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Question 1 
An investment of £1,500,000 is made at the start of a project (Year 0). The project is 
expected to generate revenues, incur costs, and pay taxes over the next 5 years, as 
shown in the table below. The corporation tax rate is 20%, and the discount rate is 
10%. 

Given the following details: 

Initial Investment: £1,500,000 (Year 0) 

Revenues (Year 1-5): 

Year 1: £900,000 

Year 2: £900,000 

Year 3: £600,000 

Year 4: £900,000 

Year 5: £900,000 

Costs: 

Materials: £100,000 per year 

Labour: £50,000 per year 

Overheads: £20,000 per year 

Tax rate: 20% 

Discount rate: 10% per year 
Required 
a) Calculate the NPV of this project using the provided information and assess 

whether the investment is financially viable based on the NPV result. 

15 Marks 

b) Critically discuss the limitations of using NPV as the sole metric for 
evaluating investment decisions. How might revenue fluctuations, unforeseen 
cost increases, or external factors such as economic changes and regulatory 
shifts impact the accuracy and reliability of an NPV analysis?   
          10 Marks 

                                                                     25 Marks 
Please turn the page 
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Question 2 
 
Critically evaluate the use of short-term and long-term financing in managing a 
company's capital structure. Discuss the potential impact of each on liquidity, cost of 
capital, and financial stability. Consider the benefits and risks associated with each 
type of financing. 

25 Marks 
Question 3 
 
ABC Manufacturing Ltd. produces two types of products, Product X and Product Y. 
The company is currently evaluating its costing methods to better understand the 
profitability and pricing strategies of its products. To achieve this, ABC Manufacturing 
Ltd. has decided to use Activity-Based Costing (ABC) to allocate overhead costs 
more accurately based on the actual consumption of activities by each product. 

In order to make informed decisions about pricing and profitability, it is crucial for 
ABC Manufacturing Ltd. to calculate the ABC cost per unit for its products. The 
company has identified the following total costs associated with three key activities: 

• Material Handling Movements: £200,000 

• Production Set Ups: £350,000 

• Material Requisitions: £125,000 

The production and activity data for each product are as follows: 

• Product X: 10,000 units produced, with 20 material handling movements, 50 
production set ups, and 30 material requisitions. 

• Product Y: 5,000 units produced, with 15 material handling movements, 10 
production set ups, and 12 material requisitions. 

Required: 

a) Using the provided Activity-Based Costing (ABC) data, calculate the ABC cost 
per unit for Product X and Product Y. Analyse the cost implications of these 
calculations on the pricing strategy and profitability of both products for ABC 
Manufacturing Ltd. How might these insights influence the company's 
decision-making process regarding product pricing and cost management? 

 
        13 Marks 
Question 3 continued over the page 
 

Please turn the page 



Page 4 of 6 
 
University of Bolton 
Greater Manchester Business School 
BSc (Hons) Business Management 
Semester 1 Examination 2024/2025 
Financial Reporting for Management  
Module No. BMP 6042  
 
Question 3 continued 
 

b) Critically discuss the advantages and limitations of using Activity-Based 
Costing (ABC) in allocating overhead costs. How does ABC improve cost 
accuracy compared to traditional costing methods? Evaluate its effectiveness 
in decision-making and potential challenges businesses may face in 
implementation. 

 
        12 Marks 
        25 Marks 
Question 4 
 
Darwen Company produces three products: X, Y, and Z. The company is currently 
assessing its financial performance and planning for profitability. To do this, they 
need to determine the breakeven sales revenue required and the sales revenue 
needed to achieve a targeted profit. The company has provided the following 
information: 

• Selling Price per Unit: 

o Product X: £16 

o Product Y: £20 

o Product Z: £10 

• Variable Cost per Unit: 

o Product X: £5 

o Product Y: £15 

o Product Z: £7 

• Budgeted Sales Volume: 

o Product X: 50,000 units 

o Product Y: 10,000 units 

o Product Z: 100,000 units 

• Fixed Costs: £450,000 
 
Question 4 continued over the page 

 
Please turn the page 
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Question 4 Continued 
 
Required: 

1. Calculate the total contribution margin for each product.    6 Marks 

2. Determine the breakeven sales revenue required for Darwen Company. 

6 Marks                

3. Calculate the breakeven sales revenue necessary to achieve a profit of 
£600,000.           5 Marks 

4. Briefly discuss how these calculations can assist Darwen Company in making 
strategic decisions regarding product pricing and cost management.   8 Marks 

 
        25 Mark 

END OF QUESTIONS 
 

PLEASE TURN THE PAGE FOR INTEREST RATES TABLE 
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 PRESENT VALUE TABLE 

 

 
END OF EXAM 
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