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QUESTION 1

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

Required:
(a) Calculate the break-even point (in units and revenues) of product A for Walk 
About Ltd. [10 marks]

Selling price           £ 11 per unit
Variable costs       £ 6 per unit
Fixed costs            £ 350,000
Selling unit            £ 75,000
Break-even point in units = Fixed costs/ Contribution per unit (selling price- variable costs) 
Break-even point in units = 350,000/ (11-6) =350,000/5=70,000
Break-even point in revenue= Fixed cost/contribution ratio (contribution per unit/selling price) 
Break-even point in revenue= 350,000/ (5/11) =350,000/0.45=777,777.7 

(b) Calculate the profit made on sales of 75,000 units. [10 marks]

Revenue (75,000×£ 11)                   £ 825,000
Variable costs (75,000×£6)             £ 450,000
Contribution                                      £ 375,000
Fixed costs                                         £ 350,000
Operating profit                                £ 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. [15 marks] 

Selling price                                                                         £ 13
Variable costs                                                                     £ 7
Fixed costs (including: Advertising costs £10,000)      £360,000 
Selling unit                                                                          £80,000

Revenue (80,000×13)                   £ 1, 040, 000
Variable costs (80,000×7)                 £ 560,000 
Contribution                                       £ 480,000 
Fixed costs (350,000+10,000)          £ 360,000
Operating profit                                 £ 120,000

(d) Discuss the limitations of break-even analysis. [15 marks]						
The break-even analysis is very practical tool for the business. The break-even analysis including the selling price and unit, variable costs, the fixed costs, these are help to calculate the contribution and the operating profit. The break-even analysis shows the break-even point, where is the total costs and the sales revenue is equal; the break-even point is where the profit and the loss are meeting, everything above the break-even point is profit.  In this case the first operating profit is £25,000 and after £120,000 so this shows the company well running. 

	QUESTION 2
(a) Discuss the importance of management accounting, and how it differs from what 
financial accounting provides. [25 marks]

 The management accounting is very important for the business. The management accounting is help for the organisations identifying, analysing, measuring, interpreting and communicating the information’s. The management accounting functions are the planning (the activities, budgets and formulating the business strategy), decision making, and control (safeguarding assets, performance improvement, efficient resource wage, corporate governance and internal control). 
The main difference the financial- and accounting management is the financial accounting is that the collection of data to make financial statements, while management accounting is that the internal processing won’t to account for business transactions. 
(b) Discuss three techniques by which the management accountant can achieve the objectives of management accounting. [25 marks]

· Margin analysis
Margin analysis is mainly showing the incremental benefits of optimising production. This is essential techniques in that management accounting, which include the break-even point calculation that is determines optimal sales for the products or services of the company.
· Capital budgeting
This technique is the net present value and the internal rate of return calculations which is shows a new capital budgeting decision for the management. It is required capital expenditures related information’s.
· Inventory valuation and product costing
Inventory valuation involves the analysis of particular related to the company’s product. The method implies the calculation and allocation of overhead charges, also the direct cost associated with the value of product sold. 

