University of Wales Trinity Saint David

Accounting Fundamentals
(LCBB4001)


Dr. Widin Bongasu Sha’ven



Mariya Mitreva
2011903


Assessment 2










Contents
QUESTION 1 Walk About Ltd	2
The break-even point (in units and revenues ) of product A for Walk About Ltd.	2
The break-even point in units of product A for Walk About Ltd.	2
The break-even point in revenues of product A for Walk About Ltd	2
Profit made on sales of 75,000 units	2
New profit figure for the improved product.	2
Limitations of break-even analysis	2
QUESTION 2	4
Importance of management accounting, and how it differs from what financial accounting provides.	4
Techniques  of management accounting	6
Break-even analysis	6
Budgeting	7
Capital investment appraisal	7
References	8
















[bookmark: _Toc61013075]QUESTION 1 Walk About Ltd  
Product A
Selling price = £11
Variable cost = £6 per unit
Fixed cost = £350 000
Currently selling 75 000 units
[bookmark: _Toc61013076]The break-even point (in units and revenues ) of product A for Walk About Ltd.
[bookmark: _Toc61013077]The break-even point in units of product A for Walk About Ltd.

Contribution cost is £5                              £11( selling price) - £6 ( variable cost) = £5
Break-even point unit is 70 000          350 000 ( fixed cost) / 5( contribution cost) = 70 000
[bookmark: _Toc61013078]The break-even point in revenues of product A for Walk About Ltd
Break-even point in revenue is £770 000.

70 000( Break-even point in unit)* 11(selling price) = 770 000
Or
                                         Or
£5 ( contribution ) / £ 11 ( selling price per unit ) = 0.454545 ( contribution as of percentage of sales )
£350.000 ( fix cost ) / £ 0.454545 ( contribution as a percentage of sales) = £ 770.000

[bookmark: _Toc61013079]Profit made on sales of 75,000 units. 
[bookmark: _Toc61012971][bookmark: _Toc61013080]Profit made on sales of 75,000 units is 25 000.  
[bookmark: _Toc61012972][bookmark: _Toc61013081] (75 000( currently sells per unit) – 70 000 ( break-even point) )* 5 ( contribution cost) = 25 000

[bookmark: _Toc61013082]New profit figure for the improved product. 
New variable cost is £7      6 (variable cost) + 1(increase in variable cost per unit) = 7   
New selling price is £13      13 = 11( selling price) + 2 ( increase in selling price) 
New fixed cost is 360 000   350 000(fixed cost) + 10 000 ( increased cost) = 360 000
New Break-even point is 60 000     360 000( new fixed cost) / 6( new contribution cost) = 60 000
New Profit is 120 000     (80 000(new sales) – 60 000(New Break-even point))* 6 ( contribution cost) = 120 000
[bookmark: _Toc61013083]Limitations of break-even analysis
Break-even measurement is of critical significance in evaluating the functional implementation of cost functions. It is a function of three variables, i.e., amount of revenue, expense and benefit. It seeks to classify the complex relationship between the overall expense and the amount of revenue of a business.
It has already been suggested that the break-even point (BEP) is the amount of output at which a business makes neither profit nor loss  (Nwachukwu, 2004). Any rise in the pace output at this stage results in benefit making, whereas any reduction will result in loss. Accordingly, manufacturing companies or businesses effort to go beyond that point such which they can make a profit. 
Break-even analysis has been used as a tool to develop basic guidelines for corporate decision-making, to ascertain the firm ’s target amount of benefit, and to perform a cost-reduction effect analysis to measure future prices, the effect of market fluctuations and fixed/variable costs on productivity (Powers, 1987).
The definition of break-even analysis relies on the principle of marginal costing. Accordingly, the overall expense of making or delivering goods or services can be split into two different parts: fixed and variable costs. Fixed costs have been shown to be stable regardless of the variance in costs. The number of goods, whereas the adjustable (marginal) cost correlates specifically with the volume of output. However, there are problems in categorising such expenses as either fixed or variable components. Sinclair and Talbot (1986) concluded that most companies had a mix of the two culminating in semi-variable costs (Sinclair & Talbott, 1986).
Many costs and their elements do not fall into neatly compartmentalised limited or unlimited cost categories as they have the features of all types. If a corporation offers a variety of items, the accounting analyst must plan and review a number of profit-charts covering consolidated divisions of independent operations. A break-even map reflects a short-term, stagnant relationship between costs and production, and quite easily becomes redundant. Relationships shown in the break-even map do not benefit both stages of activities. Costs tend to be greater than seen on the static break-even map while the plant's output is close to 100% of its capacity. Frequent fluctuations in the sale price of the goods have an effect on the efficiency of the break-even report. The cost of attracting funds for growth is overlooked in the break-even table. Despite these drawbacks, the break-even analysis has a high presence in financial accounting (Nwachukwu, 2004).
Break-even analysis is a valuable method for achieving the minimal revenue required to prevent losses. It has its drawbacks, however. It makes predictions about different factors-for example, that all units are sold, that the projections are accurate and that the economic climate is stable. If new competitors enter the market or an economic crisis begins, it could take longer to hit a break-even stage (Sinclair & Talbott, 1986).

[bookmark: _Toc61013084]QUESTION 2
[bookmark: _Toc61013085]Importance of management accounting, and how it differs from what financial accounting provides.

Management's social and political functions involve planning, advice, guidance and decision-making. Accounting Information plays the various responsibilities in order to ensure the effective efficiency of these operations as planning, controlling and decision making(Baiman, 1982).
The predictive analytics and financial planning assessment is an important part of the planning process. Management accounting helps make identify situations to the company's financial prediction and long-term personal finance by providing information on future costs and revenues. Management accounting also helps to coordinate the planning, tracking and management of the budget in accordance with strategic processes and regulations. Although normal costing and budgeting methods are used (Scapens, 2006).
Also, management accounting systems help to set performance expectations and business standards for real results and, if any, to evaluate those variances. It is achieved through a method known as the measurement of variation. Variations are attributed to the supervisors accountable for them. This is done by accounting transparency.
Moreover, the performance management process accountability in decision-making cannot be overemphasised as it is a central part of management. Next, financial management shall produce the necessary evidence for the purpose of decision making. Knowledge obtained from the management accounting process allows management to be better educated of the decision-making process. Another essential goal in management accounting is to support management in the evaluation of possible paths of action available to management in decision-making. The methods used for research include marginal costing, cost-volume analysis, benefit analysis, and so on. Groups of management accounting decisions that allow management to make include: The non-routine decision-making of an entity includes eliminating or keeping a section, approving or refusing a special order, etc. Cost analysis is required to help managers select between the possible alternate courses of action. In making decisions about just the sale price of a good, either in the short term or in the long term, knowledge obtained from strategic management is required to help management decide the best selling price that will favour the company as a whole while also keeping the cost of the product appealing to prospective customers (Contrafatto & Burns, 2013).
All leaders and managers are working towards the effective functioning of the company as a whole. Consequently, each management level wants information about the effectiveness of the members of the organisation concerned, so that they can enhance their productivity if necessary. This need for various levels of hierarchy can only be met through strategic management. In other words, the management accounting defines the total unit in to the separate segments, agencies, units, on the basis of the criteria, products and the like. Cost centre or profit centre or obligation centre shall be established and shall document all business activities in the applicable profit centre or profit centre or accountability centre is located (Nandan, 2010).
Control of the market enterprise is required if there is a growth in the size of development, modernisation and new technical transition. Regulation needs a regular contrast of the real with the expected. This is not possible in the financial accounting system, but this form of service is offered by the accounting management system.
	Financial Accounting
	Managerial Accounting

	Reports to those outside the organization owners, lenders, tax authorities and regulators
	 Reports to those inside the organization for planning, directing and motivating, controlling and performance evaluation


	 Emphasis is on summaries of financial consequences of past activities
	 Emphasis is on decisions affecting the future.

	 Objectivity and verifiability of data are emphasized
	  Relevance of items relating to decision making is emphasized

	 Precision of information is required
	 Timeliness of information is required

	 Only summarized data for the entire organization is prepared.
	 Detailed segment reports about departments, products, customers, and employees are prepared (Libby & Nelson, 2002)



[bookmark: _Toc61013086]Techniques  of management accounting
[bookmark: _Toc61013087]Break-even analysis
The break-even point is the point at which the gain is precisely equal to the expenditure. At this point, no profit is made and no loss is sustained. Break-even can be expressed in terms of unit revenue or dollar sales. It is necessary to remember that a business may not actually manufacture a commodity merely because it is supposed to break. Break-even is an ideal instrument to better calculate the pro level. Break-even analysis is based on two kinds of costs: fixed costs and variable costs. Fixed costs are of an overhead type expenses that remain stable and do not change as the performance volume increases. Variable costs are not constant; and adjust the performance speed. As a consequence, contingent costs are mostly reported on a per unit basis. Once the break-even point has been hit, assuming no change in the purchase price, fixed and variable costs, the benefit in the sale price. The sum of the difference between the sale price and the variable cost would be remembered. An significant feature of break-even insight is that it is not that easy. In certain situations, the purchase price, operating costs, or variable costs would not stay stable as a result of a transition (Powers, 1987).
[bookmark: _Toc61013088]Budgeting
[bookmark: _Toc61012980][bookmark: _Toc61013089]The budget is an important aspect of the business strategy and is crucial to launch a new business. It has an important role to play in evaluating the start-up and running costs. When the company is founded, budgeting becomes a routine process that usually takes place on a quarterly or annual basis. Although, budgeting is the act of making a strategy to invest the resources on it. This investment schedule is called the budget. Creating this budget schedule helps you to decide in advance whether you have been going to get enough money for the things you need or would like to do(Wildavsky, 1986).
In short, budgeting is crucial because it lets you manage your spending, track your expenditures, and save even more money. In fact, budgeting will help you make smart financial decisions, plan for disasters, get out of debt, and remain focused on your lengthy financial goals (Luther, 2006).

[bookmark: _Toc61013090]Capital investment appraisal

In any business enterprise, it is very important to carry out a crucial investment evaluation before any decision is made on a given capital investment. This form of review is carried out by the senior management committee and is part of the strategic decision. Tactical and organisational decisions can be made by middle and junior management, but by the initial decision-making process.
Investment valuation methodology is one of the financial accounting activities under scrutiny on a daily basis. The goals and limitations concerning the selection of projects are therefore very relevant. If investment valuation methods are applied, a greater use of capital and profit margin will be accomplished by the enterprise. Long-term revenue and earnings growth is perceived to be the most critical component of corporate success. Investment evaluation as a method for forecasting long-term viability and survival is considered to be significant. Availability of funding, lack of viable investment options and the mindset of senior management are main restrictions for capital investment.(Benjamin & Morton, 1988).
Capital expenditure evaluation is an offshoot of capital budgeting. This is a method generally applied to the theory of economics for asset substitution and growth decisions. Authors attempt to differentiate between the two terms. They argue that investment valuation strategies can take into account more factors, less linear and non-predictable results (Benjamin & Morton, 1988).

[bookmark: _Toc61013091]References
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