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The aim of this report is to analyse the break-even point of Walk About Ltd by using the given information. This will also analyse the importance of management accounting and how different techniques of management accounting can be used. These are important for a business in term of decision making and ensuring that the sustainability of the business.   




















[bookmark: _Toc61029828]Question 1
[bookmark: _Toc61029829](a) Walk about Ltd. Break-even Point 
	
	Formula 
	Results 

	Break-even point (unit)
	Fixed cost / (Per unit selling price – per unit variable cost)
	= £350000 / (11 – 6)
                                     
= 70000 units

	Break-even point (Revenue)
	(Fixed Cost / (contribution margin / sales price)  
	= £350000 / .45
= £777778

	Supporting calculation:
Contribution margin = £5
(Contribution margin / sales price)  = 5 / 11 = .45
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	Amount 

	Sales (75000 x 11)
	£825000

	Variable cost (6 x 75000)
	(£450000)

	Fixed cost
	(£350000)

	Profit
	£25000
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	Accounts
	Changes
	Amount

	Fixed cost
	350000 + 10000 (Advertising)
	360000

	Variable cost
	(6+1) x 80000 ( New sales)
	560000

	Total cost
	
	£920000

	Sales
	13 (New price) x 80000
	£1040000


 
Profit = £1040000 - £920000
            = £120000
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Break-even analysis is an effective tool to use while making a decision about a product. This will help a business to understand or identify the point at which the revenue and the cost of the business will be zero. There are some flaws related to this. Those includes: 
Accuracy: The accuracy of the method is based on the data which has been used for the purpose of calculating. This means that if the data is not right then it will provide wrong results (Siegel and Johnson, 2019). For example, a business is unable to determine the cost-effectively and this will definitely affect the result. 
Forecasting future is difficult: Break-even analysis is about forecasting the future. But the future is always uncertain because nobody knows what it holds. If the manager of a business is unable to assess the future effectively than the effectiveness of break-even analysis will also be reduced. 
Unable to consider the complex relationship: The relationship between cost and revenue is very complex but in this method, it has been assumed that the relationship is linear. This might lead to wrong decision making which is very bad for taking an effective decision. 
Sales income might not increase with sale volume: As per break-even analysis the more a business will be able to sale the more it will earn money. For some business, which is profitable in the market, it is true Break-even analysis. But for most of the business, it is not correct because the increase in sales does not guarantee an increase in income.  
External factors: There are different external factors which need to be considered while making a decision. Break-even analysis ignores these external factors totally which is very bad. These factors have the ability to change the result and also determine whether a product will be sold in the market or not.   
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The process which a business can use for the purpose of ensuring that the management will have all the information required to develop an effective decision is known as the management accounting. The importance of this includes: 
Decision making: The management of a business must have the ability to develop an effective decision. Management accounting helps to stimulate my providing all the necessary information to the management. That means that in term of effective decision making, management accounting plays an important role. 
Performances analysis: Without analysing the performance of a business effectively it will not be possible to determine the next step for a business because if the business is making a profit than the steps and if the business making a loss, will not be the same (Weetman, 2010). In both cases, management accounting plays a vital role. 
Increase customer service: Management accounting analyses the operational information related to a business as well. If the operation of the business is effective than it will help the business to increase the customer service and if it is not then it will reduce it. Based on the analysis of management accounting an effective action to improve the effectiveness can be taken. 
Increase profitability: Taking the capital budgeting decision is one of the most important aspects of management accounting. This decision is related to the cost and effectiveness of capital use (Ismail, Elham and Abdul Manaf, 2020). Management accounting helps to reduce the cost related to it and for that, it can be said that management accounting helps a business to improve profitability.     
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The main difference between management accounting and financial accounting is the purpose of developing both these two accounting systems. Management accounting is for internal use only but financial accounting is for the external users. Financial accounting is mandatory and has developed by a business in a specific time interval. Management accounting does not have to obey such kinds of rules and regulation because it can be prepared when the management seems fit. 
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Capital budgeting: Decision-related to the fixed asset of a business is very important in term of achieving success. These are long term decision about which a business must have to be careful and the task of the management accountant is to ensure that the business is investing in the right project (de Motta and Ortega, 2013). For example, Walk About Ltd. has the opportunity to invest in two projects which will also require the same amount of money and the time period of this is also the same. But the business cannot invest in both the project. For this, the management accountant of the business will have to help the management. Tools like payback period and NPV can be used for that. This will help to reach the right conclusion and ensure the effectiveness of capital budgeting. 
Trend analysis and forecasting: The business landscape is a changing phenomenon and management accounting is the tool which a business to shield against it. Management accountant analyses the information related to a business and based on that information an appropriate action can be suggested. For example, Brexit and COVID-19 have increased the problem for most of the businesses. To tackle the problem it is essential for a business to analyse the trend. A management accountant by analysing trend will be able to understand that achieving cost-effectiveness might help a business to achieve success. That means the objectives of the management accountant has been achieved and at the same time, the business has been able to achieve its goal. 
Constraints analysis: Trying to achieve growth by increasing the output of a business is important to achieve success. For example, a business wants to expand its operation in a foreign market and for that, the business must have to increase its production. While doing it, the business needs to consider factors related to bottleneck which means that the ability of a business (Pettit, 2018). A business must not try to produce more than its capacity. This information will be provided by the management accountant. 
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In recent time, it is mandatory for a production company to use management accounting to deal with change. This is also related to a business ability to achieve effectiveness, increase productivity, take the right decision and satisfy the customers. In the process of management accounting, management accountant will have to play the most important role and techniques like trend analysis, constraints analysis and capital budgeting will be helpful to perform duty.  
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