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QUESTION 2
A. Management accounting is defined as the internal process of preparing financial reporting and recording. As a mechanism it is considered of a major importance as the stakeholders and management can draw strategies and business approaches based o the information provided in the reports. Management accounting in the business literature is called often decision-making management. Simply, people creating the financial findings, are scrutinizing all the relevant data making it readable and understandable and handle it to the top management.
Reasons why management accounting is important are:
· Planning
· Controlling
· Budgeting
· Evaluating
· Targeting
· Costs analysis (Seal, Rohde, Garrison & Noreen, n.d.)
Management accounting differs from financial accounting. The most important characteristics that make them distinct are: 
	Management accounting
	1. It is created for internal use only. The scope of the management accounting is to provide the stakeholders a view of where the company is positioned , this way, giving a clear idea on the financial decisions
2. Does not require exact numbers. Decisions mostly have to be taken in an efficient time manner. In order to decide quick and efficient, managers can use estimates instead of exact numbers

	Financial accounting
	1. It is destined to the external audience. Through financial accounting new investors can be attracted in the business.
2. Reflects exact numbers as financial accounting must adhere to Generally Accepted Accounting Principles


(Seal, Rohde, Garrison & Noreen, n.d.)









B. The following graph highlights the most important techniques or simple called, tools, used in management accounting. As per the examination paper, three of these tolls will be discussed and analysed.
[image: Tools Techniques of Management Accounting]
(Sangster, Gordon, Wood & Wood, 2018)
· Financial planning-the ultimate goal of a business is to generate revenue. In order to achieve its purpose the organisation need to determine it’s long and short term financial resources. This can be attracted by selling capital shares or through loans. Independent of how the sources are attracted, businesses have to plan ahead. By financial planning, we understand a process of raising financial means in order to constitute the capital of the business.
· Budgetary control. It is mandatory for the management to take into account budget when it comes to planning and controlling. Budgeting is the process of allocating resources like financial or material resources to every step of the business. A good budget means that the possessions are distributed efficiently and evenly. Often, through the process of budgeting, there are factors that can influence the budget negatively or positively. Such factors are currency flow, political and fiscal changes, environment changes etc. In order to avoid a negatively impact on the budged, companies will implement a budgeting control policy, responsible for the good flow of the budget.
· Marginal costing. Marginal costing is a tool used by the business to measure profitability of a product manufactured and sold or of a service. In accounting, marginal costing reflects modification of total cost that appears when the total quantity of products is supplement by one unit. 
(Sangster, Gordon, Wood & Wood, 2018)

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.
D.  
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Break-even point is the level where a company does not records revenue or loss. Simply put, a break-even point is when the fixed and variable costs are equal to the sales. Represented in a graph, break-even point is the point where cost and income, expressed through a line, are meeting together. .

Limitations of break-even costs are: 
· The more correct and accurate data is used for the break-even analysis, the more accurate are the findings. Not always, the data used is exact; therefore, the analysis will be invalid.
· Long term forecasting is not reliable and depends on many factors. 
· Sales income does not always reflect sales volume. If the income raises that does not necessarily shows that the business produces more.
· The model suggest that costs and sales are linear, which, most of the time they are not, hence, break-even point is not necessarily a reliable technique. (Atrill & McLaney, 2018)

A.  
Break-even point formula (units)=Fixed costs/Sales Price per Unit-Variable Costs per Unit

	BEP=£350000/£11-£6= 31812 units

Break-even point formula (revenues)= Fixed costs/Price-(Variable costs per unit/Price)

	Selling price per unit
	£11

	Variable costs per unit
	4.666667

	Variable price per unit/selling price per unit
	£2.36







BEP in revenues=£350,000/£11-£2.36
BEP in revenues= £40,495.87


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

	Units sold
	75000

	Price
	£11

	Total Sales
	£825,000

	 
	 

	Fixed costs
	£350,000

	Variable cost 
	£450000

	Total costs
	£800,000

	 
	 

	Profit
	£25000






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 

	Units sold
	80000

	Price
	£13

	Total Sales
	£1,040,000

	 
	 

	Fixed costs
	£360,000

	Variable cost 
	£560000

	Total costs
	£920,000

	 
	 

	Profit
	£120000
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