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Accounting Fundamentals: BEP
Question 1
a) A BEP is determined by establishing that the total expenses are the same as the total revenues incurred from certain operations. It is calculated by determining how the fixed cost is affected by the contribution margin per unit. 
For the case of Walk About Ltd. BEP will be as follows;
 
	Walk About Ltd

	Product A selling price (S)
	11

	Fixed cost (F)
	350,000

	Variable cost per unit (V)
	6

	Sales 
	75,000

	
	

	BEP=
	F/(S-V)

	=
	350,000/(11-6)

	
	70000


In this case, the contribution margin is obtained by determining the difference in the selling prices for a single unit with the variable cost. The results are then divided against the fixed cost to determine the sales margin that is likely to make the operations to break even. 
b) 
To obtain the profit margin, it is the difference between the BEP obtained and the current sales units obtained at a given period. 
	Profit margin =
	Sales - BEP

	
	75,000 - 70,000

	
	5,000



c) 
The new profit figure is obtained by calculating the new variable cost that is associated with the additional advertising cost. Also, the changes in selling price and cost per unit must be checked. Then by dividing the fixed cost from the new contribution margin, a BEP is obtained, which is used to determine the new profit upon subtracting the new BEP value from expected sales. 
	
	
	Total Variable cost

	variable costs
	
	350,000+10,000= 360,000

	Advertising
	10,000
	

	New variable cost per unit 
	7
	

	New Selling price
	13
	

	Sales
	80,000
	

	BEP=
	F/(S-V)
	

	
	60000
	

	New profit =
	Expected sales - New BEP

	
	80,000-60,000
	

	
	20,000
	



d) Limitations of break-even analysis
The first limitation is that the products are not sold at the price as expected at another level. It also assumes production and sales are the same. The variable costs don’t remain the same since as the output rises, the purchasing power of inputs reduces, and as a result of this, the variable cost per unit is reduced. The break-even analysis should be taken to be a planning tool and not a decision-making tool. Also, the break-even analysis can only apply to a single product or single mix of products. For businesses that sell more than one product, it would be difficult to calculate the break-even of these businesses.










Question 2
a) Importance of management accounting
Management accounting in the organization helps in backing competitive decision making by bringing together, processing, and sharing information that helps the management in planning, controlling, and evaluating business processes and company strategy (Weygandt et al., 2020). It controls the business organizations when there is an increased scale of production, renovation, and changes in technology. The management finds solutions to every type of activity so that they can make sure there is an operational control system in an organization.
Management accounting also helps the firm to make a cost-benefit analysis of each alternative and the best decision taken. These decisions always affect costs, revenues, and management accounting data are essential in estimating those effects.
Financial accounting must follow generally accepted accounting principles (GAAP), while managerial accounting does not need to follow GAAP and it can be based on a guess. We can also see that management accounting is based on current and future trends but with financial accounting, we can see how a company had performed at a certain time of the year.
b) Techniques in Managerial Accounting
1. Capital budgeting
Capital budgeting is a tool that a business uses to determine which proposed fixed asset purchases it should accept, and which should be declined. In capital budgeting analysis, managerial accountants are expected to calculate the net present value (NPV) and the internal rate of return (IRR) which helps them to make up their mind on new capital budgeting decisions (Sarwary, 2019).
2. Trend analysis and forecasting
Trend analysis is a technique used to foresee future stock price movements based on recently observed trend data. Trend analysis is based on the idea of what has happened in the past giving traders an idea of what will happen in the future
3. Margin analysis
Margin analysis is concerned with the incremental benefits of optimizing production. It includes the calculation of the breakeven point that regulates the optimal sales mix for the company’s products. Management uses this to analyze the complexities of a system concerning its variables and find a way to maximize profits.
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