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QUESTION 1
Walk About Ltd makes and sells product A. The current selling price is £11and 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.

A) Calculate the break-even point (in units and revenues) of product A for Walk About Ltd.
 Fix cost: (sell price – variable cost per unit) 
350 000 : (11-6) = 70 000 units
Contribution = selling price – variable cost   11 – 6 = 5 
Units * contribution = 5 * 75 000 = 375 000

B) Calculate the profit made on sales of 75,000 units.
Cont. Per unit = 5 
5 * 75 000 units = 375 000 – 350 000 = 25 000

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.
 Advertising campaing : 350 000 + 10 000 = 360 000
Revised Variable costs : 6+1=7 
Revised contribution 13-7=6 
Revised total contribution 6 * 80 000 = 480 000
New profit 480 000 – 360 000 = 120 000

d)Discuss the limitations of break-even analysis.












QUESTION 2
(a)Discuss the importance of management accounting, and how it differs from what financial accounting provides.
Management accounting, also referred to as managerial accounting, is used by managers and directors to make decisions regarding the daily operations of a company. A distinguishing feature of managerial accounting is that it is not based on past performance, but on current and future trends. For example, determining how much your business should charge for a new product and analyzing much revenue a future product line is creating are both examples of business problems within the field of managerial accounting. Since business leaders constantly need to make operational decisions in a short amount of time, management accounting must rely on predicting markets and future trends.
There are two primary differences between financial and management accounting. The first difference is that management accounting is presented to a company’s internal community, while financial accounting is prepared for an external audience. Even though financial accounting is of great importance to current and potential investors, management accounting is necessary for managers to make current and future financial decisions for their business. The second difference is that financial accounting is exact and must adhere to Generally Accepted Accounting Principles (GAAP), while management accounting can be based off a guess or estimate since most managers do not have time to get exact numbers by the time a decision needs to be made.







