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Question 1.

 Walk About Ltd makes and sells product A .The current selling price is £11 and the total of variable costs per unit is £6.The fixed costs of production are £350,000 and the company currently sells 75,000 units.

a) Calculate the break-even point(in units and revenues) of product A for Walk About Ltd.
Break-Even Point in units=Fixed Cost/Contribution per unit

Contribution per Unit = Selling Price – Variable Cost

Contribution per Unit = 11- 6 =5

Break Even Point in units =350,000 / 5 =70,000 units


Break Even Point in Revenue= Fixed Cost / Contribution Ratio
 
Contribution Ratio = Contribution per unit/ Selling Price per unit

Contribution Ratio = 5 /11= 0,45

Break Even Point in Revenue =350,000 / 0,45 =777,777.78




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

Revenue= Selling Price * Total units Sold
 
Revenue = 11*75,000 =825,000

Total Variable Cost = Variable Cost per unit* Total units Sold

Total Variable Cost = 6 * 75,000 = 450,000

Total Contribution = Revenue – Total Variable Cost 

Total Contribution = 825,000 – 450,000 = 375,000
 
Profit = Revenue  - (Total Variable Cost + Fixed Cost )

Profit  = 825,000 – (450,000 + 350,000) =25,000
 
Walk About Ltd made a Profit of  £25,000.




c) The company will make an advertising  campaign costs £10,000 and will improve the product specifications, which will increase the variable cost per unit by £1.Thsi is expected to allow the company to increase  the selling price to  £13 and the sales is expected to be 80,000 units. Calculate the new profit figure for the improved product.

Total Fixed Cost = Fixed Cost + 10,000
Total Fixed Cost = 350,000 + 10,000 = 360,000

Contribution per Unit  = Selling Price -Variable Cost
Contribution per Unit = 13 -7 = 6

Total Contribution= Contribution per Unit * Expected sales year
Total Contribution = 6*80,000 = 480,000


Total Profit = Total Contribution – Total Fixed Cost
Total Profit = 480,000 -360,000 = 120,000

It is a very good choice to invest money in advertising campaign £10,000 because company will make a profit  of £120,000 comparing with the profit they made in previous year that was only 25,000. It is worth to spend money on advertising campaign.
d) Discuss the limitations of Break-Even analysis.
Break-even analysis is connection between cost volume and output at different levels of activity with an attention placed on break even point.
Break Even analysis is very important and useful when a company has to make a decision. But there a list of limitations for example:
1. It is necessary to distinguish between fixed and variable costs.
2. The linearity theory  says that the changing relationship between cost and volume  is linear is a straight line.
3. The cost behaviour is simulated not to change in a period of high and low volume range. (Managerial Accounting for Libraries other Not for Profit Organisation, G. Stevenson Smith, second edition,p.157)

      4.Sales price might have to be reduced in order to win the extra sales and sometimes may marked up to cover increased cost.
      5.Fixed Cost may vary if profit increase or decrease considerably.


Question 2.
a) Discuss the importance of management accounting ,and how it differs from what financial accounting provides.
All type of business require quick and effective decision in order to raise their revenue and competitiveness and this is the reason why Management Accounting is so important. Management accounting helps businesses to analyse all their aspects and to determine further actions. Management Accounting prepare financial data that let managers to make further plans according to information they have.
Talking deeper about the importance of management accounting I can list a number of reasons why is it so important:
1.Implementing relevant cost investigation.
2.Making efficient production decisions.
3.Planning business development prospects.
4.Decision making, budget decision.
5.Is qualified in rational resource utilisation.
 There is some differences between  Management Accounting and Financial Accounting.
Management Accounting is more private, it has a specific focus and is more detailed than financial accounting. 
Also M. accounting  is not regulated ,it has a different frequency and it provide not only financial information but non financial as well.
 Another Difference is that Management  Accounting provides only internal users with relevant information for decision making while Financial Accounting provides external user with financial information.
b)Discuss three techniques by which the management accountant can achieve the objectives of management accounting.
Technique nr1
 Financial Planning 
Financial Planning is aiming to  make decisions in advance regarding financial actions necessary in achieving its objectives. Planning consist of determining long and short term financial purposes of the company. Also Financial  Planning helps to formulate financial policies and develop financial practice to achive the objectives.

Technique nr 2
Analysis of Financial Statements.
The examination of financial statements is a try to understand the importance of the financial statement information data so that the enterprise can make future plans and prospects for future earnings.


Technique nr 3
         Historical Cost Accounting.
         This technique provides past data to managers, this data  is     
connected with describing the cost of all jobs , departments so that managers can make a comparison with the standard costs. These observations related to costs are very useful for managers as they can control the costs for future planning.
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