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Question 1 
Walk About Ltd
Current selling price = £11
Variable costs per unit = £6
Fixed costs of production = £350,000
Units sold by the company = 75,000

Solution
a) To calculate break-even point in units and revenue.

· BEP= =  = 70,000 units

This is the amount of units that need to be sold to cover all costs. Considering it as a zero line anything above it will be a profit.

· Contribution per unit = Current selling price – Variable costs per unit 
= 11-6 = £5
             This is the excess amount of sales revenue over variable costs.

· BEP revenue = BEP units x Current selling price = 70,000 x 11 = £770,000
             The amount of money needed from sales to cover all costs. It is correlated to BEP 
             units.

b) Calculate the profit made on sales of 75,000 units.

75,000 x 5 = 375,000 – 350,000 = £25,000

This is the clean profit, which is left after removing all costs.







c) Calculate the new profit figure for the improved product.

· Advertising campaign = £10,000 
Needs to be added to the fixed costs total as it is a specified and clear expense that affects the business. 
· Increase the variable cost per unit by £1
· Increase selling price to £13
Increasing in the price could cause decrease in purchases on the market by itself. These possible losses will be covered from the advertisement campaign combined with the product specifications to reach a wider audience. It is also a necessity as not only a compensation to the increased variable costs but also to increase the new period’s profit. 
· Expected sales are 80,000 units.
The expected increase in sales partially ensures that after increasing the sales price the business would still finish the period with profit. 
	Advertising campaign
	10,000 + 350,000 = 360,000

	Revised variable costs
	6 + 1 = 7

	Revised selling price
	£13

	Revised sales 
	80,000 units

	Revised contribution 
	13 – 7 = 6

	Total contribution 
	6 x 80,000 = 480,000

	New profit
	480,000 – 360,000 = 120,000



                         Calculations show that the new product’s improvements and business strategy            should result in around £95,000 increase in the company’s clean profit. 
d) Discuss the limitations of break-even analysis.

Break-even analysis should not be seen as a decision breaker but more as a planning tool that provides estimates. Even though the calculations are correct and give clear figures in real life its source information can rarely be certain enough. 
Most businesses sell more than one product which makes BE analysis harder to calculate. Fixed costs stay fixed only for a certain amount of time and this method assumes that variable costs change steadily with the activity. The variable costs can change unexpectedly with the change of activity and can also be affected from unaccounted factors.


Question 2 Solutions 

a) Discuss the importance of management accounting, and how it differs from what financial accounting provides.

Management accounting, as a part of every business, tries to apply the principles of accounting and financial management in organizations. Its goal is to create, develop, protect and increase the value of a business, or an organization and its businesses, to the stakeholders. Manly connected with forward thinking it involves:
- planning all future moves, strategies and goals of a business; 
- inserting or improving control and guidelines in order to better the efficiency in all areas where is needed;
- helping the decision making by using past and current data to provide future estimates and analysis.
It is necessary for every business as it is an essential part of a proper management process.

Difference between management and financial accounting.
	Financial accounting
	Management accounting

	For external users 
	For internal users 

	Fixed ways of preparation
	Not a specific way of preparation 

	There are specific periods for preparation
	Can be done whenever  it is needed

	Monitored by auditors for correctness towards its public 
	Not monitored in such way. As it is for internal use mistakes would affect all stockholders. 




    
b) Three techniques by which the management accountant can achieve the objectives of management accounting. Payback period, NPV.
1. Payback period – it is used to determine the length of time which takes for an initial investment to be repaid. It is also easy to calculate and understand. It doesn’t take into account the timing within that payback period but it is accurate so it can be useful to in the early stages to decide whether or not to go through with an investment.
2. [bookmark: _GoBack]Net present value takes into account all cash flows (and their timing) over the life of the project and makes allowance for the time value of money. Even if there is difficulty with it the results help on deciding whether to except or reject a project.   

