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Running a business in this complex world is becoming more and more challenging day by day. To make sure the business is in check, management accounting aids owners to take informed decisions by recording, analyzing, and providing all the economic information. Among all the tools used by management accounting, break even analysis is perhaps one of the most important tools that provides the required sales volume or unit to make a profit.    
Question 1
(a) Calculation of break-even point in Units and Revenues of Product A
Given:
Selling price per unit=£11
Variable costs per unit=£6
Fixed cost=£350,000
So, 
			Total Fixed Cost
The Break-Even Point in Units=   
					Selling Price Per Unit - Variable Cost Per Unit

				£350,000
 =   
								£11-£6

				£350,000
 =   
								     £5
 =            70,000 units
								

Total Fixed Cost
The Break-Even Point in Revenues =   
(Selling Price Per Unit - Variable Cost Per Unit)/Selling Price Per unit

				£350,000
           =   
								£11-£6/£11

				£350,000
 =   
								     £5/£11
				£350,000
 =   
								.454545
 =          £770,000
								

(b) Profit Made on 75,000 Units
Profit = Selling Price Per Unit - Variable Cost Per Unit * Sales Quantity - Fixed Expenses 
Profit = (£11-£6) * 75,000 - £350,000
Profit = (£5) * 75000 - £350,000
Profit = £375,000 - £350,000
Profit = £25,000


(c) Calculation of new profit figure
Given
New Selling price per unit=£13
New Variable costs per unit=£7
Advertising Campaign Cost= £10,000 
New number of units sold=80000
New Fixed cost=£350,000+£10,000=£360,000
So, the New Profit Figure,
Profit = Selling Price Per Unit - Variable Cost Per Unit * Sales Quantity - Fixed Expenses 
Profit = (£13-£7) * 80,000 - £360,000
Profit = (£6) * 80,000 - £360,000
Profit = £480,000 - £360,000
Profit = £120,000

(d) Limitations of break-even analysis 
Break-even analysis is a great tool to examine and determine the amount of sales or units of sales to be made to make a profit. This technique is widely used by business around the world, however, it has some flaws. These are discussed below:
1. The most often heard criticism about the break-even analysis is that it does not take into account the market condition when determining the break-even point. Market conditions include demand, supply and other market factors. The demand of the particular product will not always be the same and may be affected by other factors which can cancel out the result of break-even analysis. 
2. Break-even analysis is straightforward and simple which is not the case for most businesses right now (Horngren et al., 2005). Not all businesses run with a single product and thus break-even analysis cannot predict the amount of sales or units of sales required. 
3. The success and accuracy of break-even hinges on the quality of the data. If the data is not correct or the calculation is wrong the analysis will go wrong and will predict an incorrect amount. As the market data changes regularly, it is hard to analyse accurately the break-even point of sales. 
4. The open market is free and anyone can enter a market at any time and disrupt the market completely. However, the break-even analysis assumes that there will be no competition in the market and the selling price will remain the same (Kaplan, 1984). It is a major flaw as in most of the markets the price is determined by the competition and then the fixed price assumption becomes a weak point in break-even analysis. 
QUESTION 2
(a)
Though both subjects have accounting in common, Management accounting is a distinct form of accounting that caters the managers with useful financial information to take better informed decisions and do other managerial tasks (Horngren et al., 2005). The importance of managerial accounting and its difference from financial accounting are discussed below:
Importance of Management Accounting
Accurate decision making: Managers in any business have to take various decisions all the time and the basis of any good decision is the accurate information. Management Accounting provides all the necessary financial data in a simple table, chart or graph that help management to take any decision regarding any project or business accurately. 
Aids formulating future plans: Management Accounting ensures regular flow of all the financial data to the management that helps the managers to know in detail about the financial health of the business (Horngren et al., 2005). With this data managers can predict the future events and decide the future moves. 
Performance Measurement: To get the best out of any project or team it is necessary to measure the performance on a regular basis. Management Accounting uses a host of techniques to measure the performance of the business (Bromwich and Bhimani, 2005). Variance analysis uses a predetermined standard to compare the current result and measure the performance of the business. 
Boost in efficiency: Management Accounting provides all the required information to managers which managers use to stop any waste of resources. Moreover, the measurement of performance also allows the managers to take necessary steps to increase the overall efficiency in the business. 
Differences of Management Accounting from Financial Accounting 
The differences between Management Accounting and Financial Accounting are as follow:
	Management Accounting
	Financial Accounting

	The purpose of Management Accounting is to provide financial and non-financial data to help managers take better decisions. 
	The purpose of financial accounting is to inform different stakeholders about the financial situation of the business

	The users of Management Accounting are mainly internal managers 
	The users of financial accounting are different external bodies such as government, shareholders, banks, etc.

	This is not compulsory for any business
	As per the law every business must have proper financial accounting records

	As it is not compulsory there is no regulatory guidelines  
	It is regulated by different bodies such as GAAP, IFRS, IAS

	Management Accounting provides data to help taking decisions and forecast future
	Financial accounting aims at keeping all the present and past transactions



(b) Three techniques used by management accounts to achieve objectives of management accounting 
Management accounting aims to provide insightful data to the managers to make informed decisions and to do that management accountants use different tools and techniques. Among all these techniques, three techniques are discussed below:
1. Margin Analysis: The most used technique of management accounting is the margin analysis that analyses the gap between the revenue and expense resulting from any optimization process. It is used by both small scale and large-scale businesses to optimize the resources to get the best out of the product line (Ahrens and Chapman, 2007). To determine the optimum amount of sales and unit of products of any product line to determine the balanced product mix, break-even analysis is performed. Margin analysis therefore helps business to determine where to make any adjustments to get the desired profit. 
2. Constraint Analysis: One of the main reasons behind the inefficiencies in any business process is the bottlenecks that lie within. It is important for managers to be aware of the bottlenecks so that they can take actions to optimize the process (Burns and Vaivio, 2001). Management accountants use constraint analysis to locate these bottlenecks, the reason behind the bottlenecks and the resulting influences on the business. 
3. Capital Budgeting: Whenever a new project is considered or an investment proposal arrives, it is the duty of the management accountants to identify whether to go for it or not (Bromwich and Bhimani, 2005). These kinds of capital expenditure require prudent decision making to avoid huge loss and to make a profit. Management accountants use techniques such as Internal Rate of Return (IRR) and Net Present Value (NPV) to make decisions on these types of expenditures. 
Management accounting serves the managers with important information to make informed decisions, make effective plans and control the business effectively which results in increased efficiency and business success. 
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