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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.

	SALES 
	75000units

	Selling price 
	£11

	Variable cost per unit 
	£1

	Total fixed costs 
	£350,000




a) Calculate the break-even point (in units and revenues) of product A for Walk About Ltd.

Break-even point in units 




Break-even point in revenue 





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

75,000(units to sell)-70,000(break-even point) = 5,000 units 
5,000 units * £5(profit per unit) =£25,000 (profit made sales of 75,000 units)



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. This is expected to allow the company to increase the selling price to £13 and the sales is expected to be 80,000 unites. Calculate the new profit figure for the improved product.

£350,000(fixed costs) +£10,000(advertising campaign) = £360,000(fixed costs)

£6(total variable costs per unit) +£1(increase per unit) =£7 (variable costs per unit 
The selling price increased to £13 per unit 

	SALES 
	80,000 units

	Selling price 
	£13

	Variable cost per unit 
	£7

	Total fixed costs 
	£360,000



Break-even point in units 




Break-even point in revenue 




80,000(units to sell)-60,000(break-even point) = 20,000 units 
20,000 units * £6(profit per unit) =£120,000 (profit made sales of 80,000 units)


d) Discuss the limitations of break-even analysis.

The break-even point analysis is a management accounting technique which will help entrepreneurs and finance providers to understand the viability and risks of a business model, through quick and easy calculations. 
But it has many limitations as all the calculations pre based on assumed figures.
As for example, based in my calculations, Walk About Ltd. Is a company that makes £5 profit for each unit sold. Their decision of investing £10,000 on an advertising campaign will increase the profit to £6 per unit. But even fixed costs are fixed to a certain point. It is unlikely that it will not change at various output levels.
It also assumed that variable costs will increase directly with output.
Break ever point has no allowance for stoking, it assumes all quantities produced will be sold.
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a) Discuss the importance of management accounting, and how it differs from what financial accounting provides. 

Management accounting is for internal use to help the managers plan, make decisions and manage risks which will have an impact on performance and profitability. 
Financial accounting is for external use such as useful information for lenders, creditor or investors. It involves reporting past transactions and events, put together reports like the income statement and balance sheet.
Management accounting is focused on the futures decisions, like how to allocate the budget. The priority is to be relevant and timely, unlike the financial accounting which is always objective and precise. As it is heavily regulated and specifically shows how to record transactions and present the information. It will become essential as the company grows.
Management accounting is less regulated as the reports are confidential and for internal use only. It is not essential for the company, but it can be very valuable. 

b) Discuss three techniques by which the management accountant can achieve the objectives of management accounting.

Budgeting is one of the techniques use to achieve management accounting objectives.
There is the incremental method of budget which is based on the previous performance and change by certain percentage.
The zero-based budgeting reduces all the elements to zero and any increase of the budget as to be justified.
The method of the valuating projects is to calculate the pay back period, the accounting rate of return, the net present value, and the internal rate of return. 
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