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[bookmark: _Toc61030052]Introduction
A business while launching a product in the market, must have to ensure that the product will help the business to achieve success. Break-even analysis will help to understand that. Management accounting is important for a business to gather information about the internal operation and assess the effectiveness of the business. This report will analyse the importance and techniques of management accounting.     
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[bookmark: _Toc61030054](a) The break-even point (in units and revenues) 
Break-even point (unit) = Fixed cost / {Selling price (per unit) – Variable cost (per unit)}
                                     = £350000 / (£11 – £6)
                                     = 70000 units	
Break-even point (Revenue) = [Fixed Cost / {Selling price (per unit) – Variable cost (per unit)}/per unit selling price]
= £350000 / {11 – 6) / 11}
= £350000 / (5/11)
= £350000 / 0.45
= £777778
[bookmark: _Toc61030055](b) Profit made by Walk About Ltd. 
Sales (75000 x 11) = £825000
Variable cost (6 x 75000) = £450000
Fixed Cost = £350000
Profit = Sales – variable cost – fixed cost 
          = £825000 - £450000 - £350000
           = £25000
[bookmark: _Toc61030056](c) New profit after changes 
Changes 
Advertising cost = £10000
Increase in variable cost by £1
Sales price increase by £2
Sales increase by 5000 units 

	Walk About Ltd
Income Statement

	Particulars
	Amount
	Amount

	Sales
	80000*13
	£1040000

	Costs:
Variable costs (7*80000)
Fixed Cost
	
£560000
£360000
	

	Total Cost
	
	(£920000)

	Profit
	
	£120000



[bookmark: _Toc61030057](d) Limitations of break-even analysis
The stage at which revenue of a business equals its cost is known as a break-even analysis. This tool is effective in term of determining how much unit a business needs sales to ensure that the cost related to the product has been recovered. This process has some limitations: 
Effective in the short term: One of the most effective problems related with break-even analysis is that it is effective in term of short term decision making but in the long term, this might not be effective for a business to achieve success (Jakupi, Statovci and Hajrizi, 2017). That is why the management of a business should not use it for long term decision making.  
Difficult to handle selling cost: Break-even analysis has a problem with cost calculation and it faces a problem in term of calculating selling costs. There are different types of costs which are related to sales. These must-have to consider in the time of cost calculation but this does not do that. 
All output has been sold: For example, Walk About Ltd produced 80000 unit of product. As per this method, all the product which the business produced will be sold. Practically this might not be possible for a business (Wasson and Phillips, 2015). That is why if it has been assumed that all the product will be sold and in reality, it does not then it will create a problem.  
Fixed cost and variable cost: These are the two cost which has been considered while calculating break-even analysis. But there is a fault because the fixed cost does not remain fixed at every level and variable cost can also be predication. The estimation of these two is difficult and for that, the results which have been created by break-even analysis might be wrong.  
[bookmark: _Toc61030058]Question 2
[bookmark: _Toc61030059](a) Importance of management accounting and it's different from financial accounting 
Management accounting is the process which can be used by a business to develop information about the performance of the business and based on that management can develop an effective decision. This is important for a business organisation because: 
Helps in developing a plan: Making a plan is one of the most important tasks of a business and management accounting can help a business to do that. These analyse the information related to a business and management can use that in decision making and effective planning. 
Help to measure performance: Measuring the performance of the business is important to achieve success as it will help to analyse whether a business is successful not (Bhimani and Langfield-Smith, 2017). Management accounting measures performance and provides the information to the management.
Help to increase efficiency: If a business organisation is able to achieve efficiency in the business than it will help the business to achieve competitive advantage. As management accounting is for internal use of a business only for that it helps to improve the efficiency of the business. 
[bookmark: _Toc61030060]Difference between management accounting and financial accounting        
These two are different from one another in many aspects. One of the most important differences between these two is that management accounting is for internal use only whereas financial accounting is for external use. Management accounting provides information to the management of the business and for that management can only be able to develop a decision on the basis of this (Emile Woolf International, 2012). But the information provided by financial management can be used by the external parties as well. Most of the information which is been provided by management accounting is future-oriented but the information provided by financial accounting is related to the past. In term of organisational decision-making management, accounting is effective than financial accounting.     
[bookmark: _Toc61030061](b) Three techniques of management accounting
The objectives of management accounting are to provide effective information to the management of the business to help in effective decision making. The techniques which can be used for the purpose of this includes: 
Margin analysis: This technique is related to analysing incremental benefits of optimising the production. For example, if a business decide to increase the production of the business. This will increase the cost related to the business. Management accounting will help to understand the relationship between the cost and the benefits (Xin, 2014). That means it will try to assess whether the cost requires to accomplish the task is more or less than the benefits which it will provide. Break-even point analysis is related to the use of this which helps to understand the point where the revenue and cost related to a product is the same.      
Constraints analysis: A business must have to consider the constraints which it will have to suffer while producing. These constraints can be said as the bottleneck, this means that the workload for a business will be higher than its capacity. That means that if a business has a capacity of producing 70000 units and it wants to produce 80000 unit than the business will have to face different types of problem. If the business does not considers these constraints than the decision which will be taken will not be effective and that will reduce the chance of the business to achieve success. That is why the management accounting of the business must have to understand these bottleneck and develop effective action to tackle those. 
Capital budgeting: A business to run its business operation continuously needs capital and the decision related to this will determine the effectiveness of management accounting. The calculation of NPV and IRR is related to capital budgeting which has been done by the management accounting of a business (Stanley, 2013). NPV is the measure of the present value of future cash flow. If it is positive than the management of a business gets the green signal to proceed and the objectives of management accounting have been achieved.  








[bookmark: _Toc61030062]Conclusion 
Both break-even analysis and management accounting are important for an organisation in decision making. Management accounting helps in term of making sure that the decision which has been taken by the management is effective. There are tools like marginal analysing, constraints analysis and capital budgeting can be used for the purpose of improving the effectiveness of management accounting.    
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