Accounting Fundamentals

Stanislav Angelov (1919647)

Assessment 2

Lecturer: Dr. Widin Bongasu Sha'ven

In submitting this work, I affirm that my work adheres to the scholarly and intellectual standards of honesty and integrity. I affirm that this work is my work only and that in the preparation of this work I have not consulted any person. I affirm that I have not plagiarised or misrepresented the ideas or language of someone else as my own and that I have fully and accurately attributed any ideas or text of others to the sources and documented each source.
















Question 1

a) Break-even point :

Sales                                                                     £825,000 (75,000x11)
Variable costs             £450,000 (75,000x£6)
Fixed costs                 £350,000
                                                                             (£800,000)
Expected profit                                                     £25,000

Contribution per unit is £11-£6= £5 (Selling price - Variable cost)

Break-even point in units is £350,000/£5= 70,000 units (Fixed cost/Contribution per unit)
Break-even point in revenue £350,000/(£5/£11)= £350,000/0.4545= 770,000 (Fixed cost/Contribution Margin)
Alternative: 70,000x£11= £770,000 (Units x Sale price)

b) Profit made on 75,000 units is £25,000

Sales                                                                      £825,000 (75,000x£11)
Variable costs             £450,000 (75,000x£6)
Fixed costs                  £350,000
   (£800,000)
Expected profit                                                    £25,000

c) Calculate the profit of the improved product:

Sales                                                                     £1,040,000 (80,000x£13)
Variable costs             £560,000 (80,000x£7)
Fixed costs                  £360,000 (£350,000+£10,000)
(£920,000)
Expected profit                                                    £120,000

Contribution per unit is £13-£7= £6 (Selling price - Variable cost)
Break-even point in units is £360,000/£6= 60,000 units Fixed cost/Contribution per unit)
Break-even point in revenue £360,000/(£6/£13)= £360,000/0.4615= £780,000 (Fixed cost/Contribution Margin)
Alternative: 60,000x£13= £780,000 (Units x Sale price)



d)Discussion on the limitations of  break-even analysis: Break-even analysis is mostly based on assumptions for the cost and expenses. The assumption that fixed cost remain the same is also wrong in some cases. The assumption that variable cost moves proportional with the volume of output is also wrong it moves with it but not proportional it has some differences. The selling price is also not always the same it changes depending on some factors such as competitors, market demand and more. It also assumes that the business environment will not change which is not true in many cases. (Pant)



Question 2

a) Discussion about the importance of management accounting and how it differs from what financial accounting provides.
Management accounting provides useful information for internal use in the company and it is not available for the public. It helps the strategic planning and setting up realistic goals in the organisation. The main difference between both of them is the legal actions of the statements for management accounting reports can be created whenever the managers of the organisation need them and there are no rules or system for them they are just for the internal use. Financial accounting reports are created annually and they are highly regulated from the government. (Ross, 2020)

b) Discussion about three techniques by which management accounting can achieve the objectives of management accounting. 
Firstly Margin analysis is one of the best techniques used in management accounting it helps optimizing the production in the organisation and also gives the break-even analysis which also helps managers for setting achievable goals and visions for the future of the company.
Secondly is Capital budgeting it helps to create reasonable decisions about capital expenditures. 
Thirdly Inventory valuation and product costing it helps managers get information about the inventory and product costing of the organisation. The product costing helps managers to determine what is the cost of the product and give them idea on what price it should be so they can achieve profit. (Corporate Finance Institute.)
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