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[bookmark: _Toc69740207]Question 1
[bookmark: _Toc69740208](a) Calculation of break-even point in units and revenue
In accounting, break-even (BEP) is calculated by dividing production’s fixed cost by price per unit minus variable cost associated with production. Break-even point signifies the situation in which an organisation either has profit nor loss. Walk about Ltd sells product A. the company has £350,000 fixed production cost, £11 selling price, £6 variable cost per unit and current sales i.e. 75,000 units.  So, calculation of break-even point in units and revenue has been made for Walk About Ltd.
Break-even point in units = “fixed cost/(sale price each unit -variable cost each unit)” 
Therefore, BEP in units for Walk About Ltd is “£350,000 / (£11-£6) i.e. 70000 units
Break-even point in revenue = “(Fixed cost*sales)/ (sales -variable cost)”
Therefore, Fixed cost*sales is £350,000 * £11 which is £3850000 
Also, sales -variable cost is £11-£6 i.e. £5
So, break-even point in revenue is £3850000 /£5 i.e. £770000
Hence, break-even point in units for Walk about Ltd is 70000 units and breakeven point in revenue for Walk about Ltd is £770000. 
[bookmark: _Toc69740209](b) Calculation of profit
Profit is the desired amount of income for an organisation. According to Widarti and Pramajaya (2018), generation of higher amount profit indicates higher viability of ventures in industry. In case of Walk About Ltd, analysis of profit has been made for sale of 75000 units. 
Current selling price is £11
Sales unit is 75000
Fixed costs of production is £350,000
Variable costs per unit is £6
Therefore, profit is “(sale unit *sale price)-((sales unit *variable cost per unit)+fixed cost)
So, in case of Walk About Ltd (sale unit i.e. 75000 *sale price i.e. £11) - ((sales unit i.e. 75000 *variable cost per unit i.e. £6) + fixed cost i.e. £350,000)
Thus, profit of Walk About Ltd is (75000*£11) - ((75000*£6)+(£350,000)) which is £825000 -(£450000  £350000) i.e. £25000. So, the profit of Walk About Ltd from the sale of 75000 units is £25000. 
[bookmark: _Toc69740210](c) Calculation of new profit figure
As per new strategy of Walk About Ltd, an advertisement campaign would be conducted in £10,000 for improving product specification. It tends to increase variable cost by £1 for each unit. Also, selling price would increase £13 and sales unit would increase by 80,000. Thus, profit of Walk About Ltd would also rise as per new strategy.
New sale price = £13 
New variable cost £6 + £1 that is £7
Fixed cost remains the sale which is £350,000	
New sale unit = 80000
Cost of advertisement = £10,000
Therefore, new profit = (sale unit* sale price)- ((sales unit *variable cost per unit) +(fixed cost and advertisement cost)
So, in case of Walk About Ltd (sale unit i.e. 80000 * sale price i.e. £13) - ((sales unit i.e. 80000 * variable cost per unit i.e. £7) + (fixed cost i.e. £350,000 + £10,000)
Thus, new profit of Walk About Ltd is (80000*£13) - ((80000*£7) + (£350,000 + £10,000)) which is £1040000- (£560000 + £350000 + £10,000) i.e. £120000. So, the new profit of Walk About Ltd from advertising campaign is £25000. 
[bookmark: _Toc69740211](d) Limitations of break-even analysis
Break-even analysis acts as a useful approach for understanding minimum profitability and revenue required by an organisation. Both fixed and variable cost associated with production were used for assessing break even in units and sales (Sintha, 2020). However, unrealistic assumptions associated with break-even method act as limitation of this model. 
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(Source: Sintha, 2020)
· BEP aids planning of an organisation but it is not relevant as decision making tool. It includes assumption that organizations have signal line of production. But, a company might have more than one or multiple production lines. This assumption acts as limitation of this model.
· The model includes prediction of sales as per current cost structure and sale unity. However, forecasting financial data of business can be changed according to changes in business environment.
· The model does not account for competitors' impact on sales or profit. Also, the tool is biased towards short-term operations and projects (Sintha, 2020). BEP includes constancy in cost which implies static situation. Thus, the model is not suitable for dynamic business situations. 


[bookmark: _Toc69740212]Question 2
[bookmark: _Toc69740213](a) Importance of management accounting and its difference from financial accounting
Management accounting (MA) is provision of accounting information which is used by managers for supporting the decision making process of organisation. MA aids into management control measures and performance analysis measures of business’s managers (Rikhardsson and Yigitbasioglu, 2018). Importance of MA are discussed as under:
Financing planning: MA allows managers to use financial data of past years for making financial plans for future operations. Also, it helps in setting future goals for business in terms of revenue and profit. 
Assisting decision making: MA assists managers in decision making process as it helps in developing manager reports and statements. These reports signifies current performance of business. 
Measuring performance: Data provided by MA reports are used for measuring business performance. For instance, data on inventory management, sale revenue, costing system and pricing system can be found by MA. 
Enhancing business viability: Organisations have key goal of raising profitability, enhancing customer satisfaction and maintaining efficient performance (Ruiz and Collazzo, 2020). Data generated from MA helps in achieving such goals and enhancing business viability. 
Management accounting (MA) is different from financial accounting (FA) as FA is collection of accounting data which is used for developing financial statements. But, MA facilitates internal processing that uses business transactions. FA only cares about generation of profit and not on how overall system for organisation works. Conversely, MA looks for bottlenecks of operations and analyses different ways for increasing profit of business. Moreover, FA focuses on development of financial statements which are communicated to internal & external stakeholders. On the other hand, MA focuses on operational reporting shared within internal management of business. Statement of FA is prepared at end of financial year but MA includes preparation of management reports throughout the year.  

[bookmark: _Toc69740214](b) Three techniques used by management accountant for achieving objectives of management accounting
Management accountant utilises different techniques for achieving objectives of MA. Three techniques used by management accounting for achieving objectives of MA are financial planning, financial statement analysis and cost analysis. Financial planning is process of setting future objectives and goals for business. Financial planning can be analysed as budgeting technique which includes organisation systems, setting performance goals and managing employees for achieving estimated goals (Turner et al. 2017). Financial planning includes framing financial policies for procuring, investing and administering funds in venture. Financial statement analysis is MA technique which includes analysis of previous financial statements of business (Drury, 2018). MA includes development of management reports and statement. Data given in financial statements were used by management accountants in order to develop management reports. So, financial statement analysis acts as crucial MA technique for achieving objectives of MA by management accountants. Management accountants have key objective of minimising cost constraints of business for increasing profitability. Cost analysis is MA technique which allows management accountants to determine cost structure of business for mining expenses and eliminating unnecessary expenses. Cost analysis of each business operation is conducted by management accountants for maintaining sound business performance.     
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