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QUESTION 1 

a)

	SELLING PRICE (per unit)
	£11



	VARIABLE COSTS (per unit)
	£6



	FIXED COSTS
	£350,000



	SELLS
	75,000 units




CONTRIBUTION = SELLING PRICE (per unit) – VARIABLE COSTS (per unit)
CONTRIBUTION = 11 – 6 = £5

BREAK EVEN POINT (in units) =     FIXED COSTS         = 350,000    = £70,000
                                                           CONTRIBUTION
          5 
BREAK EVEN POINT (revenue) = SELLING PRICE*BREAK EVEN POINT (in units) =11*70,000 = £770,000
b) 

PROFIT = TOTAL CONTRIBUTION - FIXED COSTS

PROFIT = 5*75,000 – 350,000 = 375,000 – 350,000 = £25,000
c) 
	ADVERTISING

FIXED COSTS
	10,000

                                                         360,000



	NEW VARIABLE COSTS 
	£7



	NEW SELLING PRICE
	£13



	EXPECTED SALES 
	80,000




REVISED CONTRIBUTION = NEW SELLING PRICE (per unit) – NEW VARIABLE COSTS (per unit)

REVISED CONTRIBUTION = 13 – 7 = £6
NEW PROFIT = TOTAL CONTRIBUTION – FIXED COSTS

NEW PROFIT = 6 * 80,000 – 360,000 = 480,000 – 360,000 = £120,000
As a result of the investments made for advertising and changes in the selling price, variable costs and the number of units for sale, the company will achieve profitable growth.
d) Limitations of break- even analysis are:

1. Unrealistic assumptions – selling price does not remain constant; products will not be sold at the same price because of the different factors such as:

· Customer feedback

· Reputation

· Employee turnover

· Community feedback

· Employee training

· Job satisfaction

· Fixed costs will vary with changes in output

2. Sales will not be the same

3. Variable costs will not be the same

4. Break-even analysis is difficult for multi – product companies (big stores like Tesco, etc.)
5. This analysis should not be used as a decision – making method but rather as a planning aid
QUESTION 2
a)

Financial accounting and management accounting are two parts of Accounting. They play an important role to ensure business run efficiently. Financial accounting presents the financial position of the company to various stakeholders. On the other side, management accounting provides both qualitative and quantitative data to the managers, to assist them in decision making and achieve maximal profit. 
	No
	FINANCIAL ACCOUNTING
	MANAGEMENT ACCOUNTING

	1.
	The main aim is to disclose end results and financial condition of the business to the stakeholders
	The main aim is to provide necessary information to management for future plans and decisions.

	2.
	It is for external users such as stakeholders, lenders, etc.
	It is for internal users such as managers and supervisors of business. 

	3.
	There are fixed ways to prepare it. It is reported in prescribed format as Trial Balance, Profit and Loss Statement and Balance Sheet, etc.
	There is not fixed ways and special format to prepare it.

	4.
	There are specific periods for preparation – Annually, Semi-Annually, Quarterly.
	There are not specific periods to prepare, it is as needed- daily, weekly, monthly.

	5.
	It use financial information.
	Use financial and non-financial information.

	6.
	
	Formulating business strategy.


	7.
	
	Combine governance and internal control.




b)

There are some different methods of evaluating projects. Some of them take into account the changing value of money:

· Discounted Payback

· Net Present Value - NPV
· Internal rate of return – IRR
The other technics do not take into account the changing value of money:

· Payback

· Annual Recurring Revenue – ARR

1. Payback period is the time in which the initial outlay of investment is expected to be recovered through the cash inflows generated by investments. It is one of the simplest investment appraisal techniques. (Irfanulah, 2019)
Payback period =       Initial investment

                               Net Cash Flow per period
It is easily calculated and understand but ignores timing within the payback period.

Accounting Rate of Return – ARR – to calculate this indicator we need the average annual profit expected from a project as a percentage of the invested capital (Chris, 2020)

ARR = Average annual operating profit x 100%
          Initial investment or average investment
It helps managers to calculate investment’s profitability quickly. It is simple to calculate and good understanding. It does not take into account changing value of money and it is based on accounting profit, not cash flows.
2. Net Present Value – NPV 

NVP is the value of all future cash flows (positive and negative) over the entire life of an investment discounted to the present. 

NPV = Present value of cash inflows – Present value of cash outflows (all discounted of the cost of capital)

The advantage of this method is that it takes into account the timing of the cash flows and includes all relevant cash flows. In comparison with another two technics, this one is more difficult to understand. 
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