Mock Exam 1 Guidance 
QUESTION 1 (35 marks)
   QUESTION 1 (a) – 10 marks
	Contribution = 23 – 13.50 = £9.50
	
	
	

	
B/E (units) = FC/contribution = 475,000/9.50 = 50,000 units
B/E (revenues) = 50,000 units X 23.00= £1,150,000
	

	
	
	
	
	
	

	
	
	
	
	
	

	QUESTION 1 (b) – 5 marks
Profit = (60,000 - 50,000) X 9.50 = £95,000
Or any other way of calculation
	
	

	
	
	
	
	
	

	
QUESTION 1 (c) – 10 marks
New selling price = £23.90
	
	
	

	New variable costs = £14.20
	
	
	

	new contribution = £9.70
	
	
	

	New fixed costs = £504,400
	
	
	

	New sales volume = 60,000 X 1.05 = 63,000
	
	

	
	
	
	
	
	

	New BEP = 504,400/9.70 = 52,000
	
	
	

	
	
	
	
	
	

	Profit = (63,000 - 52,000) X 9.7 = £106,700 The company should go ahead with the advertising campaign as the profit after the campaign is expected to be higher without it.
	


  
    QUESTION 1 (d) – 10 marks
     Limitations includes, but not limited to:-
· Non-linear relationships e.g. between sales price and quantity (may have to reduce SP to achieve sales beyond certain level?)
· Same issue for costs and quantities.
· May only work within a relevant range
· Not easy for multi-product firms. Also hard for one-off jobbing type firms – where every item produced is different. Same if you only make one of the item (build a bridge)
· Assume all production is sold – is this realistic?
· Non-qualitative factors: business awareness/competitors actions etc

Good answers provide a discussion which goes beyond a list of bullet points. High marks only if the discussion is critical (15 marks)

QUESTION 2 (30 marks)
(a) Payback period= 3 years + (75/250* 365days) = 3 years and 109.5 days  … 
5 marks

(b) Net Present Value:  10 marks
	Year
	Cash Flow
	12% Discount factor
	 PV 

	0
	- 825,000
	1
	-825000

	1
	250,000
	0.893
	223250

	2
	250,000
	0.797
	199250

	3
	250,000
	0.712
	178000

	4
	250,000
	0.636
	159000

	5
	250,000
	0.567
	141750

	
	
	
	NPV= 76,250


 
(c) The company should invest in this equipment as the NPV is positive. 5 marks
(d) 10 marks
	Year
	Cash Flow
	20% Discount factor
	 PV 

	0
	- 825,000
	1
	-825000

	1
	250,000
	0.833
	208250

	2
	250,000
	0.694
	173500

	3
	250,000
	0.579
	144750

	4
	250,000
	0.482
	120500

	5
	250,000
	0.402
	100500

	
	
	
	NPV= -77,500


In this case the company should not buy the equipment because the NPV is negative. 

QUESTION 3 (35 marks)

Good answers provide a discussion which goes beyond a list of bullet points. High marks only if the discussion is critical.
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