



LOCATION: LONDON					LLEOLIAD: LLUNDAIN
LEVEL 4		LEFEL 4
EXAMINATION PERIODC				YFNOD ARHOLIADAU
JUNE 2021 TERM	MEHEFIN 2021 TYMOR

MODULE CODE: LCBB4001
COD Y MODWL: LCBB4001
ACCOUNTING FUNDAMENTALS

TIME: 9:00AM TO 4:00PM

Name:			Razvan Stelian Badu
Student ID:		2030772
Date & Time: 	27/08/2021 & 13:30




Solution 1:
Breakeven point is the point of sales where the business will be in position of no profits & no losses. This is minimum level of activity which should be achieved to avoid the losses. 
(a) Breakeven point:
This can be computed as:
	BEP (units)
	Fixed cost

	 
	Contribution per unit
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	70000 units

	 
	 

	BEP (amount)
	Fixed cost

	 
	PV ratio
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	45.45%

	 
	 

	 
	770077



Computation of PV ratio:
	PV ratio
	Contribution

	 
	Sales

	 
	 

	 
	5

	 
	11

	 
	 

	 
	45.45



(b) Profits on sales of 75000 units:
The contribution per unit is £5 and thus, the contribution on sales of 75000 units will be £375000
Now, the fixed cost is £350000. Thus, the profits will be £25000. 
(c) Profits under the new product:
	Details
	Numbers

	Selling price
	13

	Variable cost
	7

	Contribution
	6

	Sales
	80000 units

	Total contribution
	480000

	Fixed cost
	360000

	Profits
	120000



(d) Limitation of break even analysis:
The break even model allows the management to be aware of the minimum revenue & unit’s numbers which are required at minimum to save the business from losses. However, the same is with some of limitations is as below:
· Break point considers that the price & cost of the products will remain constant over the planning period which is not true always. The business has to change the price of product basis the market conditions & the cost also differs over time. In such case, the BEP numbers computed above will not be applicable.
· With the increase in production, the bargain power of firm increases which might decrease the variable cost in the business.  Breakeven point fails to consider the same and considers & assumes constant per unit variable cost at all level of production. 
· Break even considers the variable & fixed cost to compute the break-even point. However, it is always not possible to classify all cost under fixed or variable. There are certain cost like supervisor cost which are semi variable in nature and thus, could not be classified as fixed or variable. 
· The break even model also assumes that the company is either making one single product or the product mix will remain constant does not holds true. Each of the company is selling multiple products in the market and the mix differs basis the market demand & business plans. 
Thus, breakeven point has some of the practical limitations. However, the method is still strong enough to provide the results to the business and allow effective planning by the management. 
Solution 2:
(a) Managerial Accounting:
Managerial accounting is the process where the information is identified, measured, analyzed, interpreted and then is finally communicated to the managers to allow them to get best possible decisions for the business.
The management accounting is more forward looking approach where the managerial accountants analyze the internal & external environment for taking the decisions for the business. The managerial accounting aims at the best possible utilization of the organizational resources. 
This is the tool which allows efficient decision making by the business. The managers are playing an important role to plan the business operations by using the techniques like budgeting & controlling the business operations through the variance analysis & other tools. Thus, management accounting is to decide what should be done, how the same will be done, ensuring that the task is done is most effective manner creating the value for the stakeholders. 
Difference in financial & management accounting:
Management & financial accounting are two separate set of accounting with the different purposes & methods. The same can be tabled as below:
	
	Management accounting
	Financial accounting

	Meaning
	This means to plan for the business & to make available the resources which are required to get the things done in most efficient manner.
	This means to record the business financial transactions in line with the set standards by the authority or the management. 

	Aim
	The aim here is to aid in decision making for the business
	The aid here is to prepare the financial records & financial statements as per the requirements.

	Method
	The management accounting is more flexible & same is done basis the needs & situations
	Financial accounting is more rigid. This has to be done as per defined regulations to present a uniform picture

	Forward or backward
	Management accounting is concentrated upon future, takes decisions for future
	Financial accounting records what has actually happened. This is to record all the financial transactions. Thus, looks backward. 

	Science or Art
	Management accounting is more like art where one is predicting the future basis some of standard as well as nonstandard methods
	Financial accounting is more of formula & method based working. Thus, is more of Science where a particular transaction is to be recorded in particular method only.



Thus,  management accounting is much different from the financial accounting. The financial accounting is related only to record the transactions which have already happened while the management accounting is planning of such transactions & to plan those how such activities will be most profit making for the business. 
(b) Techniques in management accounting:
The ultimate aim of the management accounting is to add value to the business. Under the management accounting, the managers are evaluating the different proposals which help to select the best possible alternative for the business. There are different techniques used by the management accountants in the process. Some of these are:
Forecasting & Trend analysis: Management accounting is to look into the future and thus, the management accountants are always concerned with the trends in business as well as in industry. They are considering the different environmental factors & basis the same they forecast for the business. Budgeting is an important part of the business planning where the managerial accountants are considering the future market conditions & deciding the sales numbers. Also, basis the current market conditions, they are selecting how the inputs will be procured and what will be the most cost effective method to procure them. Thus, forecasting & trend analysis is important part of managerial accounting allowing effective planning for business. 
Capital Budgeting: Capital expenses are always the high value transactions & thus, it is especially important that these decisions are taken with special care. Management accounting has various methods from net present value, internal rate of return, accounting rate of return & payback period which allows effective decision making by the managers. All of these methods are aimed at getting the project which suites best to the business objectives & increasing value in the business. 
Capital budgeting methods allows for flexibility of decisions based on the management needs. Like, the payback period method allows to select the method which returns the money at the earliest while the method of Net present value allows to select the project which has the highest present value benefit irrespective of the time of inflow of the cash. Thus, the methods are used by the management basis their requirement & the selection of best possible alternative are made considering the same.
Constraint analysis: This is another method where the management accountants plan for the best utilization of constraint or limited available resource in business. With increased demand of input resources in business, it has become hard for the business to get all the resources & often time, the management is not able to collect all the required resources they require & in complete quantities. In such cases, the management accountant has to plan for the best possible use of such limited resource in business so as maximum profitability can be generated in the business. The contribution concept plays an important role there. Along with the requirement of profitability, the management accountants also considers the long term impacts of such decisions in overall market share as well as overall profitability.
Thus, management accounting aims to maximize the business profitability & to allow the management to take the decisions which adds value to the business. There are several techniques under the management accounting from forecasting future trends, capital budgeting for high value expenses and contain analysis which allows to generate highest returns with limited resource viability. 


