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QUESTION 1 (a)

Contribution per unit = Selling price per unit – Variable costs per unit
[bookmark: _Hlk80882411]Contribution per unit = 11- 6 = 5
Break - even point = Fixed Costs / Contribution per unit   
B.E.P. = 350 000 * 5 = 70 000 units
Revenue = Sales (units x price per unit)
R1 =70 000 units x £11= £770 000 – Break – even sales
R2 = 75 000 units x £11= £825 000 – Currently sales


QUESTION 1 (b)

Profit = (75 000 - 70 000) x 5 = 5 000 x 5 = £25 000

OR
Sales = 75 000 x £11 = £825 000  
Vc = 75 000 x 6 = £450 000
Fc = £350 000
Total cost = Fixed cost + Variable costs
Costs = £800 000
Profit = Revenue or Sales – Total costs
Profit = £825 000 - £800 000 = £25 000

QUESTION 1 (c)

New Selling price = £13
New Variable cost = £6 + £1 = £7
New Fixed costs = £350 000 + £10 000 = £360 000
New Sales volume = 80 000 units
New Contribution per unit = £13 - £7 = £6
New Break – even point = 360 000 * 6 = 60 000 units
Profit = (£80 000 - £60 000) x 6 = 20 000 x 6 = £120 000

OR
Sales = 80 000 x £13 = £1 040 000
Fc = £360 000
Vc = 80 000 x 7 = £560 000
Total cost = Fixed cost + Variable costs
[bookmark: _Hlk80958695]Costs = £360 000 + £560 000 = £920 000
Profit = Revenue or Sales – Total costs
[bookmark: _Hlk80950889]Profit = £1 040 000 - £920 000 = £120 000

QUESTION 1 (d)
Limitations of break-even analysis
The objective of Break-even analysis is to find out the break-even point of sales where the firm will incur no loss and no gain (Atrill and McLaney, 2016). However, the BE analysis has some drawbacks such as it does not predict the demand, accuracy can be ensured only when reliable data is prevalent, ignores competition, and companies with multiple products and pricing might face problems (Jones, 2013).  
1. In break-even analysis, a non-linear relationship exists between quantity and sales price, thus, organisations might have to reduce their selling price to achieve the target sales. Again, it might have to decrease costs to achieve target sales; both of which are hard to accomplish (Lanen, Anderson and Maher, 2013). 
2. Moreover, it is a simple analysis process that assumes a single product and a single price for an organisation. But organisations with multiple products and multiple pricing may find it too simple (Ward and Thomas, 2012).
3. Break-even analysis assumes that all the products are sold out, whereas, in reality, all the manufacturing firms have inventory stock for a certain period and work-in-process inventory which also pertain to some cost.
4. Last but not the least, non-quantitative factors such as business awareness and competition are overlooked in BEP analysis (Atrill and McLaney, 2016). But the new entrant in the industry might impact the product demand or force to change product pricing which will distress the break-even point. 

QUESTION 2 (a)
 Importance of Management Accounting and How It Differs from Financial Accounting
Management accounting is the process of creating management reports and records that provide managers with precise and timely financial and quantitative data to help them make current and long-term decisions (Atrill and McLaney, 2016). It gathers, measures, deconstructs, translates, and conveys data to enable an organisation to achieve its objectives (Shields, 2015). Management accounting is a very useful tool for any business. It is important because it assists in making informed decisions on critical issues such as product evaluation, launching new products, and staffing, etc. Management accounting provides all the financial and business-critical information that aids in determining which goods are lucrative, which aren't, and how to correct the situation (McLaney and Atrill, 2016). It can give useful indicators for determining the profitability of a single product. Also, It can assist in determining the pricing and quantity of a product to achieve the desired profit. Lastly, it assists staffing activities by making the appropriate wage selection for the employees of a business (Jones, 2013). 
Although management accounting and financial accounting are often used interchangeably that is not correct at all. Some fundamental differences make these two quite different. 

	Management Accounting
	Financial Accounting

	The main purpose of management accounting is to aid management in decision-making by providing necessary information.
	The main purpose of financial accounting is to disclose the financial results, conditions, and reports to the respective parties.  

	The information produced by management accounting is used internally.
	The information produced by financial accounting is used by external parties such as shareholders and lenders. 

	It generally focuses more on the present and forecasts the future
	It focuses more on financial history and reports the past quarter or year.

	It is not bound to maintain various principles or legal requirements.
	It is bound to follow prescribed standards like GAAP/IFRS etc. 

	It provides company goal-driven information 
	It provides monetary and verifiable information



Table 1: Some fundamental differences (Weil, Schipper and Francis, 2013)




QUESTION 2 (b)
Techniques by which the management accountant can use to attain the aims
Management accounting has to perform varied organisational objectives such as cost control, planning, budgeting, performance measurement etc. to drive the organisation to sustainable success (Atrill and McLaney, 2016). For accomplishing these objectives, management accounting uses varied techniques such as budgeting, break-even analysis, and capital investment appraisal which are demonstrated here. 
[bookmark: _Hlk80966921]Break-even analysis: Break-even analysis determines the point of sales where total revenue and total cost are equal and there is no gain or loss. Thus, this process involves the calculation of the margin of safety for an organisation based on collected revenues and associated expenses (Jones, 2013). In short, BE analyses defines how many sales needs to happen to pay the cost of business operation. The breakeven points of a business can be intended by dividing the total fixed cost by per-unit sales price less variable production cost (contribution margin). Fixed cost is those which remain same for changing units of output (Lanen, Anderson and Maher, 2013). For example, the fixed costs are $20,000. Product price per unit is $60 and variable cost per unit is $20, meaning contribution margin of $40. Then the break-even point is 500 units; $20,000 divided by $40.
Budgeting: Budgeting is another technique that aids in planning and control and is based on some estimates and standards. Budgeting is a financial plan that includes both non-monetary and monetary information (Ward and Thomas, 2012). The projection of revenue and expense is the key feature of budgeting. Budgeting can be based on flexible budgeting, zero-based budgeting, incremental budget, standard budget etc. In management accounting sales budget, material budget, labour budget, production budget, cash budget, and Capital Expenditure Budget are widely used. Budget is the most used tool for monetary control that review spending and ensures that the organisation does not exceed their budgeted spending. Budgets can be monthly, quarterly, half-yearly, or yearly.
Capital investment appraisal: Capital budgeting or Capital investment appraisal is a planning tool for organisations that facilitates the firms’ long and short-term investment projects (Jones, 2013). The factors of capital budgeting are determined from the requirement of decision-makers and stakeholders. This is a method of fundamental analysis of a firm that shows the business whether it has long term potential. The most common investment appraisal methods are accounting rate of return, payback, internal rate of return (IRR), the discounted cash flow methods of net present value (NPV) (Lanen, Anderson and Maher, 2013). The first two method does not consider the time value of money however the later two considers. NPV and IRR are the most used techniques for capital budgeting where NPV finds out the net present value of a project and IRR determines the rate of return. Then they analyse whether the project is good for investor needs to be abandoned. 
Marginal Analysis: Marginal analysis, a fundamental and essential technique of management accounting, is primarily concerned with evaluating profits against different costs and expenses (Lanes, Anderson and Maher, 2013). The marginal analysis makes management accountants balancing the costs and benefits of additional actions, for example, whether it needs producing more or using more, etc. Management accountants can determine the break-even point by using this technique which therefore will enable knowing the contribution margin of the sales mix (Weil, Schipper and Francis, 2013). This helps to determine the selling price of a product which is required to achieve the expected profit also. Moreover, this enables forecasting costs and profits as a result of the volume change (Jones, 2013). It helps to make the comparison of profitability with the competitors and increasing the competitive advantage strategically. 
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