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Answer to the question no #02 

a) Calculation of the net present value and payback period 

Year 0 1 2 3 4       

Production line -5,40,000 
    

Scrap value 
    

1,00,000 

Contribution 
 

3,20,000 3,20,000 3,20,000 3,20,000 

Fixed Costs 
 

-1,70,000 -1,70,000 -1,70,000 -1,70,000 

Net Cash Flow -5,40,0000 1,50,000 1,50,000 1,50,000 2,50,000 

Cumulative -540,000 -3,90,000 -2,40,000 -90,000 1,60,000       

Discount factor 1 0.92593 0.85734 0.79383 0.73503 

DCF -540,000 1,38,889 1,28,601 1,19,074 1,83,757       

NPV 30,321 
    

Payback 3.36 
    

 

From the above table, it has been seen that the NPV of the project is £30,321 which 

is a positive value. In this connection, the Pendennis Kitchens can undertake this 

project.  

 

b) How much percentage change is required? 

To make an unviable project, the project must have NPV with zero or negative. The 

NPV of the project of the Pendennis Kitchens will be Zero for the production factor 

when the cost of the production line will be increased by the £30,321. This indicates 

that (30,321/5,40,000) = 5.61% increasing of the project line will lead the project is 

no longer viable. The residual value of the equipment has also contributed to an 

increase in the NPV of the project (EISEN, 2019). For the project of the Pendennis 

Kitchens, the residual value has been discounted with 0.73503. When the residual 

value of the project will be (30,321/.73503) = 41,251; the project of the Pendennis 

Kitchens will no be viable.    
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c)  Calculation of the break-even point 

Break-Even Units = 
𝐹𝑖𝑥𝑒𝑑 𝐶𝑜𝑠𝑡

𝐶𝑜𝑛𝑡𝑟𝑖𝑏𝑢𝑎𝑡𝑖𝑜𝑛 𝑀𝑎𝑟𝑔𝑖𝑛 𝑃𝑒𝑟 𝑈𝑛𝑖𝑡
 = 

1,70,000

10−8
 = 85,000 Units 

Break Even Sales = (85,000 ×£10) = £8,50,000 

Margin of safety = 
1,60,000−85,000

1,60,000
 = 46.87% 

d) Revised break-even point  

Break-Even Units = 
𝐹𝑖𝑥𝑒𝑑 𝐶𝑜𝑠𝑡

𝐶𝑜𝑛𝑡𝑟𝑖𝑏𝑢𝑎𝑡𝑖𝑜𝑛 𝑀𝑎𝑟𝑔𝑖𝑛 𝑃𝑒𝑟 𝑈𝑛𝑖𝑡
 = 

3,00,000

10−7
 = 1,00,000 Units 

Break Even Sales = (1,00,000 ×£10) = £10,00,000 

Margin of safety = 
1,60,000−1,00,000

1,60,000
 = 37.50% 

e) Cost of the capital 

The cost of the capital represents the occurred cost that must be paid by the company 

to its investors, lenders, and other providers of the finance to obtain capital from those 

parties. The cost of the capital can be expressed as the minimum returns that must 

be earned by the business organization (Horngren and Harrison, 2015). The company 

can be reduced its cost of the capital by using both equity finance and debt finance 

and determining the weighted average cost of the capital.   
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Answer to the question no #03 

a) Preparation of the cash position 

Particulars Amount (£) 

Money in:  

Own Capital 40,000 

Bank Loan 40,000 

Cash from Sales (30,000×11) 3,30,000 

 4,10,000 

Money out:  

Purchase (22,500×12) 2,70,000 

Inventory 10,000 

Lease 20,000 

Fixtures and Fittings 1,00,000 

Running Expenses 36,000 

Drawings 24,000 

Part-time assistant 7,200 

Repayments of loans 8,000 

Interests 2,000 

 4,77,200 

 

Net cash flow = (4,10,000-4,77,200) = (67,200) 
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b) Preparation of the forecasted income statement and statement of the 

financial position  

Forecasted Income Statement 

Particulars Amount (£) Amount (£) 

Sales  3,60,000 

Less: Cost of Goods Sold  (2,70,000) 

Gross Profit  90,000 

   

Less: Expenses   

Lease 20,000  

Depreciation (1,00,000/5) 20,000  

Running Expense 36,000  

Loan Interest 2,000  

Part time assistant expense 7,200 (85,200) 

Advance Lease Payment  5,000 

Net Profit  9,800 
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Statement of the Financial Position 

Particulars Amount (£) Amount (£) 

Non-Current Asset   

Fixtures and Fittings at cost 1,00,000  

Less: Accumulated Depreciation (20,000) 80,000 

Current Asset   

Inventory 10,000  

Receivables (1 month’s x £30,000) 30,000  

Lease 5,000 45,000 

Total Asset  1,25,000 

Current Liabilities   

Bank Overdraft 67,200 67,200 

Long-term Liabilities   

Loan (40,000-8000)  32,000 

Total Liabilities  99,200 

Equity   

Opening 40,000  

Net Profit 9,800  

Drawings (24,000)  

Total Equity  25,800 

Total Equity and Liability  1,25,000 

 

c) Comment 

After analysing of the cash position of the James brown, it has been seen that James 

brown will be faced the cash deficit after one-year end with amounting £67,200. In 

that case, the James brown can take overdraft loan from the bank to meet its cash 

crisis. James brown can reduce its overdraft loan by reducing its withdraw amount. At 

the time of taking overdraft loan, James Brown needs to perform cost-benefit analysis 

as the net profit margin is = (9,800/3,60,000) = 2.72% 
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d) Difference between profit and cash 

There has a significant difference between profit and cash flow. The difference 

between sales revenue and all expenses are considered as profit. Whether the cash 

considers only cash inflow and cash outflow of James Brown (Jones, 2013). In the 

calculation of the profit, James has considered both cash and non-cash transaction as 

per matching principles of the accounting. On the other hand, the cash transaction 

has been only considered by James in the time of determining its cash position.      

 

Answer to the question no #04 

a) Estimation of the total fixed cost and variable cost per unit 

Variable cost per unit = 
𝐻𝑖𝑔ℎ𝑒𝑠𝑡 𝑎𝑐𝑡𝑖𝑣𝑖𝑡𝑦 𝑜𝑓 𝑐𝑜𝑠𝑡−𝐿𝑜𝑤𝑒𝑠𝑡 𝑎𝑐𝑡𝑖𝑣𝑖𝑡𝑦 𝑜𝑓 𝑐𝑜𝑠𝑡

𝐻𝑖𝑔ℎ𝑒𝑠𝑡 𝑎𝑐𝑡𝑖𝑣𝑖𝑡𝑦 𝑙𝑒𝑣𝑒𝑙−𝐿𝑜𝑤𝑒𝑠𝑡 𝑎𝑐𝑡𝑖𝑣𝑖𝑡𝑦 𝑙𝑒𝑣𝑒𝑙
  = 

68,00,000−63,000,000

2,00,000−1,50,000
 = £10 

Here, Per unit Variable cost = £10 

Total Fixed cost = 63,00,000 – (1,50,000×10) = £ 48,00,000 

 

b) Break-even point and margin of safety 

Break-Even Units = 
𝐹𝑖𝑥𝑒𝑑 𝐶𝑜𝑠𝑡

𝐶𝑜𝑛𝑡𝑟𝑖𝑏𝑢𝑎𝑡𝑖𝑜𝑛 𝑀𝑎𝑟𝑔𝑖𝑛 𝑃𝑒𝑟 𝑈𝑛𝑖𝑡
 = 

48,00,000

50−10
 = 1,20,000 Units 

Break Even Sales = (1,20,000 ×£50) = £60,00,000 

Margin of safety = 
2,00,000−1,20,000

200,000
 = 40% 

c) Revised Break-even point and margin of safety 

Break-Even Units = 
𝐹𝑖𝑥𝑒𝑑 𝐶𝑜𝑠𝑡

𝐶𝑜𝑛𝑡𝑟𝑖𝑏𝑢𝑎𝑡𝑖𝑜𝑛 𝑀𝑎𝑟𝑔𝑖𝑛 𝑃𝑒𝑟 𝑈𝑛𝑖𝑡
 = 

48,00,000

40−9
 = 1,54,839 Units 

Break Even Sales = (1,54,839 ×£40) = £61,93,560 

Margin of safety = 
2,00,000−1,54,839

200,000
 = 22.58% 
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d) Advise the board 

The setting of the price is a very important task for any business organisation 

(Kimmel, 2018). The board of the Flying babies need to consider the following 

factors in the time of deciding regarding reducing the price of the buggy: 

- Existing market competition 

- Pricing strategy of the competitors 

- Income level of the customers 

- Operating cost of the business 

- The economic condition of the nation 

- Bargaining power of the customers 

e) Differences between the accountant’s break-even chart and the 

economist’s break-even chart 

The accountant and economist have calculated the break-even point to assess the 

ability of the company in terms of generating a profit and maximizing value of the 

company (EISEN, 2019). The accounting break-even chart has shown the required 

sales volume to cover its fixed cost or to make zero profit. Whether economics 

break-even chart has shown the required sales volume to attain its target profit. 

In the case of economics break-even chart, the business organization has needed 

to set the target profit earlier. On the other hand, the accountant has not set the 

target profit to calculate the accounting break-even profit. To analyse and financial 

performance, the investors have preferred the financial break-even chart to 

account break-even chart (Horngren and Harrison, 2015).           


