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Question 1

a) 
Total variable costs = Direct Labour + Direct Materials+ Other direct costs= £1.35+£1.75+£0.4=£3.5
Contribution per unit = Selling price per unit- Variable cost per unit = £5.75 - £3.5 = £2.25
Break even point = Fixed costs/ Contribution per unit = £180,000/£2.25 = 80,000 units
80,000*£5.75 = £460,000 revenue

b) 
Solent LTD breaks even at the sale of 80,000 units of Sandals, meaning that at this point has covered all the costs incurred with the producing of this items
Solent LTD starts to record profit for for the extra unit sold up to 90,000 units of Sandals.
90,000- 80,000=10,000 units
10,000 units * £2.25 (contribution) = £22,500 

c)   
Advertising costs = £12,500
New fixed cost for improved Sandals = £180,000+£12,500= £192,500
New Material costs = £1.75 + £0.15 = £1.90
New Direct labour costs = £1.35 + £0.05 = £1.40
New variable cost for improved Sandals = New Material cost + New Direct labour cost + Other Direct costs = £1.90+ £1.40+ £0.4 = £3.70
New Selling price = £5.75+ £0.25 = £6.00
New contribution per unit = New Sale price per unit – New variable cost per unit = £6.00 - £3.70 = £2.30
Break even point for improved Sandals = New Fixed costs/ New Contribution per unit = £192,500/£2.30 = 83,696 units 
83,696 units * £6 = £502,176 
New sales = 90,000*1.05 = 94,500 units
New profit figure = (94,500 units – 83,696 units to break even) * new contribution = 10,804 units * £2.30 = £24,849.20

d) The Break-even point model also known as the cost-efficiency threshold or the zero point is an old way of determining the amount of products a company has to sell in order to cover all the costs incurred for that production. The concept is present in the literature since late XIX century however this is still used now days in practice. It takes into account the split of the costs between fixed and variable.

The method encounters a few important limitations such as problems at cost classification. In practice, some of the costs are difficult to classify especially in the case of mixed costs or shared costs for several products.
The way to classify the costs can lead to different results for example using the observation or estimation based on experience can generate subjectivity and might result into classifying the cost into the wrong category where the bookkeeping method can bring more accurate results.
Another limitation of this method is that the fixed costs are fixed until a certain point
which triggers an abnormal cost classification for a part of the cost. This classification will generate a slightly different result than if the costs would be perfectly split. In practice, businesses are fully aware of this and they are keeping into account the need of a proper cost classification constantly looking for improvements. 

At the use of Break-even point in theory the revenue and costs are linear where as in practice it is not the case.  From a costs perspective it is easier to quantify because if we know we are going to produce a certain amount of units we can easily predict or compute how much these will cost. On the revenue side it is not possible to accurately predict the sales and often they are not linear.

Also, the Break-even point does not take into consideration other factors involved in the production process for example exceptional situations. 

Question 2

a) Financial accounting and its deliverables, the Financial Statements are legally required, are public and they are useful for a multiple range of stakeholders such as investors, banks, clients, suppliers. They are prepared following certain rules and templates no matter which is the nature of the business. It collects and keeps the records for the interested parties.

The management accounting is a full set of techniques adapted to the business itself meant to help the leaders at the decision making. It is used internally only and it generates the practical view that gives an extra hand at decision making.
The methods take into account the business’ specifics and analyses in depth every aspect of the day-to-day activity.

The management accounting gives the tools for providing regularly analysis of cash flow, production, costs and so on. Computing on a monthly basis business related indicators can help management to understand where a trend is not followed and where a potential problem can arise. 

In a fast pace business environment it is very important to have a look internally at the processes on a regular basis in order to spot and address eventual issues.

Management accounting is also used for deciding if a product should start to be produced, if a product should be replaced or improved. Analysing the existing and the additional costs involved as well as the potential revenue can help a business to take the right decision and avoid trial and error. 

An industrial organization benefits a lot from the introduction of a good model of cost accounting. This increases the overall productivity and it also brings prosperity to the consumers.

In practice with the passing of the years organizations have changed and management accounting changed as well for example the hierarchical forms have been transformed into flatter forms which lead to a change of approaching the analysis of the employees in terms of delegation of the responsibility, division of labour or specialisation.

b)

Management accounting or cost accounting is the branch of the accounting focused on the identification, measurement, analysis and interpretation of accounting information in such way that it is going to help the managers to make the necessary decisions to efficiently manage the company’s operations. For these purposes multiple techniques are being used in relation with the nature of the business.

Cost classification and Break Even Analysis helps businesses to understand the quantity that has to be sold in order to cover all the incurred costs for the production of those products. This is based on the fixed cost, variable cost and contribution.

Marginal analisys is used to fix the selling price, selection of best sales mix, best use of scarce raw materials or resources, to take make or buy decision, acceptance or rejection of bulk order and foreign order and the like. This is based on the fixed cost, variable cost and contribution.

Budgeting it is a technique which takes into account future financial needs which are estimated and arranged according to an orderly basis. It is used to control the financial performances of business concern. Business operations are directed in a desired direction.

Management Reporting is produced by the management accountant which is preparing the report on the basis of the contents of profit and loss account and balance sheet and submit them to the the top management. Thus prepared reports disclose the strength and weakness in different areas of operating activities and financial activities. These identification are highly useful to management for exercising control and decision-making.

Investment appraisal techniques such as payback period, internal rate of return, net present value and profitability index are meant to evaluate a new project and help with the decision of investing into that project or not. 
The payback period is how long does it take for that specific project to recover the cost invested.
The internal rate of return brings discounted future cash flows at par with the initial investment.
The net present value is the sum of discounted future cash inflow and outflow related to a project.
The profitability index defines how much the earning will be per each money invested.
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