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Question 1

Walk About Ltd makes and sells products A.		

a) Calculate the break-even point of product A for Walk About Ltd.
 
Contribution cost per unit=   £11- £6 = £5 (2)

Break-even point (units)=  = 70,000 units. (1)

Break-even point (revenue) (3)

Ratio==£770,000 (4)

Revenue=£11x £75,000=£825,000 (5)

Variable cost=£6x£75,000=£450,000  (6)

b) Calculate the profit made on sales 75,000 units.

Profit = (75,000 units- £70,000) x £5 = £25,000 (7) 

The profit made on sales of £75,000 units is a good profit for Walk About Ltd.
 
c)
· New selling price=£13= (8)
· New variable costs=£6+£1=£7 (9)
· New contribution cost=£13-£7=£6 (10)
· New fixed costs=£350,000+£10,000 = £360,000 (11)
· New sales volume= £80,000(12)
· New break-even point== 60,000 units (13)
· New profit =(£80,000-£60,000)x6=£ 120,000(14) 

After increasing and improving the product specifications Walk About Ltd is not going to gain a very good profit.

d)Limitations of break-even analysis.

The break-even point is a recognized instrument for determining target production, income, and costs to obtain a zero profit. Break-even analysis tends with predicting costs, volume, and profit as the level of activity changes. The break-even analysis theory is imitative from marginal costing principles and the assumptions and definitions of fixed and variable costs and their behaviours (Hussey R. (1989). Because break-even analysis uses assumptions of cost behavior, there are some limitations in its application. One of the most important limitations is that fixed and variable costs change their behavior over a certain activity range. For example, if production is doubled, more factory space will be required with an increase in the associated fixed costs, and if there are made some renovation, the paying rate will be changed (Rajiv Srivastava and Anil Misra). Variable costs may also be affected if, for example, the company enters into bulk buying of materials at a discount. This analysis can be done on a single product easily. Therefore, fixed costs need to be allocated to that product, which is difficult in practice. Break-even analysis also assumes that the price would not fluctuate, but it is usually not possible to have fixed prices of the products in practice. Furthermore, break-even analysis does not consider the changes in the market conditions, which definitely affect the product's demand and price. This also means that it does not consider the law of demand. Moreover, another limitation with break-even analysis is that it assumes that all units which are being manufactured are also being sold, which implies that there is no inventory. However, in practice, this is not possible. Opening and closing stock are usually there in the organization. An advantage to using break-even analysis is that it indicates the lowest amount of business activity necessary to prevent losses.


Question 2

a) Importance of management accounting, and how it differs from what financial accounting provides.

The business concern needs finance to meet their requirements in the economic world. Financial accounting and managerial accounting are two of the four largest branches of accounting. The main objective of management accounting is to produce useful information for a company's internal use. Financial accounting has some internal uses, but it is much more concerned with informing that outside of a company. Management accounting is operating once yearly, but the financial statement can be produced daily, weekly, monthly, etc. The information created through financial accounting is entirely historical; financial statements contain data for a defined period of time. Managerial accounting looks at past performance and creates business anticipations. This type should inform business decisions of accounting. The biggest practical difference between financial accounting and managerial accounting relates to their legal status. Each company is free to create its own system and rules on managerial reports. In contrast, financial accounting reports are highly regulated, especially the income statement, balance sheet, and cash flow statement. So, management accounting focuses on identifying, generating, presenting, interpreting, and using information relevant to formulating business strategy, planning and controlling activities, decision making, efficient recourse utilization, and safeguarding tangible and intangible assets. On the contrary financial accounting is providing insufficient details, and the information may not have range.


b) Three techniques by which the management accountant can achieve the objectives of management accounting. 

Break-even analysis is a method that is used by most organizations to determine a relationship between costs, revenue, and profits at different levels of output. 
Another form of financial analysis is breakeven analysis. It is a technique for finding a point at which a project will cover its costs or break even. It is often used to make an initial decision on whether to proceed with a project. Breakeven analysis is also a financial control technique in the sense that further analyses may be necessary as conditions change.
The breakeven analysis is done under two conditions, which are as follows:
1.Linear cost and revenue relationship
2. Non-linear cost and revenue relationship
Based on these two conditions, there are several methods for performing breakeven analysis.
Break-even analysis enables producers to determine the effect of various changes in costs and sales revenue on their availability of capital and set optimum or maximum selling prices. As a control technique, the breakeven analysis provides an objective measurement to evaluate an organization's performance and provides a basis for possible corrective action.

Budgeting is another control technique; future financial needs are estimated and arranged according to an orderly basis. It is used to control the financial performances of the business concern. Business operations are directed in the desired direction. The purpose of budgeting is to plan, control, coordinate, communicate, and motivate. There are two budgeting methods incremental operating with the information from last year and is increasing the figures. Another one is zero methods based on a new budget for every year.
Preparing the budget is many stages that help determine if the company has enough money to meet its demands.

Investment appraisal techniques are reliable sources of techniques for making an investment decision. 
Investment appraisal techniques are payback period, internal rate of return, net present value, accounting rate of return, and profitability index. They are primarily meant to appraise the performance of a new project. The payback period is one of the capital budgeting techniques used in decision making for investment appraisal. It covers the time period for recovering the initial investment at a minimum time period. Accounting Rate of Return is another recognized capital budgeting technique used in decision making for investment appraisal. It helps to rank the project's valuation according to their net earnings.Net Present value is the most acceptable techniques in capital budgeting techniques used in decision making for investment appraisal. Net Present Value is the difference between the summation of discounted cash inflows and the summation of discounted cash outflows. To analyze the project's profitability, the techniques of NPV is used. The internal Rate of Return is the most popular technique in decision making the purpose of investment. It is the concept of considering a discount rate where the result of NPV-Net Present Value equals zero or remains zero.











Workings 
 
a) 1) Break-even point=  
            2) Contribution cost per unit = Selling price per unit – Variable costs per unit 
            3) Break-even point (revenue)=
4)Ratio=
5)Revenue=Selling price x Currently sells
6)Variable costs= Variable costs x Currently sells 
      
b) 7) Profit= (Profit made on sales – break-even point) x Contribution cost per unit
c) 8) New selling price= increase of selling price
9) New variable costs= variable costs per unit + increase of variable costs per unit
10) New contribution cost= new selling price – new variable costs 
11) New fixed costs=fixed costs + increase of fixed costs 
12) New sales volume=expected sales volume
13) New break-even point=
14) New profit=new sales volume- new break-even point / new contribution per unit
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