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Question 1
Product A for Walk About  Ltd:
a.  Break- even point=?         BEP=     FC/Contribution per unit
Break- even Revenue=?    BER=    Selling price per unit X BEP   

Selling price= 11pounds
VC= 6 pounds per unit
FC= 350,000 pounds 
Sales= 75,000 units

Contribution per unit= Selling price per unit- VC per unit=11-6=5
BEP=350,000/5=70,000 units

BER=11 X 70,000=770,000 pounds

b. Profit= Total Contribution – FC
Total Contribution= Contribution per unit X amount of sales
Profit= (5 X 75,000) – 350,000= 375,000-350,000=25,000 pounds

c. Advertising- 10,000 pounds (FC)
Revised FC= 350,000+10,000=360,000 pounds
Revised VC=1+6=7 pounds
Revised selling price=13 pounds/unit
Revised Sales= 80,000 units
New Profit=?
Profit=Total Contribution –FC
Total Contribution= Contribution /unit X amount sales
          Contribution per unit= Selling price per unit- VC per unit
         New Contribution/unit= 13-7=6
New Profit= (6X80,000) – 360,000= 480,000-360,000= 120,000 pounds.

d. Discuss the limitations of break-even analysis

The limitations of break-even analysis may include that few costs are truly variable and this ones may increase with more activity at the process. Another important point is that the fixed costs are fixed to a certain point and also break-even analysis ignores other factors. An addition, analysis may  be complicated with multiple products, for example big stores like Tesco with huge variety of products. On the other hand it assumes that all production is sold and it is not too realistic. Another limitation is non- qualitative factors are taken into account as business awareness and competitors actions.


Question 2


a. The importance of Management Accounting in the business is irreplaceable because its provides information which managers can use to make decisions, planning actions and preparing  budgets ,co-ordinating and controlling areas where the operations are not running according to the plan. It is also very important to motivate to new targets and improve the performance company.

The Management Accounting and the Financial Accounting provide different information to different users. The first one is for use to the internal users, such as the managers of the business while the Financial Accounting is for external users, such as owners of the business, potential investors and HM Revenue and Customs. For this one are fixed ways to preparing it and also special period of it, unlike the Management Accounting are not fixed way to preparing and it can be done when the company wants. 
The Financial Accounting provides historical records as a balance sheet, income statement and they are normally only once or twice a year. 
Management Account can be produce in any format that is useful to the business and can be made frequently, for example every month.

b. Three of the techniques by which the management accounting can achieve the objectives are ARR ( Accounting  Rate of Return based on initial investment  or on average investment), Payback period and  NPV( net present value).
ARR is a method to calculate by taking the average annual profits expected from the project . Its results are in a percentage of the capital invested. Its advantages are that is widely understood and ensure profitability, also is simple to calculate. On the other hand this method ignores time factor of money, takes no account of size of investment and also is based on accounting profits not cash flow.
ARR= Average annual operating profit/ Initial investment or average investment X 100%
The Payback period is the time which is needed to be repaid out the initial investment. Its advantages are that it is easy understood and is economically more attractive, also is quick and easy to calculate. This method is not concerned with profitability and ignores cash flows after payback.
NPV takes into account all cash flows over life of the project and also makes allowance for the time value of money. While the number of it is positive is good for the company to accept the project and if it is negative – to reject it.
NPV= (present value of cash inflows- present  of  the cash outflow)- the cost of capital.
