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1. QUESTION 1 

Wales Ltd makes and sells product X. The current selling price is £20 and the total of variable costs per unit is £11. The fixed costs of production are £450,000 and the company currently sells 60,000 units. 
Required: 
(a) Calculate the break-even point (in units and revenues) of product X for Wales Ltd. (10 marks) 

(b) Calculate the profit made on sales of 60,000 units. (10 marks) 

(c) The company will make an advertising campaign costs £100,000 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 £22 and the sales is expected to be 62,000 unites. Calculate the new profit figure for the improved product. (15 marks) 

(d) Discuss the limitations of break-even analysis. (15 marks) 
2. QUESTION 2 

(a) Discuss the importance of management accounting, and how it differs from what financial accounting provides. (25 marks) 

(b) Discuss three techniques by which the management accountant can achieve the objectives of management accounting. (25 marks) 

Variable costs per unit: £11
Fixed costs for 60,000 units: £450,000
Fixed cost per unit: £7.5

Q1 (a)
Contribution per unit = Selling price per unit – Variable costs per unit
Contribution per unit = £20 – £11 = £9

Break – even point = Fixed cost/contribution per unit 
Break – even point = £450,000/9 = 50,000 units 
50,000 x 20 = £1,000,000

Q1 (b)

60,000 x £9 = £540,000

Q1 (c) 

New selling price = £22 
New variable costs = £12
New contribution per unit = 22 – 12 = £10
New fixed costs = £550,000 (£450,000 + £100,000)
New sales volume = 62,000 units 
New BEP = £550,000/10 = 55,000 units = 55,000 x 22 = £1,210,000
Profit = (62,000 – 55,000) x 10 = £70,000
Profit =1,364,000 (62,000units x £22) – £1,210,000  = £154,000


Q1 (d)

Some of the break – even analyses' drawbacks are primarily dependent on assumptions. We assume that all of the products will be sold at the predicted price when calculating the break-even threshold in units and revenue. Usually, this isn't the case, and either the amount or the selling price fluctuates. To meet the objectives, the corporation may need to either lower the selling price or produce a larger amount of the product. The corporation may attempt to purchase larger quantities of the material required for the product in order to reduce the 'bulk' price. Break even analysis is not easy for multi-product companies; it's difficult to plan all of this when you're producing various items with varying manufacturing and distribution expenses, as well as variable selling prices. The same is true for organisations that sell their services; because each work they do or each item they manufacture is unique, it's difficult to predict how high the costs will be and how many clients they will have, thus conducting a break-even analysis may prove to be ineffective in the end. It will not always be easy to achieve the stated objective from the break-even point calculations, but I believe it is highly doable with the correct mindset and management abilities.

Q2 (a)

The process of locating, measuring, analysing, interpreting, and presenting financial data to managers in order to fulfil a company's objectives is referred to as management accounting. (Ross, 2021) It stands out because it focuses on current and future trends rather than past achievement. For example, determining how much your company should charge for a new product and determining how much revenue a new line of products can generate are both examples of managerial accounting business concerns. It's also challenging to figure out when to upgrade your office PCs. Because firm leaders are constantly obliged to make operational decisions in a short amount of time, management accounting must rely on forecasting markets and future trends. (Bentley university, 2021)
Financial accounting is the process of recording, summarising, and reporting to the public and regulators the flow of activities and business output produced by a corporation over time. (Ross, 2021) This allows the board of directors, shareholders, potential investors, creditors, and banking institutions to assess the company's prior performance. Once a year, these reports must be submitted. If a company is listed on a stock exchange, the reports must be made public. (Bentley university, 2021)

Managerial accounting differs from financial accounting in that it seeks to assist internal users in making well-informed business decisions. (Ross, 2021) Regardless of the importance of financial accounting to current and potential investors, managers require management accounting in order to make current and future financial decisions for their firm. The second distinction is that financial accounting is precise and must follow Generally Accepted Accounting Principles (GAAP), while most managers do not have time to obtain correct numbers before making a decision, management accounting may be based on a guess or estimate. (Bentley university, 2021)

Q2 (b)

The management accountant can achieve the objectives of management accounting by implementing techniques like:
1. Budgeting
2. Financial Planning
3. Capital Investment appraisal

1. Budgeting
There are many different types of Budgeting techniques, some of which are Activity-based budgeting, Zero-based budgeting, Cash flow budgeting.
The purpose of activity-based budgeting is to focus on the results you wish to achieve. If your company aims to reach a certain value or produce $25 million in sales, for example, you'd work backward to determine which activities will help you reach that objective, and then finance them correctly. (Divvy, 2020) Zero-based budgeting is the most effective method for decreasing extra spending, but it is also the most time-consuming. Budget awareness and complete budget control allow for intentional spending and saving. Zero-based budgeting may be the most effective technique for achieving savings goals, which are crucial for a small business's safety. (Divvy, 2020) 
What can you do if your firm runs out of cash due to a lack of revenue or excessive spending? There are ways to increase your company's cash flow, but a safety net, such as a good savings account or prospective lines of credit, is desirable.

2. Financial Planning

Financial planning is the process of establishing which financial activities are required in advance for a company to achieve its primary objectives. It include determining the company's long and short-term financial objectives, developing financial policies, and developing a financial process to achieve those objectives.
Financial policies are critical to generating the best potential return on invested money. Financial policies can control, among other things, the amount of capital required, the sources of funds, the determination and distribution of revenue, the use of debt and equity capital, and the calculation of the optimal level of investment in various assets.

3. Capital investment appraisal

Capital budgeting, also known as investment appraisal, is the process of analysing data to make informed decisions about capital expenditures. Managerial accountants use capital budgeting analysis to identify the Net Present Value (NPV) and Internal Rate of Return (IRR) to assist managers in making new capital budgeting decisions. (corporatefinanceinstitute, 2021)
Investment appraisal techniques applied economic concepts to asset replacement and expansion decisions, ignoring the larger context of strategy development and execution in most cases; as a result, non-financial variables and risk levels were frequently undervalued. (Elaine Pamela Harris, 2021)
Capital budgeting is now focused on long–term or strategic investments, such as new products, processes, technology, markets, supply networks, mergers and acquisitions. It might equally be argued that increasing shareholder wealth is still the most important purpose for corporations. Other types of businesses will be covered later.
Capital budgeting has been chastised for failing to keep up with changes in product complexity, labour habits, advanced manufacturing technology (AMT), shorter product life cycles, globalisation of markets, and computer–aided design and production. (Elaine Pamela Harris, 2021)
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