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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.
Required:
(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. 

(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. 

(d) Discuss the limitations of break-even analysis.  



1.
 Contribution=Selling-VC
11-6=5
   BE:FC/Contribution
350 000/5= 70 000
a) Fix cost/(Selling price per unit-VC)
350 00/(11-6)= 70 000 units

b) Profit=Total Contribution-Fixed Cost
Contribution per unit=5.0
5.0*75 000=375 000-350 000=25 000

c)
*Advertising campaign
350 000+10 000=360 000
*Revised Variable cost
6+1=7
*Revised Total Contribution
6*80 000=480 000
*Revised Contribution
13-7=6
*New Profit
480 000-360 000=120 000



d) Limitations of breakeven analysis
Unrealistic assumptions – products are not sold at the same price at different levels of output; fixed costs do vary when output changes. Sales are unlikely to be the same as output – there may be some build up of stocks or wasted output too. Variable costs do not always stay the same. For example, as output rises, the business may benefit from being able to buy inputs at lower prices (buying power), which would reduce variable cost per unit .Most businesses sell more than one product, so break-even for the business becomes harder to calculate. Break-even analysis should be seen as a planning aid rather than a decision-making tool.


 QUESTION 2
(a) Discuss the importance of management accounting, and how it differs from what
financial accounting provides. 
(b) Discuss three techniques by which the management accountant can achieve
the objectives of management accounting. 

2.
a) Management accounting is very beneficial and hence is being used widely now.  The benefits are as follows:
  Planning:
In management accounting, the financial information and non-financial information is presented at regular intervals say weekly,  fortnightly to the management. This presentation includes forecasts, budgets, and in-depth analysis. Hence it assists the management in planning the business activities.
                   
  Decision making:
Since management accounting presents various charts,  forecasts, and analysis the management uses it for decision making.
Identify early signs of problems:
If a product is not performing well the management can identify it early on as the accounts are presented at regular intervals. This will aid in overcoming the constraints early on and avoiding future losses.  
Strategic management:
Based on the information presented in management accounting, the management can make decisions about continuing a product or modifying the sale strategy. Since management accounting is not regulated by any law,  the management can decide the areas that require more analysis, investigation and accordingly draw up strategies.
There are two primary differences between financial and management accounting. The first difference is that management accounting is presented to a company's internal community, while financial accounting is prepared for an external audience

b)
* Helps in Organizing:
Thus management accountant recommends the use of budgeting, responsibility accounting, cost control techniques and internal financial control. This all needs the intensive study of the organisation structure. In turn, it helps to rationalise the organisation structure.


* Helps in the Solution of Strategic Business Problems:
Whenever there is a question of starting a new business, expanding or diversifying the existing business, strategic business problem has to be faced and solved.
 
*Helps in Coordinating Operations:
Management accounting helps the management in co-coordinating the activities of the concern by getting prepared functional budgets in the first instance and then co-coordinating the whole activities of the concern by integrating all functional budgets into one known as master budget. Thus, management accounting is a useful tool in co­ordinating the various operations of the business.
