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Question 1.
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

	Product A – 75000 units
	RATE
	PRICE £

	SALES (W1)
	11
	825000

	(VARIABLE COST) (W2)
	6
	450000

	(TOTAL COST) (W3)
	
	800000

	CONTRIBUTION (W4)
	5
	375000

	(FIXED COST)
	
	350000

	PROFIT (W5)
	
	25000

	BREAK-EVEN ( in units) (W6)
	70000
	

	BREAK-EVEN ( in value) (W7)
	
	770925



Workings:
W1: Sales = £825000
Sell units X Selling price = 75000 X 11= 825000
W2: Variable cost = £450000
Units X Variable cost per unit = 75000 X 6 = 450000
W3: Total cost = £800000
Variable cost + Fixed cost = 450000 + 350000 = 800000
W4: Contribution = £375000
Contribution per unit = Selling price per unit – Variable cost per unit 11 – 6 = 5 units
Contribution = Excess of sales revenue – Variable costs = 825000 – 450000 = 375000
W5: Profit = £25000
Profit = Sales revenue – Total costs = 825000 – 800000 = 25000
W6: Break-even point per unit = 70000 units
Break-even per unit = Fixed costs / Contribution per unit = 350000 / 5 =70000
W7: Break-even point in revenue = £770925
Profit volume ratio (C/S Ratio) = Contribution / Sales = 375000 / 825000 = 0,454
Break-even in revenue = Fixed cost / C/S ratio =350000 / 0,454 = 770925

C. Calculation for the new profit for the improved product at 80000 units

	Product A – 75000 units
	RATE
	PRICE £

	SALES (W1)
	13
	1040000

	(VARIABLE COST) (W2)
	7
	560000

	(FIXED COST) (W3)
	
	360000

	(TOTAL COST) (W4)
	
	920000

	PROFIT (W5)
	
	120000




Workings:
W1: Sales = £1040000
Sell units X Selling price = 80000 X 13 = 1040000
W2: Variable cost = £560000
Units X Variable cost per unit = 80000 X 7 = 560000
W3: Fixed costs =£360000
Fixed costs + Advertising costs = 350000 + 10000 = 360000
W4: Total cost = £920000
Variable cost + Fixed cost = 560000 + 360000 = 920000
W5: Profit = £120000
Profit = Sales revenue – Total costs = 1040000 – 920000 = 120000












D. Discuss the limitations of break-even analysis 
The existence of semi variable costs is ignored, whereas most of the costs are not either perfectly fixed or perfectly variable. This brings complications and wrong calculations.
Possible changes in per unit variable costs due to various reasons like bulk buying discounts, overtime, etc., are ignored.
 Sales price may have to be reduced to win the extra sales or may be increased to cover increased costs. (Financial accounting.org)
The break-even analysis is not engaged with the future, but it assumes that the business conditions will remain unchanged. 

The break-even analysis shows the figures for only one product and one price. This means that if the company has more products, separate analysis should be conduct for every product.















Question 2.
A. Discuss the importance of management accounting, and how it differs from what financial accounting provides
Management Accounting provides financial data that allows managers to formulate further plans and set up company goals according to available information. (McLean, 2019)
Differences between management accounting and financial  accounting 
	
	Management Accounting
	Financial Accounting

	Aggregation
	More detailed 
	Reports results of the entire business

	Efficiency
	Specify what is causing the problems and how to fix them
	Profitability/Efficiency

	Proven information
	Uses estimates and variable facts
	Requires precision records

	Reporting
	Operating reports
	Financial statements

	Standards
	Don’t have to comply
	Must comply with various standards

	Timing
	Frequently  reports
	Issued following the end of the accounting period



The  table shows some of the main differences between management and financial accounting. Financial accounting is the preparation of financial reports for the analysis by the external users interested in knowing the financial position of the company. Management accounting is the preparation of the financial and non-financial information which helps managers in making strategies and set up goals for the company. 






B. Discuss three techniques by which the management accountant can achieve the objectives of management accounting
Financial accounting
Margin analysis
Capital budgeting
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