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Question: 01
Requirement-A:
The given information for Product A is
Selling price per unit= £11
Variable cost per unit= £6
Total Fixed Cost = £350000
 
The formula for Break-Even Point in unit is
Break-Even Point in Unit= 
Thus, the Break-even point in unit for Product A is
Break-even point in unit=  = 70000 units
 
The formula for Break-Even Point in revenue is
Break-Even Point in revenue = 
Where, Contribution margin ratio=
 
So, Contribution margin ratio for Product A =  = 45.46%
 
Thus, Break-even point in revenue for Product A =  = £770000
 
Requirement: B
Profit made on sales of 75000 units is:
	Particulars
	Amount

	Sales Revenue (75000 units * £11 per unit)
	£825000

	Less: Total Variable Cost (75000 units * £6 per unit)
	£450000

	Contribution Margin
	£375000

	Less: Total Fixed Cost
	£350000

	Net Profit for Product A
	£25000


 


Requirement: C 
Revised Profit for Improved Product:
	Particulars
	Amount

	Sales Revenue (80000 units * £13 per unit)
	£1040000

	Less: Total Variable Cost (80000 units * £7 per unit)
	£560000

	Contribution Margin 
	£480000

	Less: Total Fixed Cost 
	£360000

	Net Profit for Product A
	£120000


 
 
Requirement: D
Though Break-even point is a widely used tool is assessing profitability of a product, it has been widely criticized in the recent years due to the following limitations:
· An important limitation of Break-even analysis is that it does not only helps to predict volatility in demand of product as it only helps to assess how many units is required to be sold off to cover all both fixed and variable cost associated with manufacturing process of a product. 
· Breakeven point is also criticized in the recent years due to its inherent faulty and unrealistic assumptions. For example, Breakeven point assumes that all the manufacturing cost can be divided into fixed cost and variable cost but in reality, it becomes very difficult in separating cost into fixed costs and variable cost. Similarly, it also assumes that fixed is a period which does not vary with production level for a specific period but in reality, fixed costs tend to change after a certain production level. Break-even analysis also assumes that selling price per unit of a product does not change for a specific period of time which seems to be an invalid assumption as the selling price of a product is strongly influenced by several micro-economic and macro-economic business factors. These inherent faulty assumptions of breakeven analysis sometimes result in unreliable and accurate estimation of profitability for the business firms. 
· Breakeven analysis does not consider the competition prevalent in the industry. The entry of new business firms may result in declining demand, sales revenue and profitability for the business firms. 
· Break even analysis does not take into account the amount of capital invested in the firm in assessing the pricing strategy and profitability of the business firms. 
 
 
Question:02
Requirement-A
Management accounting refers to the distinctive branch of accounting literature which helps to identify, process, manage, analyse, interpret and disseminate the necessary accounting information to the managers and employees of a business firm for the purpose of making quality business decisions as well as to improve the effectiveness and efficiency of daily business operation of an organization. The importance of management accounting is discussed below:
· Management accounting helps the managers in financial planning of the business organization by ensuring the availability of all necessary accounting information to the managers.
· Management accounting helps to improve the quality of decision making of the business organization. Management accounting identifies, collects, process, analyse and interpret the necessary financial information in different forms of charts, tables and graphs which helps the managers to get clear and enhanced insight about different operational and functional aspects of the business which in turn helps them to make informed and quality decisions for the business at the right time.
· The different tools and techniques of management accounting helps the management in assessing the periodical performance of the business firms. For example, Cost Volume Profit analysis helps the management in assessing the changes in selling price, sales volume, fixed cost and variable cost on the profitability of the business. Similarly, Variance analysis helps the business organization to measure the current business performance with the pre-established benchmark performance, thus enabling the management in improving the organizational performance. 
 
The difference between management accounting and financial accounting is discussed below:
	Key topic
	Management Accounting
	Financial Accounting

	Purpose
	The purpose of management accounting is to disseminate financial information to the managers to assist them in decision making and to improve the efficiency of the business
	The purpose of financial accounting is to communicate the periodical financial performance and financial position of the business with all interested users of accounting information.

	Users
	The information disseminated through different operational reports prepared by management accounting are internal users or management of the business organization
	The information disseminated through financial statements prepared by financial accounting are both internal and external parties of the business organization

	Reporting focus
	Management accounting is focused towards to the preparation internal operational reports such as performance reports, budget reports which are distributed among the internal users or management of the firm
	Financial Accounting is concerned with preparation of financial statements which are distributed to both internal and external users of accounting information of the business firms

	Accounting Standards
	Management accounting does not have to comply with any accounting standards in preparing different operation reports for the firm
	Financial accounting has to comply with different accounting standards such as GAAP, IAS in preparing the financial statement of the business.

	Time frame
	Different management accounting reports are prepared for different time frame which is in accordance with the demand and need of the management of business organizations.
	Financial statements are usually prepared at the end of periodical accounting period which usually tends to be one year.

	Publishing
	Management accounting reports are neither required to be audited nor published by the business
	Financial Accounting reports are required to be audited and published by the business firms at the end of the periodical accounting period.


 
 
Requirement: B
three techniques by which the management accountant can achieve the objectives of management accounting are discussed below:
· Marginal analysis:
The use of marginal analysis will help the management in assessing the incremental profit or any benefit received by the business organization with the increased production or distribution of products of a business. An important tool of marginal analysis is the Cost volume profit analysis. The use of cost volume profit analysis will not only to help the management to determine the breakeven point associated with the product that is, number of products required to be sold to cover all the manufacturing cost but also helps the business in assessing the assessing the changes in selling price, sales volume, fixed cost and variable cost on the profitability of the business. 
· Constraint Analysis:
The application of constraint analysis will help the management in identifying the constraints or weakness of the business organization which is limiting the capability of the business organization in the optimal use of the limited economic resource. Standard costing is an important form of constraint analysis in management accounting which helps the management in identifying and removing the bottlenecks in the production process of the business organization for the purpose of improving operational efficiency and profitability of the business organization. 
 
· Capital budgeting analysis:
The application of capital budgeting analysis helps the management in ensuring the optimal use of long-term capital of the business to promote sustainable development of the business organization in this competitive business environment. The use of different capital budgeting tools such as net present value, Internal rate of return, payback period is helping the management in the appraisal and selection of appropriate investment projects which is improving the shareholders of the business firms.
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