used for the purpose of disclosing the financial condition of the company. 

	Users
	Management accounting is used only by the managers for various decision making process.
	The information produced by the financial accounting is used by the internal as well as external parties.

	Report
	The report of the management accounting is not published for the outside users hence the information is more accurate and confidential.
	The financial reports of the company is published for the general public and for the related parties.

	Information
	Monetary as well as non- monetary information is covered under management accounting.
	Information related to only monetary transactions is included by the financial accounting.

	Format
	There is no prescribed format used by the managers for this form of accounting.
	Calculation of financial information is done by using the prescribed format.

	Auditing
	This form of accounting is not maintained for the purpose of auditing. This is prepared voluntary by the company.
	Financial statements are used by the internal as well as external auditors.

	Period
	Management accounting is not prepared for specific purpose. It is prepared by the managers as per their requirements say half yearly, quarterly, and annually.
	Various financial statements are prepared by the company for the specific period. Generally this statements are prepared for one year.

	Standards
	This form of accounting does not based on any predetermined standards because the information generated is used only for the internal purpose.
	Financial reports are prepared on the prescribed rules and standards such as IFRS and GAAP.

	Requirements
	Preparation of this form of accounting is not legally required, it is prepared by the managers voluntary. 
	It is mandatory to prepare the reports of financial accounting.





B
The main objective of management accounting is to assist the managers in effective decision making process by analyzing, interpreting and communicating the monetary as well non-monetary information.	 
Three techniques used by the management accountants for achieving the management accounting is as follows-
Analysis of Margin – This technique is used by the managers for the purpose of maximizing the profit. This tool helps the management in analyzing the additional benefit compared to the additional expenses or cost incurred by the management on the same activity. The factor is helpful in analyzing the potential profit that a company may attract by incurring the additional cost. Analyzing this cost will be helpful for the management when the company wants to add any product line for their business. Analyzing the margin will also benefitted for the company when the company wants to increase the volume of its current production. The main goal of determining this factor is to analyze the additional benefit that a company may attract by incurring the additional cost. When the managers have to choose between two investments in such a situation the business should analyze the estimated costs and the potential benefits these costs will attract. Priority should be given to the option that is attracting more profit. This analysis is also useful when the company wants to add any additional variable cost to its production. From the microeconomics point of view, this analysis also focus on the small changes occurred on the total production. There is also a relation between the opportunity cost and marginal analysis. It means that if the manager has an idea about the opportunity cost for hiring any additional worker in such a situation, the manager will analyze both the option and choose the one that attracts more benefit.
 Capital Budgeting – This is the technique used by the managers to analyze the various information related to the capital expenditure. As per this tool potential inflows and outflows of the different projects are determined. For evaluating the major projects and investments, company use the technique of capital budgeting for determining the potential cash flows in the future. The major methods that are used by the management for calculating the returns are internal rate of return, net present value, and discounted pay-back period. 
· Net Present Value – This method of capital budgeting is used by the management for determinnig the present value of the inflow as well as present value of outflow of the cash. This is used for analyzing the profitability of the particular projects or investments. If the net present value of the project will be positive, it means that the project is attractive and benefited to the company. This method is considered the discounted factor for calculating the net cash inflow.
· Internal Rate of Return – This financial analysis is used by the business to determine the profitability of the potential project or investment. The project will be more attracted when the internal rate of return for that particular project will be higher. This calculation is based on the assumption that the value of the net present value is zero. This tool is useful in determing the best investment between the two or more projects.
Cost Accounting- This form of accounting is the part of managerial accounting that is useful in determing the various costs related to the production. While manufacturing the products the company has to incur various types of costs such as variable cost, fixed cost, and marginal cost. This technique is used by the management for internal decision making process by the management unlike the financial accounting that is used by the external parties associated with the company for various purposes. The total cost of the company is divided in the direct cost, indirect cost, operating cost, and variable cost.
Fixed Cost – The cost of the company that remain constant at every level of output is termed as fixed cost. This cost is incurred by the company whether they are producing any product or not.
Variable Cost – These cost change with change in the level of the output. As the production increases, this cost also increases and vice versa.
Operating Cost – These cost are incurred by the company on its day to day transactions. This cost can be fixed as well as variable.
Direct Cost – This cost is incurred by the business on producing the product. Direct cost is related the direct expenses incurred by the business in manufacturing the product. 
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