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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

Incorrect 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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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

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:

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

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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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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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

In (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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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.

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.
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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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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.
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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

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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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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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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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

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
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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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