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SOLUTION

 QUESTION 1

a) Contribution = Selling price – Variable Costs = 11£ - 6£ = 5£

Contribution margin - that is the different between sales and variable costs.

Break-even point (BEP) = Fixed costs  =               350 000 £ = 70 000 units
                                   Contribution per unit                  5 £
Break-even points - this is the point where revenue equals cost. After BEP, each subsequent sale will bring profit to the business. In this case, after the sale of 70,000 units, the company will be able to make a profit.

Break-even revenue = Selling price x BEP = 11£ x 70 000units = 770 000£
These are the revenues needed to cover all costs.

b) Contribution per unit - 5£
Sales – 75 000units
5£ x 75 000units = 375 000£
375 000 -  350 000 (fixed costs) = 25 000£  - the profit we will make in the sale of               75 000 units


c) Advertising campaign + Fixed costs = 10 000£ + 350 000£ = 360 000£
Variable cost   = 6£ + 1£(increase) = 7£
New selling price after increase = 13£
Sales = 80 000 units
Revised contribution (New selling price – New Variable cost) = 13£ - 7£ = 6£
Revised total contribution = 6£ x 80 000units = 480 000£
New profit = Total Contribution – New total fixed cost =480 000–360 000 = 120 000£
            
The company's profit after the advertising campaign is expected to be £120,000, meaning this business decision would result in £95,000 more profit than normal. This makes the business decision profitable for the company.

d) Limitations of break-even analysis:
· Many companies offer more than one product, making Break-even points difficult to calculate
· This type of calculation may ignore other factors that may affect the calculations 
· This analysis is best used in planning rather than as a tool
· This analysis assumes that variable costs are of the same magnitude regardless of the different levels of production
· Not at all times fixed costs are fixed
· May only work within a relevant range
· The entire production cannot be expected to be sold. It is possible to have a stock.

QUESTION 2

a) Management accounting is an integral part of management accounting. Provides analyzed information (internal financial statements) that can serve the management to make future decisions to achieve short-term as well as long-term business goals:
· Formulation a business strategy;
· Planning of activities and their control;
· Efficiency gains;
· Enhancing the efficient use of the resource base;
· Cooperative Management;







b) Some of the best methods for evaluating projects in a company are:
1. The Internal Rate of Return (IRR)
2. Payback Method
3. Net Present Value (NPV)
4. Return of Investment (ROI)

Payback Method - This is the time it takes to repay the initial investment from the net cash flows from the project.
When using this method, the project shall be chosen, which shall, when it is implemented, be the time limit for its payment. Because this method looks at the time/years within which net income equals the total value of the project.
Advantages :
                 - Quick to calculate
· Easily understood
· Accuracy
· Economically attractive
· Concentrates on earlier cash flows

Net Present Value (NPV) - It takes into account the time value of the money and all cash flows during the duration of the project
 NPV = Cash Flow
      (1+i)t
i – Required return or discount rate
t – Number ot time periods

[bookmark: _GoBack]The Internal Rate of Return (IRR) - this is the rate of return that will lead to the uniformity of the project. It is best if the IRR of the project is greater than the capital expenditure, it is nice to accept the project
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Financial Accounting


Financial accounting provides information to outside users with the help to make future decisions


Reports on the results of the entire business


Creates financial statements to be used both within and outside the company.


Requires considerable accuracy in record keeping – must be reliable


Uses accounting standards


Deals with the results that the business has already achieved


Issues reports after the end of any accounting period


Deals with the valuation of liabilities and assets



Management  Accounting


Management accounting provides information to internal users with the help to make future decisions


Reports information at a more detailed level


Deals with estimates


There are no certain accounting standards to use


There is an orientation for the future


Creates operational reports to be used within the company itself


Can issue reports much more frequently


Deals with the performance of items
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