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Introduction

The paper saw a wide range of marks.

High marks were achieved by those candidates who had prepared well. Candidates who were
unfamiliar with the topics and theory did not achieve such high marks.

Overall, the standard of answers was around average for this exam.
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Question 1

This question tested familiar areas in cash budgets and profit and loss budgets but the marks were
only reasonable.

Most candidates made a reasonable attempt at producing a cash budget in (a) and were very good
with the format. Some of the detail in the calculations was not always correct.

It was good to see that the budgeted statement of profit or loss in (b) usually achieved at least
average marks, because many of the calculations were correct.

Answers to (c) rarely achieved Level 3 status because many answers ignored the fact that the
question was asking about budgets for a new business.

Frequent errors were:

In (a), assuming sales started in month 1 instead of month 2 and therefore inserting sales
receipts into month 1

¢ |ncorrect calculation of commission for Florentia in (a)

Omission of overdraft interest in (a) or incorrect calculation

In (b), incorrect calculation of sales and/or purchases

Including bank loan repayments in (b) instead of only the interest

In (c), failure to address the question that stated the budget was for a new business

This response is typical of an average candidate.
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1 (a) Prepare the cash budget, in columnar format, for each of the first three months

of the business.

Workings

eledyicity

@mmn"-m 419

:}. 250

W 2 | Commissiow
N4

-§ 3200

. 9700 X354

= £2620

..........
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Marina’s Nail Parlour - Cash Budget

Month 1 Month 2 Month 3
| Cash infloos
| Qales  (w1) 8640 & 640 g &40
Cash \0r 000
Bank lo0n \O) (0G0
Toal 05l 23, &40 81 £40 g, &40
|_Casn outlgwd
Loan_repayment \e5 =2 165
Wntevest 5 i) 5
Premises e B0 8U0 40
rmgﬂ 0s?s RS
w ! \ L uB0
e " o
Fomilore 2 900
b quipmen \1600
L;::;;;?m \\ 200 430 480
Elecvicly  (w2) 150 125 125
(ras - - 210
Worev 0
guamﬂwﬂ 3,240 3,240 2,260
Prowings 1600 \1 600 t 600
wnnﬂm 25,4% 65?5 6 1%
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Month 1 Month 2 Month 3
- Bewryes e
e coghflow 26 21 16 \, a6
Cosn*peving veluce o 2, 645 U 1140
caswlov dosiby e | 2 639 W1 340 66 1°
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(b) Prepare the budgeted Statement of Profit or Loss and Other Comprehensive
Income for Marina’s nail parlour for the first year of business.

(21)

Buddpted siareme o welil oy 155 8 ohe, comyverensive income for Sivs? year f s

= Asing venlevy

YOS it
"'OWWMCDWQPYPH

Less  exPenses

...............................

.................................

.........

Depreciahon:

o EYEMISES

||||||||||||

.........

B 11—

Qe
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(c) Evaluate the use of budgets for a new business.
(12)

.........................................................

an .hf-orhn “hey when -\‘MF is‘ o Quovtage oE ng,ql aa-essawes s0

CONtyol | wheve  vavienre v uwmﬂ is checked 1 in ovdey Gov Mﬁtm

sﬂhﬂﬂ,, o it mokes  suve price of sevvices epsues  al) openses  avy

coveed 1 Ve abl€ ‘o wmahe a pyolit. B dlsp wiokiwates omployees,

||||||

jfliqew'ﬂv_\
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/\ Examiner Comments

The answer to (a) achieves 12 marks out of 22. Marks are lost in
the following areas:

¢ There are no sales in month 1

¢ Purchases in months 2 and 3 should have been 720 but are
given as 480

* Electricity in month 1 should have been 125 not 250

e Commission to Florentia is given as 3 240 per month but should
have been 1 620

* Drawings are entered in month 1 but they do not start until
month 2

The answer to (b) attains 10 marks out of 21. Marks are lost in the
following areas:

e Sales are based on 12 months sales and not 11 therefore the
figure is wrong

* No opening inventory is given
* The closing inventory is given as £480 not £1 200

* The loan repayment is included as an expense, but only interest
should be included

* No overdraft interest is included

e Commission is based on 12 months sales not 11 months

* The total payments have no label

Section (c) is a Level 3 answer that receives 7 out of 12 marks.
Although several valid points are made about advantages and
disadvantages of budgets, no mention is made of the fact that
these would be for a new business. The answer is a generic
answer about budgets, rather than answering the question about

a new business.

29 marks
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&I\ ResultsPlus
\ Examiner Tip

Read the question carefully - this question states 'the business will
be open for customers from the start of Month 2', so do not enter
sales receipts for Month 1.The same point applies to section (c) -
read the question carefully. The key word is a new business and
this is overlooked.
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Question 2

This question concerned accounting and investment ratios. There was a wide range of marks.
Overall, the average mark was reasonable.

Calculations in (a) were completed successfully by some candidates, although others found them
difficult.

Knowledge of Continuing Activities and Discontinued Activities is very limited, despite being on the
Specification. Marks obtained for (b) were very low.

Most candidates had a reasonable knowledge of whether or not the ratios were healthy or weak
but little development was given.

Frequent errors were:

¢ In (a), failure to learn formulas correctly, which meant calculations could never arrive at the
correct answer

* Not giving answers to two decimal places, as requested by the question

Failing to give any units or giving incorrect units to the answers in (a)

Repeating calculations from (a) in the evaluation in (c) without analysing the reasons for, or the
consequences of, these figures

This is an excellent response.
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2 (a) Calculate, for the year ending 31 March 2019, giving your answers to
two decimal places, the:

(i) gross profit as a percentage of revenue

(4)

(3)

Nd’ mﬁ* ﬁ‘r ﬂu ar
"""""""" e QFP_I’ fc\xu(

Saw«mkut.... ................ e T

............................................

|||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||

= |- 5 ‘/
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(iii) return on capital employed
(8)

@) Mk poht before intert= 8€12000 + 540,000 +14,100, 000
~ z¢5,452,000

...................

|||||||||

................................

2 o

,ggo elel®
...... > .....’......««...............«..._................«m......

QROCE = 5,452, 000 - OO
1¢,80 0,000 4 26 956,000 + 600G, 60 0 + 10,600,000

-~
= 06060771 X100

i o " ETTI T T TIe R rrIeT] o e EEELR R R LR R

< 6077
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(iv) earnings per ordinary share
(4)

.........................................

...........................................

qgfcc o.rl o OO ....................................

- 2757000 dwidind =
B — e " 72""'?‘“@;’”0‘0'?"0‘00

........... " - ..............................................................F....ti...Iz..o..;..ﬁuo...ﬁ........«.m.m.«.......

.............................................................................................

|||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||

Mrmntrpu 0 I}I'd{'nﬂ"-" thare

................ . . " R |

.........................................................

..................................................

.............................

o
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(vi) dividend per share

(4)

---------

.. 289000% \\52000

4g,000, 000

..........

.......

»»»»»»»»»»»»»»

.....
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il dividend yield = elividend pev ghart
T marke price Pushm-t Xlov (3)

- o003
B o N
T c,.ozzz;-fmom
z 2.2274
—

X0 e

..........................................

..........................................

|||||||||||||

Y¢, 800,000+ 26TA50,000+ 000,000+ (0,000 600

.......

= Wooo,000 o
. 39750,000
= 0 17€2Tx 100

L E 11837,

_—

" o PrrEmRRmaERa sy i FH R et
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(c) Evaluate the financial performance and position of Highlands Fruit Trading plc,

to determine if the company would be a good investment for the stockbroker’s
clients.

(12)

Rahospmvudb a ﬁammk 6" gnal%m of | ‘HI-L ﬁ'nanﬂoJ
pafbuwmhﬂ of A cﬂ"ﬁmma .....

....... To 0{‘4‘“""‘“ ‘-F s ch»paNq would ’oc o c,oad

D\ﬁ s\npuld bc lookccl w\d'b .
'I:ll‘S‘“*-j M O\r'DSSm Ybﬂl’qs e / P‘Cyenuf 19 Q}'ﬂ ,erfj

|||||||||||
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Y bwﬁi’ﬂbt[lh’l T“.fwmue of quhfanda ﬁu:+ de:nq »

J
G\a\oo l/uql-\ ad’ 21100,000. %vwhm wn Muis c.ompmn\-'\would

______ prarale Bl noreend 1lis,
F.J“’"@VM e, ma\'thj:fud-b—n. mho s btlow Mheuhaj

...............

)
) ?osthbn of ‘.30'/5- . ak \'7**33 /r t-o{a.acln pavven Mt A

-

busthm's is lens 2 visk:ﬁ &S t{" ku: a0 \ow qganvxq pon-ﬁdh
an,ﬂ'ofs wou[cl Mo.?ml«a lonlc into 1»14 ea}rnm

.............. Y P
SMO"M ‘"M- dl U!dm.d 'DM sl/mw P'rw. pM carmm,,; ‘(&ho omd

"lN_ dA »/td.m g[dcl

'ﬁ& eqfnihgs Dvl Sldme is qood q-l' 5. '1'1- pence pcr
shar wlach mould IaOﬂs’r‘fuc mVaol'on mmﬁd.mu cmcl M(j
m\l be Lut“in-,l o vent an Tl ﬂrcﬂh upcc{" quw;
"’”UTM oy Fiv mvwbvum’f’ ,Sivice ewvﬂuﬁ«, p,earsi\mﬂ.
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T ROCE. W qnd of 6 077 which Creutd st ik
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IAL Accounting WAC12 01 19



) /&l dM&mﬂ Puf E‘Aﬂ'rt I.S a}¢o [luﬂdlf‘\ O«“’ 3 2 p(ua.m er SLMVU-

...........

|||||||||||||||||||||||

|eb! dwiclmdﬂ o) pmm’ lF ‘h.u.u, becom .{hmclnnlolus
. }.brebvzf the mm?whm o laroke Gtmuml’O‘F clclal-'m? el

||||||||||||

......................

wakd

L Y .
) ggﬁm ) ound pme\"’\bi% cown, b tvwb'rwu‘,l tn MPJ
"Cd"’“”ﬁ fxedl coshs. mmlfurnmz-ssmcm

20 |AL Accounting WAC12 01



ultsPlus

xaminer Comments

* In (a)(ii) the candidate has not rounded to two decimal places, or
has rounded it wrongly. The correct answer is 1.51% - 2 marks
out of 3

* In (a)(vii), the candidate has not expressed their answer to two
decimal places, but uses three

¢ |n (a)(ix), the candidate has omitted £6 million from the
numerator above the line, and therefore loses a mark

* No answer is given for (b) so no marks are given

* The response to (c) is a top Level 3 answer

* The evaluation is very well structured - there is a good
introduction, then both sides of the argument are considered in
a clear and logical fashion, followed by an excellent conclusion

The conclusion summarises the arguments that have gone before

and recommends a direction the business could take in the future,

ie lower fixed costs.

However, some of the argument in the main body of the text is
rather thin, only stating in words the figures previously calculated.

The reasons or consequences of these figures are not really
developed. There is often mention of "higher" or "better" but the
candidates does not say what the ratio is "higher" than. For
example, dividends per share.

9 marks out of 12

43 marks
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\ Examiner Tip

Read the question carefully and follow the instructions exactly.

If the question asks you to give your answer to two decimal places,
do exactly that - not one or three decimal places.

e Structure the evaluation questions with an introduction
¢ Consider both sides of the argument

* Finish with a conclusion, which may include the main reason for
your decision, or an action the business could take
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Question 3

Question (Q) 03 was on a familiar topic, variance analysis.

However, there was a difference between the budget production volume and the actual production
volume. Many candidates did not take this into account and compared the budget production of
2 400 pairs of shoes to the actual production of 2 280 pairs of shoes.

Candidates should have flexed the budget to compare a budget of 2 280 pairs of shoes with an
actual production of 2 280 pairs of shoes. Candidates were led towards doing this by being asked in
(a) the costs of producing 2 280 shoes.

Marks for (a) were disappointing because all that was required was to multiply the 2 400 budget
figures by 2 280/2 400 which is 95% of 2 400. Candidates appeared confused when attempting to
calculate the budgeted costs of producing 2 280 units.

Candidates achieved quite well on (b) because formulas had been learnt well.

Marks awarded for (c) were reasonably good, although many candidates did little more than repeat
in words the variance calculated as figures in (b).

This candidate's mark was above average for this question.

3 (a) Prepare the flexed budget to show the total material cost and the total labour
cost of producing 2 280 pairs of shoes in May 2019.
(4)

................. Plexed budgete o

Tobal vaoderio wost = 1530 s X 1280 %120 S EDRELH

.................... I B LA T = o = T

(b) Calculate, for May 2019, the following variances:

(i) material usage
(4)

=(ﬁdmmtmmgea-gwndwdw,age,)x%owdmdmemnm?Huerevm
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(iiiy total material
(2)

=—&£.Immlh«a’tﬂxm!1or’tmxﬁ{.WImseﬁ{-miqdmﬂﬂlnfmmx&a:déﬁ
R L S 1 2 e X L L

R L) o AV A

(v) labour rate
(4)

:CAL'I:MQIlmhmmﬂ%hﬂmdlgkwukm)wm}‘ﬂdmlhnmf}
el 06> x (S
L2092 APV .. e
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(c) Evaluate the performance of Colombo Footwear Ltd for May 2019.

e DlaPPOVtE. . e
o The. vovione. 9-[- agtenal. asge. has. l"lloo FAV. . whih nasy..
VMMM@[GM‘&L.Q.WM&W‘&M

ey soved. the Mmta .. e
o The. Vovtance. . of. fatal. lobowe hao 223 FAV.

.......................................................................................

Agowastii..... e e

‘The vowmne. of actenel puce has  Tree ‘}Pu Lhigh. ooy peen
Fheo puce. 15, ham o, budgets ok Thve. may. lwowld B Sound: motug
.j;m MAVIGTERA

"ﬂaaummw of. lolmw w*tt has. ’lw m?v rWlﬂ‘mln agy. Wos. {:Lg
pise 16 hlﬁ'hay.....jl.mm....hmd&-ﬁ:!z.,.ﬂ,h.....:klaﬁmr,.,..&ﬁ...».&nmﬁr...,.,lnm.._.s_ﬂluiﬂny ...................

{’w&wgd 180, ?Nv& ok &Ln-ﬁf& ...................................

Catnchaston s Colowaba... Fastueat. Lndmyym bhae .o geed
?Q}fwwmhwm-khvmmmn{—mwlnhwh% Ay,
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/\ Examiner Comments

This candidate achieves a full 4 marks for (a). The working shows
that the candidate tries to work out the cost of one unit for
materials and labour and then multiply it by 2 280. 'Materials' is 1
600 square metres divided by 2 400 then multiplied by 2 280 to
give the cost of actual production.

Unfortunately, in (b)(i), the candidate now compares actual usage
of 1 440 square metres for 2 280 shoes with 1 600 square metres
the budget for 2 400 shoes.

This only receives 2 out of 4 marks.

In (b)(ii) the candidate applies the formula correctly and the
substitution into the formula is also correct.

The candidate achieves the full 4 marks.

In (b)(iv) the candidate wrongly uses 1 800 as the standard hours. 1
800 hours is the standard hours for producing 2 400 units. The
standard hours of 1 710 should be used (1 800 x 2 280/2 400). This
receives 2 marks out of 4

In (b)(vi), the candidate decides not to add together the two labour
variances calculated in (b)(iv) and (v).

If this had been done correctly, the candidate could have gained 2
out of 2 marks, using the own figure rule.

Unfortunately, the candidate now decides to compare the actual
cost of 2 280 pairs of shoes with the budget cost of 2 400 shoes
and receives zero marks.

The answer to (c) just reaches Level 3 and gains 5 out of 6 marks.
All variances are described correctly as adverse or favourable and
the own figure rule is applied. A correct reason for each variance is
given.

Some extra reasons for variances are given but these are not all
correct. The candidate mentions that the production target has
not been met. The answer concludes that performance has been
good because the total labour variance is favourable, although the
candidate could have added total material variance favourable as
well.

21 marks
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</ ResuitsPlus
\ Examiner Tip

Always compare the actual cost of production with the same level
of budgeted production.

This may mean some calculations are needed to find the budget
figures for this production level, if it is not the same as the original
budget output level.

When evaluating the performance of the company by considering
the variances, try to develop the answer rather than just stating
what the variance figure was.

Points that could be included are the possible reasons for the
variances and the consequences of the variance.
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Question 4

This question was on the topic of company mergers and followed a familiar format except for part
(a). This section asked for factors to be considered when agreeing values for assets and liabilities.

Candidates achieved quite well in part (a), because many were able to state a factor for each item.
Section (b) was a calculation of goodwill after revaluations but some found this a little difficult.
Extracts from the statement of financial position in (c) gave a mixed response. Candidates found
part (i), the non-current assets reasonably straightforward, but found (ii) very difficult and received

low marks.

The final section (d) was answered quite well because candidates were able to suggest reasons for
the success or drawbacks of the merger.

This candidate achieved 24 marks out of 30, which indicates a very good response.

Calculations were strong but evaluation was weaker.

4 (a) State one factor that would be considered when deciding on the value to be
agreed for each of the following. You should use a different factor for
each asset or liability.
(5)

« Property, plant and equipment

«  Motor vehicles

W A T war ard J0H. colne. auhvcity. ... ...

« Other inventory

....................... U MRS .. OPCUIRLE .. Q. IO oo

+ Trade receivables

o OO .. ET O O LE ...

+ Trade payables

........................ WY . e . (Zdnei... ment aiiod........oo
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(b) Calculate the value of the goodwill paid by Autoflow plc for Pumping Gas plc.

39]..

(5)

(c) Prepare extracts from the Statement of Financial Position of Autoflow plc at
1 April 2019, showing the individual items and the total, of:

() non-current assets

LAenangfl asdl.....

Y Boueny pion o2 _auirert (341 4 (7.
Bxteer ancd i (£ 743

_Maw wetices. (1. 41)

......

..... gaadmﬂ/[/i’ﬁfﬂ
1l oo woent asel?
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(8)

...................... D puindn (60X 677 )20

10al o .=. K2 ... authad pue.:. 195 .15..

................ Toa( pathilies.=. .17 ... S

............. fetfacefi = Al | AP = 120 Shates. .o

.......................................... e prmlesa........120x071) 20 ..

...........................................

Shag prevaian( 0 F 120).... e ]..390

340
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Natalie is an investor, who held shares in Pumping Gas plc.

(d) Evaluate the merger from Natalie’s point of view.

.............. wad mmaazma@mraf(ﬁ UL ]?Mzt
M/}ur%{ ..... wald fe. Leaebhal . s ndiale. . .ac. ch.........
ML, ... 000 T (NQ XK. SRANEC...20. [ ﬁam .....................
fm’)ﬂmg i e dls..... S NG ...........
mm axe nws _enblled.. fu-. diddlend.... pagmenis.. 7e.......

'rwo Am s ray
A fow meradl oL z}w:a W el . o7 fenghl ahiih)

...............................................

.IMM The... mgm( ...... Ry Maﬁ LEd0G.a SV ...
ket of thle........adih. el nafal e weddd nae..anq.....
o rdlle L plizenkp . A IR ... ek . AT ............
et 07 e skt Dise tucdd. pus fe cepl AMIdds
o PRUTE . Ruch il T0r Lot e redcatp e
o BBLMIL 0 LLVUELTOVGF oo
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tsPlus

[ &
Comments

In section (a) the candidate gained 4 out of 5 marks, with the first 4
points being correct.

Section (b) gained 4 out of 5 marks. The only error was the
revaluation of the fuel. The own figure rule allowed all other marks
to be attained.

Section (c)(i) gained a full 6 out of 6. The own figure rule applied
for the good-will figure.

7 out of 8 marks were achieved for a good answer to (c)(ii). The
only error was the final addition for the equity total.

The evaluation for section (d) was a Level 2 answer and received 3
marks.

The answer was vague and made references to dividends being
larger or smaller but did not really give a valid reason for this.

Dividends paid would depend upon the profit levels of the
company and the dividend policy pursued. Reference was made to
the market price of the share rising "for some reason" but no
reason was suggested. The conclusion was valid but the reason
given was weak.

24 marks

\ Examiner Tip

When answering the evaluation section, there is a need not only to
develop answers but also to use a logical reason.

For example, a simple statement that more shares must equal
"more dividends" may not be true.

The level of profits made is an obvious factor that affects the size
of the dividend.
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Question 5

This question tested candidates' knowledge of project appraisal and was answered well.
Most candidates were able to calculate correctly the weighted average cost of capital in (a).
Only a few candidates made the mistake of thinking 'bigger is better'in (b) when selecting an option.

Explaining why the interest rate on a loan may be higher than a return on a share was generally
answered quite poorly.

Section (d) required many calculations and there was a wide spread of marks attained for the
calculation of net present value.

Evaluations in (e) were often quite good and it was pleasing to see that non-financial factors were
usually considered as well.

This candidate achieves a total of 19 marks, which is above average for this question.
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5 (a) Calculate the weighted average cost of capital for Option B.

(6)
__________________ Qption B Tohat .
Deben ture. (154,000.x 4 \ B 22 500
...... Bank toan.( 192,000..%. %) e d 2,000
Recemable . profertnce. shores. &o;em...,sm.,; L 400...
Ordina 1. Spares (20,000 % ,@)
Al Cost.of pltal...
(b) Identify which of the two options, A or B, would be the best to finance the project,
giving a reason for your answer. -

........... m.....m.fﬂ,,hrﬁ.!‘,fm,.,mmm...éﬂr.....éﬂ.ﬁﬂﬂm&.....L{....Jéﬂ.........Mﬂﬂ......ﬂﬂ{ﬁ?ﬂ...
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(c) Explain two reasons why the interest rate on a bank loan may be higher than the
expected return of an ordinary shareholder.
(4)

.Me.. [ampﬂné, #mm{ botowed...moxe. loan... Hhan. jisairg.
, éﬂrdmm&« Shares... .

...............................................

{aamp

IAL Accounting WAC12 01 35



28204

(d) Calculate the net present value of the project at the end of Year 5.
(12)

..... Tobloty. . = Nomby of ClFE. X houY. rake. X.. puneof. houys. ...
Womigenttbt  nomperoF weeke... o X Numbrof nbik..
SN2 B ST =% U S - 4. 00 L X~ N N - S
-
Lk (ash Enlfows . (ach Ootflows ... NeE G Blauk. ...
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Yeac £122,000 ... ... 5 6BA0 5%, 680 . . 1233%D ..
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Yewh, 13,00% i 02503 P 36900010,
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(e) Evaluate the robot project for the company, using the calculations made, and
considering any other relevant factors.

(®)
b Mok Present.. Valve..was.... £..1%5,194-8 11 which was. }vﬂbﬁ
....... oy....lgga Madtn_ple... Kepmmf of- the ctalf b robok 11
vedvce. the over/l.. [abovr.. cost. fr @Q&d/a“ﬂ!@"ﬁmﬁ’m ............
Yeays . On Me Other Wonol e wbok . oill guive. rivttrane |
ond lebieily cubs . T ShfE wil b oud Yokt . 5
T lonclusion., TRE reridoctan=be=HErrprts—pud . M. Statiil |
.f)b nade. rzdef- mgl aﬁ'{r mtmdufhmﬁmba& kv

e e eclernt mointenance Wf[ecfﬂ ‘(’# ahs.., ﬂyq%
.pl Cowldl. Hpetre. . de.. mﬂm}? a positive. respme. From #is..

L
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ultsPlus

xaminer Comments

It is good to see all workings shown for section (a) and that the
candidate's calculation is correct.

The right choice of option is made in (b) and a good reason given.
'‘Bigger is better' does not always apply to accounting!

Part (c) receives no marks because this is not really a reason for
the difference. It is also a way of stating the same reason in two
different ways.

Section (d) receives 8 out of 12 marks. Labour cost savings of £192
000 are calculated correctly but electricity and maintenance are
incorrect.

The candidate is not able to benefit from the own figure rule for
electricity and maintenance because the increase is not 10%.
However, they do benefit from the own figure rule in the table of
calculations and achieve the full 6 out of 6 for the table.

The evaluation in (e) is a Level 2 answer and attains 3 marks.

Most of the answer has already been stated in the question eg
staff will be made redundant.

The calculation is the candidate's own, and the own figure rule still
applies to the evaluation section.

The candidate considers both sides of the argument and reaches a
conclusion.

19 marks
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</ ResuitsPlus
\ Examiner Tip

Always show all workings - if only an answer is given and it is
wrong, then the mark will be 0. Showing workings allows the own
figure rule to be applied.

Try to avoid giving the same answer expressed in two different
ways if the question is asking for two reasons.

If information that is stated in the question is given as part of an
answer, it will not receive very high marks unless it is developed.
For example just stating "staff will be made redundant" could be
developed by stating "this may have a negative effect on the
community with higher unemployment".
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Question 6

This question tested knowledge of capital structure and the marks achieved were disappointing.

Most candidates were able to calculate correctly the number of bonus shares issued to Ali and Dev.
Some candidates divided present shareholdings by 5 instead of multiplying.

Answers to (b) were often good, although some candidates did not add on the existing holdings.
In (c), many candidates were able to explain two reasons why a bonus issue may be made.

Answers to (d) were often disappointing, with little knowledge of how to journalise an issue of
bonus shares.

The total amount paid in dividends in (e) was often incorrect. Many answers failed to add the
original 80 000 shares to the 400 000 bonus issue.

There were very few correct answers to the Retained Earnings Account because errors and
omissions were commonplace.

This candidate achieves an above average mark for this question.
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6 (a) Calculate the number of bonus ordinary shares of £1 issued to:

(4)
« Al

 b0000 X0% =S

...............................

= 440 (shares)

« Dev. ,
o booeox 84 =S

“bolshwd

................................................................

(b) Calculate the number of shares now held by shareholders not in the family after
the bonus issue.
(4)

R0.000 X (1= Wh- - (0o~ §15 =672 ) =5t foooox(-267, 26

= 33(}0‘*’ 9,000

B NG
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(c) Explain two reasons why a bonus issue of shares may be made by a company.
(4)
2 it I i Tt LMK e MMM AN L LSS T ML MY
rcP[a& the ww,mf»nt dideed.
(d) Prepare the Journal entries for the issue of the bonus shares.
Dates and narratives must be shown.
(4)
" or Cr
......................................... £
nﬂhm ......... pemiwm Coheoe |
nGeneil, reger ve 4,000 |
Urdinany share, cay:taﬁ, (0,000 25) l6,000
Tssug of  boww shems | |
T T T T T —————————————————————— s | r ............
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An interim dividend of 0.6 pence (£0.006) per share was paid in October 2018.

At the end of the financial year 2018-2019, the company decided to pay a
final dividend of 1.8 pence (£0.018) per share, to be paid on 28 March 2019.

(e) Calculate the total amount paid as dividends for the financial year 2018-2019.
(4)

AL LAt T
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Sunshine Stores Ltd proposed raising further capital to open another store.

The company decided to issue 5% preference shares, but was not sure whether
they should be redeemable preference shares or irredeemable preference shares.
Ali prepared a summary of the two types of preference shares, which was to be
-discussed at the next board meeting.

(g) Evaluate, from the viewpoint of the company, whether Sunshine Stores Ltd should
issue redeemable preference shares or irredeemable preference shares.
(6)

_thans_Sind o ‘chm hwe o, (ar.ga:___
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/\ Examiner Comments

In (a), the candidate has divided by 5 instead of multiplying by 5,
therefore no marks are given.

Part (b) gains 2 marks for the 19 200 calculation, but then divides
by 5 again, losing the other 2 marks.

The two reasons given in (c) are correct but neither is developed to
obtain a second mark.

The account entries are allowed in (d) and the own figure number
of shares from (a) is £16 000. However, there is no narrative or
date shown.

The own figure rule applies in (e) to shares issued in (a) and this
answer is correct, to receive 4 marks.

Similarly, the own figure rule is applied in (f) as well. The answer
uses the dividends paid in (e) and the Journal entry shown in (d) to
calculate the Retained earnings balance.

The answer in (f) is a Level 2 answer receiving 3 marks.

The first part of the opening paragraph is acceptable, with a

developed point made, although the rest of the paragraph is weak.

A point is made on the opposite side of the argument in the
second paragraph. Unfortunately, there is no conclusion.

15 marks

/ : {: | "( ‘
\ Examiner Tip

Learn the basic theory - "bonus issue of five shares for every one
held" means if you hold 10 shares you will receive another 50, not
just another 2 shares.

This candidate has shown a good number of workings and can
therefore benefit from the own figure rule.

The error made in (a) surfaces again in (d), (e) and (f) but the own
figure rule means the figures can be marked correct.
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Paper Summary

Based on their performance on this paper, candidates should:

Read the question carefully, underlining key words and numbers. This is very important if there is
a lot of information given after this key number or word, which may then be forgotten

Follow instructions carefully eg give to two decimal places

Learn all formulas eg for investment ratios and variances

Show all workings

In evaluations, try to develop points made eg by giving a possible cause or reason and also a
possible effect or consequence

When evaluating, do not forget application - try to see how the point being made applies to the
scenario

46 IAL Accounting WAC12 01



Grade Boundaries

Grade boundaries for this, and all other papers, can be found on the website on this link:

http://www.edexcel.com/iwantto/Pages/grade-boundaries.aspx
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