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Question 1.
A. Calculate the break-even point (in units and revenues) of product A for Walk About Ltd.
B. Calculate the profit made on sales of 75,000 units

	Product A – 75000 units
	RATE
	PRICE £

	SALES (W1)
	11
	825000

	(VARIABLE COST) (W2)
	6
	450000

	(TOTAL COST) (W3)
	
	800000

	CONTRIBUTION (W4)
	5
	375000

	(FIXED COST)
	
	350000

	BREAK-EVEN ( in units) (W5)
	70000
	

	BREAK-EVEN ( in value) (W6)
	
	770925

	PROFIT (W7)
	
	25000



Workings:
W1: Sales = £825000
Sell units X Selling price = 75000 X 11= 825000
W2: Variable cost = £450000
Units X Variable cost per unit = 75000 X 6 = 450000
W3: Total cost = £800000
Variable cost + Fixed cost = 450000 + 350000 = 800000
W4: Contribution = £375000
Contribution per unit = Selling price per unit – Variable cost per unit 11 – 6 = 5 units
Contribution = Selling units X Contribution per unit = 75000 X 5 = 375000
W5: Break-even point per unit = 70000 units
Break-even per unit = Fixed costs / Contribution per unit = 350000 / 5 =70000
W6: Break-even point in revenue = £770925
Profit volume ratio (C/S Ratio) = Contribution / Sales = 375000 / 825000 = 0,454
Break-even in revenue = Fixed cost / C/S ratio =350000 / 0,454 = 770925
W7: Profit = £25000
Profit = Contribution – Fixed costs = 375000 – 350000 = 25000

C. Calculation for the new profit for the improved product at 80000 units

	Product A – 75000 units
	RATE
	PRICE £

	SALES (W1)
	13
	1040000

	(VARIABLE COST) (W2)
	7
	560000

	(FIXED COST) (W3)
	
	360000

	CONTRIBUTION (W4)
	6
	480000

	PROFIT (W5)
	
	120000




Workings:
W1: Sales = £1040000
Sell units X Selling price = 80000 X 13 = 1040000
W2: Variable cost = £560000
Units X Variable cost per unit = 80000 X 7 = 560000
W3: Fixed costs =£360000
Fixed costs + Advertising costs = 350000 + 10000 = 360000
W4: Contribution = £480000
Contribution per unit = Selling price per unit – Variable cost per unit 13 – 7 = 6 units
Contribution = Selling units X Contribution per unit =80000 X 6 = 480000
W5: Profit = £120000
Profit = Contribution – Fixed costs = 480000 – 360000 = 120000











D. Discuss the limitations of break-even analysis 
A break-even analysis is a financial tool that helps determine at which stage the company, service or product will gain profit so the production goals can be set accordingly. It is a financial calculation used to show the number of products or services a company must sell in order to cover its expenses ( Johnson, 2020).
However like every analysis break-even analysis has some limitations especially according to the type of information it provides.
The break-even analysis is not a predictor of demand. It will show only how many units you need to sell in order to break even, but it does not show what the sales are going to be or how many customers are going to buy the product.
Break-even analysis is not always depending on reliable data. For example sometimes some costs can be placed in both variable or fixed costs, which can complicate the analysis or make the calculations completely wrong.
The break-even analysis is not suitable for multiple products or various prices. For example the company should make a separate break-even analysis for every product it has, which takes a lot of time and efforts.
The analysis is not place in time frame. It only relates to here and now and does not take the future into account.
The break-even analysis does not show the reaction of the competitors.














Question 2.
A. Discuss the importance of management accounting, and how it differs from what financial accounting provides
Managerial accounting is the practice of identifying, measuring, analysing, interpreting, and communicating financial information to managers in order to make strategies and set up goals for the organisation. (Tuovila, 2020)


Differences between management accounting and financial  accounting 


	Basis for Comparison
	Financial Accounting
	Management Accounting

	Inherent meaning
	Classifies, analyses, records, and summarizes the financial affairs of the company.
	Management accounting helps management make effective decisions about the business.

	Application
	Financial accounting is prepared to show forth the accuracy
	Management accounting helps management to take meaningful steps and strategize.

	Scope
	The scope is pervasive, but not as much as the management accounting.
	The scope is much broader.

	Measuring grid
	Quantitative.
	Quantitative and qualitative.

	Requirement
	It is legally mandatory to prepare financial accounts of all companies.
	Management accounting has no requirements.

	Rules
	Financial accounting should be prepared according to the rules
	Management accounting doesn’t follow any rule.







B. Discuss three techniques by which the management accountant can achieve the objectives of management accounting
Margin analysis is one of the most fundamental techniques used in managerial accounting. It shows the calculation of the break-even point which shows the managers what goals should they achieve so they can earn profit.
Budgeting is the process of designing, implementing and operating budgets. It helps managers to approximately calculate their expenses and costs for the period.
The cash flow statement measures how the company generates cash to pay its debt obligations and fund its operating expenses. It is a necessary  tool for the management  so they can understand how a company's operations are running, where the money is coming from, and how money is being spent. (Murphy, 2020)
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