Q1. Information given:
Selling Price per unit: 5.75
Direct Laboure per unit: 1.35
Direct Materials per unit: 1.75
Other Direct Costs per unit: 0.40
Fixed Costs of Production: 180000
No. of units sold: 90000

a) Calculate break-even point in units and revenue
Break-even point is one where all variable costs and fixed costs incurred are recovered from sale of products. Thus, first we calculate in units.
Let the units to break-even be a
Now, the variable costs for producing a unit be (1.35+1.75+0.40) x a
Thus, the total variable costs is 3.50a
Total fixed costs are 180000
The selling revenue from a unit is 5.75a
The equation thus becomes 5.75a = 3.50a + 180000
Now, let’s solve for a

5.75a = 3.50a + 180000
5.75a – 3.50a = 180000
2.25a = 180000
a= 180000/2.25
a= 80000

Thus, the units to break-even is 80000
The revenue amount to break-even is 80000 x 5.75 = 460000

b) Profit on sale of 90000 units
For profit we will ascertain the revenue of 90000 units and subtract the variable and fixed costs from it

Revenue from 90000 units = 90000 x 5.75 = 517500
Variable costs for 90000 units = 90000 x (1.35+1.75+0.40) = 90000 x 3.50 = 315000
Fixed Costs = 180000
Thus, total costs = 315000 + 180000 = 495000
Profit = Revenue – Costs = 517500 – 495000 = 22500

c) After improving the product, the following information is arrived at:
Direct Materials Costs per unit: (1.75 + 0.15) = 1.90
Direct Laboure Costs per unit: (1.35 + 0.05) = 1.40
Selling price per unit: (5.75 + 0.25) = 6.00
No of units sold: (90000 + 5/100 x 90000) = 94500
Additional fixed costs of advertisement: 12500

New profit figure of improved sandals:
Revenue from 94500 units = 94500 x 6 = 567000
Variable costs for 94500 units = 94500 x (1.90+1.40+0.40) = 94500 x 3.70 = 349650
Fixed costs = 180000 + 12500 = 192500
Thus, total costs = 349650 + 192500 = 542150
Profit = Revenue – Costs = 567000 – 542150 = 24850

d) Limitations of break-even analysis:
i. It only considers the cost part of a product analysis. It does not tell level of sales at different levels of output.
ii. Some products may have semi-variable costs, which is difficult to calculate in break-even analysis.
iii. If there are more than one kind of products break-even becomes harder to calculate.
iv. As variable costs are appropriated on estimate basis, the over or under recovery chances are there to happen.
v. Fixed costs always do not stay the same, it may vary with output in which case break-even becomes harder to calculate.

Q.2. a) Financial accounts of any business are prepared in accordance with laws of the land, however, the financial accounts are the final picture, much before the accounts are prepared the raw data for preparing the same is arrived from management accounting which helps in assisting the management towards prudent decision making, achieving control and taking necessary actions.

The importance of management accounting is given in detail below:
i. Management accounting provides financial and non-financial data to the management which helps in better analysis and making future.
ii. These data are given to the management in the form of charts, graphs and tables which aids the management in taking correct decisions at the correct time.
iii. Variance analysis, standard costing, budgetary control are techniques which help management in measuring performances product wise, segment wise and industry wise.
iv. Management accounting helps in setting targets and thereby providing checks to meet targets, utilizing resources to the optimum level and thereby increasing efficiency.
v. Cost comparison and avoiding unnecessary expenditure helps in increasing profitability.
vi. Setting quality control measures helps in improving quality of products thereby resulting better customer service.
vii. If any business is thinking of launching new products management accounting helps at every stage from planning to execution. It also helps in ascertaining how much to produce at what level, what the selling price should be and whether to produce.
viii. Management accounting also helps in ascertaining whom to hire and what should be wages of personnel. It helps in arriving at how much to invest in personnel.

b) Techniques used by a management accountant to achieve planning, control, and decision-making

i. Planning: One of the important areas of management accounting is planning, formulating a plan can be done through budgets and capital budgeting. These can be made by relying on accounts related reports and industry standards. A budget can be drawn on related reports and it provides a company to ascertain which specific areas needs improving. This helps in knowing whether actions are moving as per plans or not.
ii. Control: Various measures like variance analysis, standard costing, budgetary control aids in knowing which area or which product is deviating from plan. Standard costing helps in knowing where the production or sales are deviating from standard set-in company and industry. This helps in taking necessary actions at the proper time and thereby helps in maintain control.
iii. Decision-making: All the above tools listed above along with various other techniques like quality control, ABC analysis, job costing, process costing, marginal costing helps the management in taking correct decisions at the right time. It helps in utilizing resources to the optimum level, eliminates wastages and keeps regular checks on overall areas of a company.
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