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Question 1 – Solutions
Product the Sandals – selling price £5.75. 
The following details are per unit:
	[bookmark: _Hlk50292061]Direct Labour
	£1.35

	Direct Materials
	£1.75

	Other Direct costs
	£0.40

	Variable cost
	£3.50

	Fixed cost £180,000/90,000
	£2.00

	Cost of unit
	£5.50

	Selling price
	£5.75



a) BEP Break-even Point = Fixed cost / CM Ratio
Contribution Margin Ratio per unit can be calculated if from Selling price subtract the variable cost and then the result should be divided to selling price = (5.75 – 3.50) / £5.75 = £2.25/5.75 = 0.39 per pound
Then BEP = £180,000/0.39 = £461,538.46 – This is the amount of sales revenue we need to have in order to break-even. So, as we have sale of 90,000 x £5.75 = £517,500, that means that everything over 461,538.46 will be profit.
To find the break-even point in units we must divide break even amount to selling price. BEP in units = £461,538.46 / £5.75 = 80,267.56 units to sell so that we make a break-even. 
b) Profit = Revenue £517,500 – Break-even point 461,538.46 = £55,961.54
c) The Solent Ltd intend to do improvements, which will make the following changes:
Fixed cost – 180,000 + £12,500 = £192,500
Units sold increased by 5% = 90,000 x 0.05 = 4,500
Units to be sold = 90,000 + 4,500 = 94,500
	Direct Labour
	£1.35 + £0.05
	£1.40

	Direct Materials
	£1.75+ £0.15
	£1.90

	Other Direct costs
	£0.40
	£0.40

	Variable cost
	£3.50
	£3.70

	Fixed cost £192,500/94,500
	£2.037 
	£2.04

	Cost of unit
	£5.50
	£5.74

	Selling price
	£5.75
	£6.00



BEP = Fixed cost / CM Ratio
Contribution Margin Ratio will be £6.00 – 3.70/£6.00 = £2.30/£6.00 = 0.38 per pound
[bookmark: _Hlk50288194]BEP = £192,500/0.38 = £506,578.95
If they make a break-even at £506,578.95 divided by the selling price £6.00 = 84,429.825 units to sell to make a break-even. 
In this case the Profit = 567,000 – £506,578.95 = £60421.05 
Comparing the profit between a) and b), the idea to do advertising will bring more profit, so the development makes sense, but some limitations of the break-even should be taken into consideration. 
[bookmark: _Hlk50295127]d) The break-even analysis are showing how long will it takes before the start-up can reach profitability, which will be in revenue – how much revenue should be reached before start making profit or the units that must be produced and sole before the start-up start making profit. 
The limitations could be:
Unrealistic assumptions if the products are not sold.
Sales could differ from the output.
Variable cost could change.
Businesses that have more than one output will not get very realistic information.






Question 2

a) The purpose of the management accounting is to assist management in the process of planning, control and decision-making. Managers will need these figures if they need to make decision for example, for a long-term investment. Also, they need this information when need to increase the operational efficiency of the company. Management accounting is different from the financial accounting, which is more detailed, due to the fact that it is prepared for financial statements based on which to make tax calculations.


b) The managing accountant needs to prepare financial and statistical information, which help managers to do a day to day decisions. That includes reports about company’s available cash, sales revenues as per the period it is required for, the state of the company’s account payable and or receivable, etc. The statement of financial position is statement that is prepared for the managers mostly. It can be prepared for a period of time different from the Trial balance and the income statements.
Most of the information needed for the Statement of Financial Position can be taken from the Trial balance of the company, adjusted to the date to which the Statement of Financial Position is required.
[bookmark: _GoBack]
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QUESTION1
Solent Ltd makes 3 produst calld the Sandsls. The company's diractors blisve
thatthe product i not s profitable 2 it could be. A present the seling price of
the Sandale i £5.75 and i incurs the fllowing varizble costs:

Disect Matriss

‘The fixed costs of production aa £180,000 sad the company curreaty sels
90,000 wits

Regquired:

(2) Caleulate thebreak-even point (in wnts nd revenues) ofthe Sandals for
Solent Led

%) Caleulate the profit made on sales of 90,000 i

(€) The company dacides to improve the product It asimatesthat 2.
advartising campign o promote the new improved Sandals will sost £12,500.
Tmproving quality will add 15p per unit o materialcosts and Sp per unit
Iabous costs, However, dhey beleve this will sllns them to ncrease selling
price by 25p and incraase sales by 5%. Caleulate the new profit igure orthe
improved Sandals.

(@ Discuss the limitstions of bresk-sven analyss

QUESTION 2
One ofthe objectives of managament accountng i to 2sist mansgement i the
process of planaing, contol and decision-making

Required

(@) Critcally discuss why management accouting i necessary,given that most
businesses have t prepare fnsseial accouts in sccordance with th L.

(9) Critieally discuss the achniques by which the management accountant czn
achieve the above objectives.




