[image: Text

Description automatically generated]


Module Code: LCBB 4001
Accounting Fundamentals
Student Name: NICOLETA ARAPAN
Student ID: 2014066

Statement 
“In submitting this work, I affirm that my work adheres to the scholarly and intellectual standards of honesty and integrity. I affirm that this work is my work only and that in the preparation of this work I have not consulted any person. I affirm that I have not plagiarised or misrepresented the ideas or language of someone else as my own and that I have fully and accurately attributed any ideas or text of others to the sources and documented each source”.


Table of Contents
Introduction	3
Question 1	4
(a) Break-even point	4
(b) Profit made on sales	4
(c) New profit after improvement	5
(d) Break-even analysis limitations	5
Question 2	7
(a) Management accounting importance and it's different from financial accounting	7
How management accounting differs from financial accounting	7
(b) Management accounting techniques	7
Conclusion	9
References	10




[bookmark: _Toc61030698]Introduction
The accounting system which is mainly used by the management of an organisation for internal decision making is known as the management accounting. Breakeven-analysis is used for the purpose of determining the point in which the sales and cost of the business will be the same. This will help a business to achieve knowledge about product profitability. These two will be analysed in here.    



















[bookmark: _Toc61030699]Question 1
	Information

	Selling price
	£11 per unit

	Variable cost
	£ 6 per unit

	Fixed Cost
	£350000

	Sales
	75000 units



[bookmark: _Toc61030700](a) Break-even point
	Break-even point (unit) 

	Formula 
	Calculation 
	Results 

	Fixed cost / (Per unit selling price – per unit variable cost)
	£350000 / (11 – 6)

	70000 units 



	Break-even point (Revenue)

	Formula
	Calculation
	Results

	(Fixed Cost / contribution margin ratio)
	£350000 / .45
	£777778

	Contribution margin = £5
Contribution margin ratio = (Contribution margin / selling price per unit)
= (£5 / £11)
= 0.45



[bookmark: _Toc61030701](b) Profit made on sales 
Sales = 75000 x 11
          = £85000
Variable Cost: 6 x 75000 = £450000
Fixed cost = £350000
Total Cost = £450000 + £350000 = £800000
Profit = Total sales revenue – total cost 
         = £825000 - £800000
      = £250000
[bookmark: _Toc61030702](c) New profit after improvement
After changes 
Fixed cost = £350000 + £10000 (advertisement) 
                  = £360000 
Variable cost = 7 x 800000 units 
Total variable cost = 5600000
Total Cost = £920000
Sales = (80000 x 13) = £1040000
Profit = £1040000 - £920000 
           = £120000
[bookmark: _Toc61030703](d) Break-even analysis limitations
A business produce products and service for the purpose of earning profit from it. Break-even analysis helps a business to determine whether a product has the ability to help a business to earn a profit or not by analysing the number of units required to recover the original cost. But the needs to be aware of the limitation of this. 
All output has been sold: As per this method, the unit which a business produced is all been sold by the business (Catanzaro, 2016). But in reality, it is not true. That means if a business sold less product than it produces than the calculation which will be given by this will be wrong. Because of that taking decision by only depending on this will be dangerous. 
Price and cost are linear:  Price and cost related to the product can wave and these factors are not been considered by this method. This considers that the product and price which business products will have remained constant. For example, the demand for a product can increase or decrease sales. But this does not consider that. 
Did not considers semi-variable costs: The costs which are related to the product can be variable or fixed as per break-even analysis. But there are other types of cost which must have to be considered as well (Fraser-Mackenzie et al., 2019). This that types of cost which does consider while using break-even analysis. 
Change in fixed cost: It is known to all that, after a certain amount of production or range, the fixed cost might change. This means if this does not consider there may increase the problem. But break-even analysis considers that fixed will be remain fixed always.       






















[bookmark: _Toc61030704]Question 2
[bookmark: _Toc61030705](a) Management accounting importance and it's different from financial accounting 
The process of preparing a report about the business operation to help management in the long term and short decision making is known as the management accounting. This is very important for a business to develop the most important decisions. Some of the importance of this includes:
Helps in decision making: It can be said that the main task of management accounting is to help the management of a business in decision making. The effectiveness of this will help a business to achieve success and for that, it is the most important benefit of management accounting. 
Help to increase profitability: When the management of a business will be able to develop an effective decision than it will be a source of competitive advantage (Mohamed EL-Shishini and Upadhyaya, 2018). That will improve the profitability of the business. 
Improve reliability: The reliability of the management of a business can be improved because of management accounting. It is also related to the information which is been provided by the management accounting. This will help to improve its effectiveness as well. 
Effective plan making: To deal with change, an effective plan will help a business. The service which is been provided by the management accounting will help to develop effective plan. 
[bookmark: _Toc61030706]How management accounting differs from financial accounting 
In most of cases, management accounting is different from financial accounting. Management accounting differs from financial accounting in term of providing information because management accounting provides information to internal parties whereas financial accounting provides information to external parties (Seal et al., 2019). The preference of these two is also different from one another because management accounting focus on the future and financial accounting focuses on the past. Management accounting has the ability to focus on specific areas which financial accounting might not be able to do that.    
[bookmark: _Toc61030707](b) Management accounting techniques  
The task of the management accountant is to evaluate how the business is performing and based on that provides information. To achieve objectives there are techniques which can be used. Those are: 
Inventory valuation: This is the technique which is related to analysing the actual cost related to company products and inventory. Management accounting is mainly used by a production company and for that, it has become very important to value the inventory effectively. This is related to the ability of the business to determine the appropriate cost. For example, the management of a business wants inventory-related information from a management accountant for the purpose of making a decision (Simeon, 2018). By the use of this technique management accountant will be able to do that. That means that the use of this will help to achieve the objectives of management accounting.
Product costing: A business which manufactures product must have to determine the proper cost created to the product. There are different aspect which has been related to this. The decision which is related to this includes determining the cost, the profit and the satisfaction of the customers. This means that if the business is not able to determine the cost-effectively than it will not be able to determine the right price and that will lead to customer dissatisfaction. The planning of the business will also be wrong. For that, it can be said that the management accountant will be able to achieve objective effectively. 
Trend analysis: The task of a management accountant is related to the future and for that analysing the trend related to the business is important. For example, COVID-19 will have a huge impact on every type of business and a business will need the support of the management accountant for that (Zhang and Ouyang, 2017). The task of the management accountant will analyse the trend and based on that provide information and help to develop a plan so that the business can have the ability to deal with the problem effectively. 








[bookmark: _Toc61030708]Conclusion 
The break-even analysis of Walk About Ltd helps the business to understand the amount of product which the business will have to sale to recover its cost. Management accounting will help a business in decision making, planning, increasing profit and increasing customer satisfaction. The use of appropriate techniques will help to improve the effectiveness of the management accountant.          
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