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Introduction
Centres are to be congratulated with their preparation of candidates for this examination 
series. Candidates' responses were generally thorough and accurate. All questions were 
accessible to candidates who generally did perform well in all of the questions set, although 
candidates' ability in costing was limited and will be highlighted later.

Many of the weaknesses identified in previous examinations have been addressed 
by centres and were not evident in this examination. The responses to the evaluation 
sections of the questions were very much improved. Candidates generally completed 
more detailed development of points raised and with a greater degree of analysis than 
had been previously seen. Conclusions were then drawn and these generally contained a 
rationale for that conclusion.

To assist all centres with evaluation we have on Question 1 given an example of a typical 
Level 1, Level 2, Level 3 and Level 4 response.

There continues to be a weakness in costing, even at a low level. Elements of 
costing remains a key element of this paper as a foundation for Unit 2. This paper contained 
costing elements in two questions and many candidates demonstrated a general weakness 
in understanding and application. This is one area that centres could try to address for 
future examinations.
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Question 1

The question was very well answered by the vast majority of candidates. Both parts in 
(a) were very accurate with few errors. Common minor errors were the miscalculation 
of depreciation on loose tools or interest on the bank loan in the income statement or 
recording the bank loan, repayable in the next 12 months, as a long term liability in the 
financial position statement.

Part (b) required candidates to cost the hourly rate. Most candidates prepared correct or 
substantially correct answers. A minority of candidates still found difÏculty with preparing a 
labour costing and their skill set in doing this was very limited.

In part (c) a large number of candidates did not explain how a group bonus scheme worked, 
but instead concentrated on describing the benefits of a group bonus scheme. Therefore 
only answering one side of the argument to part (d). A detailed knowledge of specific bonus 
schemes such as Halsey will not be examined but the general basis for and working of a 
group bonus scheme will be examined.

The evaluation of the scenario set was excellent by the majority of candidates who identified 
and developed a number of positive and negative considerations. The evaluation was 
generally completed with a concluding decision, often with a rationale.

Common errors:

• Miscalculation of depreciation on loose tools and bank loan interest in the income 
statement.

• Recording the bank loan as a long term liability in the financial position statement.

• The explanation of how a group bonus scheme works.
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In part (a)(i) the answer was correct and the full 17 marks were awarded.
In part (a)(ii) the answer was substantially correct. The only error was the recording of 
the bank loan as a non-current liability when this should have been included as a current 
liability. 12 marks were awarded.
In part (b)(i) the candidate's answer was substantially correct with the exception of the 
loose tools depreciation. Therefore 6 marks were awarded on the own figure rule. In part 
(b)(ii) the candidates own figure total cost was divided by the correct calculation of 1 800 
hours, therefore 2 marks were awarded.
In part (c) the candidate's response, like so many others, did not really address the 
question of how a group bonus scheme works. There was no discussion of a standard/
target time, time saved or a proportion of the saving being available for the group. The 
examiners awarded 1 mark for the candidate's comment about sharing the bonus.
In part (d) the analysis by the candidate was extensive in identifying a range of positive 
points about teamwork, motivation, share of workload and effect on cost per unit 
which were developed. The counter argument where the issue of all workers receiving 
the same payment, but not necessarily inputting the same workload, was considered. 
The consideration of a range of points, positive and negative, with good analysis 
and development alone would place the response into Level 3. This response gave a 
conclusion that the benefits outweighed the drawbacks and therefore this made it a Level 
4 answer to which the examiners awarded 11 marks.
An overall mark of 49 marks was awarded for the question.

Examiner Comments
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This was an example of a basic Level 3 response.

The candidate highlighted the positives of team spirit and stops time wasting. 
Against this was set the negative of the issue that all employees get the same 
bonus irrespective of how hard they work. This placed the response at Level 3. 
The arguments could have had slightly more analysis therefore the response was 
placed at the bottom of Level 3 and awarded 7 marks.

Examiner Comments
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This response considered two positive 
aspects of employees working harder and 
greater productivity. The only negative 
aspect that the candidate considered was 
that employees might not agree with it, 
which the examiners did not accept as it 
lacked any analysis of why that might be 
the case. Therefore both arguments were 
positive and with no accepted counter 
argument the examiners awarded this a 
Level 2 response and awarded 5 marks.

Examiner Comments
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This candidate provided a limited 
response and has a positive aspect 
about employees encouraging each 
other and taking responsibility. The 
response progressed to consider profit 
and cash flow which were not directly 
related to the response required. 
Therefore the examiners placed this 
in Level 1 but at the top of that level 
and awarded 3 marks.

Examiner Comments
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Question 2

The question was generally answered well by candidates.

Part (a) was generally accurate with a balance for the accumulated fund derived. There were 
no common errors in the preparation.

In part (b) some candidates’ answers showed real insight but in general answers were 
limited and showed little differentiation. This section was often not completed by 
candidates.

Part (c) required candidates to demonstrate their double entry skills and responses were 
improved from those seen in previous examinations. In general the accounts were accurate 
for double entry and correctly labelled. Balances were calculated and brought down.

The refreshment trading account was generally accurate, labelled and with a profit 
calculated. The income and expenditure account was generally accurate although the profit 
on the sale of equipment and the bad debts were sometimes omitted.

The statement of financial position in part (d) often contained a number of errors, the cost 
of the gym equipment was often recorded as $8 500, the subscriptions as £230 and the cash 
£80.

The evaluation of the scenario was good. Candidates presented a number of positive 
reasons why the Club should purchase the premises usually based upon control and 
removal of rent liability. These arguments were counter balanced by additional costs and 
the significant loan that would be required to purchase and the subsequent repayment. 
These arguments were concluded by the candidate and a reasoned decision made. 

Common errors:

• Understanding the differences between a trial balance and a statement of financial 
position.

• Entries in the statement of financial position.
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This was an example of an excellent answer from a candidate.
In part (a) the entries in the trial balance were correct and 
the accumulated fund was correctly labelled. 10 marks were 
awarded.
In part (b) the candidate highlighted two differences and was 
awarded the full 4 marks. Any reasonable difference suggested 
by a candidate was accepted by the examiners.
The ledger accounts in part (c) were correct and correctly 
labelled with the exception of the Gym Equipment Account 
where the narrative bank was required. 22 out of the 23 marks 
available were awarded for this part of the question.
In part (d) the answer was correct and the full 6 marks were 
available.
In part (e) the evaluation was thorough and well balanced. 
The positives of control of the premises without requiring 
permissions and the removal of the need to pay rent and future 
increases were developed. These were counterbalanced by 
the need for a very large investment and loan coupled with the 
ongoing costs of depreciation and maintenance which would 
now fall upon the club. There was a conclusion recommending 
not to purchase with some reasoning for that decision. This 
answer was a Level 4 answer and was awarded 11 marks.
 A total of 53 marks were awarded for the answer.

Examiner Comments
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Question 3

Candidates generally prepared good responses to the question.

In part (a) answers were very limited. Few candidates were aware of the accounting terms 
and generally could not suggest any differences.

Part (b) was generally well prepared with most candidates correctly preparing the first 
journal. The calculation of the trade discount adjustment in the second journal varied but 
the narratives were generally correct. The adjustments were carried forward correctly to 
part (c) where the corrected balance was calculated.

In part (d) the account was generally accurately prepared but often the balances were not 
brought down.

The evaluation of candidates was good with commonly deterring fraud, identifying 
errors and preparing totals being counterbalanced by the cost and skill requirement for 
preparation. A minority of candidates had prepared good analysis but did not reach a 
decision as to whether control accounts should be prepared. Therefore, limiting themselves 
to a Level 2 answer.

Common errors:

• Understanding of accounting terms trade receivables ledger and sales day book.

• Bringing down balances in the trade receivables control account.
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In part (a) the candidate highlighted that the trade receivables ledger was individual accounts 
and that the sales day book was totalled and posted. 2 marks only were awarded.
 
In part (b) the journal entries were correct and the discount adjustment value correctly 
calculated. The full 6 marks were awarded.
 
In part (c) the corrected balance has been correctly calculated so 4 marks were awarded.
 
Part (d) was correct within the account but the two balances had not been brought down to the 
next period. Therefore 2 marks were lost and a total of 8 marks were awarded.
 
The evaluation was good with positive points of reduction in fraud and preparation of totals 
being counterbalanced by the need for additional skills to prepare any associated cost. There 
was no conclusion as to whether control accounts should or should not be used and therefore 
the answer was at Level 2 and was awarded 4 marks.
 
A total of 24 marks were awarded for the answer.

Examiner Comments
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Question 4

Candidates generally prepared good answers to the question. Although the answers to part 
(a) were generally limited to the ability to meet short-term debts, there was generally no 
further development.

Part (b) was accurately calculated and the income statement for part (c) was also accurately 
prepared. The statement of financial position was often inaccurate but closing balances 
were established. The balances were carried forward to part (d) where the ratios were 
generally accurately prepared on the own figure rule.

The evaluation was generally good, based upon the candidates calculated figures. A minority 
of candidates based their evaluation on the opening liquidity balances not the closing 
liquidity balances, although the date at which candidates were required to assess the 
liquidity was clearly stated in the question.

Common errors:

• In the financial position statement trade receivables were often shown as £123 000 
cheque receipts and trade payables as £80 000 cheque payments.
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In part (a) the candidate was awarded 3 marks for identifying 
ability to pay short-term debts and issues around continuity of 
supply.
Part (b) was correct with ratios quoted as :1. All 4 marks were 
awarded.
Part (c) was substantially correct with only the revenue and the 
purchases incorrect. 8 marks were awarded.
In part (d) the inventory turnover ratio was correct and was 
awarded 2 marks on the own figure rule for the cost of sales. The 
remaining two ratios had used incorrect credit sales and credit 
purchases and as these were given figures, only 1 mark was 
awarded for each ratio.
The evaluations was informed with favourable and negative 
points stated. Although not required, this candidate did calculate 
the liquidity ratios at the end of the period and highlighted the 
movement during the period, this was a very positive point. The 
candidate then prepared a reasoned conclusion. The answer was 
considered to be Level 3 and was awarded the full 6 marks.
A total of 25 marks was awarded for the question.

Examiner Comments
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Question 5

Candidates did not always perform as well in costing questions on this paper as they did 
with financial questions. This question was answered well by the majority of candidates but 
a minority of candidates struggled with parts (c) and (d).

In part (a)(i) candidates could define fixed cost. In part (a)(ii) candidates often described 
semi-variable costs believing that the cost had a variable element. Candidates should be 
describing a 'stepped' cost. 

In part (b) candidates could generally identify two concepts and give a brief explanation of 
why these were relevant. A minority of candidates identified and described depreciation 
methods.

In part (c)(i) the majority of candidates produced good, accurate answers with the annual 
cost under each heading calculated. A minority of candidates barely attempted this section. 
In part (c)(ii) candidates generally calculated the income of £31 250, deducted their own 
figure running costs and derived their own figure profit. In part (c)(iii) the approach of 
candidates was generally good with most candidates adding the interest charges to their 
profit and then dividing by the capital plus non-current liabilities. The use of return on 
capital employed was far better than in recent examinations.

Common errors:

• Identifying semi-fixed costs as having a variable element.

• Failure to calculate annual running costs.
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In part (a) the candidate defined fixed cost and was awarded 2 marks. The 
definition of semi-fixed cost was vague, examiners did not feel that the 
candidate’s response was precise enough and awarded 0 marks.
 
In part (b) the candidate identified going concern and accruals as relevant 
concepts. These were developed and 4 marks were awarded.
 
In part (c)(i) the candidate correctly calculated all of the individual costs but 
totalled them incorrectly. 9 marks were awarded for the individual calculations. 
In (c)(ii) the profit was calculated and correctly labelled. 3 marks were awarded 
on the own figure rule. In (c)(iii) the candidates profit was correctly added to 
the interest and divided by 200 000 to arrive at the percentage return. The 
candidates approach was correct and therefore 3 marks were awarded.
 
In part (d) the answer was not strong but did contain the essence of a financial 
argument. The candidate identified that a profit would be made and that this was 
greater than the interest received for a bank deposit, although the candidate did 
incorrectly calculate this to be £1 200. This was a positive element but they did 
temper this with the risk factor of a potential loss in the future, this was the other 
side of the argument. There was a conclusion which raised the response to a 
Level 3 answer. Therefore the examiners awarded 5 marks for the response.
 
The candidate was awarded 26 marks in total.

Examiner Comments
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Question 6

Candidates generally prepared informed and accurate answers to this question.

The calculation of the closing inventory was generally accurate. Candidates then continued 
to prepare the manufacturing accounts in good order appropriately labelling the prime 
cost, cost of production and transfer to trading. Some candidates included the production 
management salaries in prime cost and the assembly wages as part of overheads.

Candidates were well informed of how the prepaid wages, depreciation and provision for 
unrealised profit would be treated in the statement of financial position.

The evaluation of last in first out (L.I.F.O) were generally informed with candidates aware of 
the implications for the price of issue to production/sale, value of remaining inventory and 
acceptability of the method to IAS and tax authorities. In the case of a minority of candidates 
they were not aware that the method was a valuation method and not a rotation method. 
Some candidates were concerned that older inventory would remain on the shelves and 
become damaged or obsolete.

Common errors:

• Treatment of wages and salaries in the manufacturing account.

• A minority of candidates believing that inventory valuation was physical inventory 
rotation.
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The candidate’s response was typical of responses presented to the examiners.
 
In part (a) the candidate applied their own layout to arriving at the inventory value of 
£81 500. This was the correct answer and was awarded 4 marks.
 
In part (b) the layout and labelling of the manufacturing account was correct. The only 
error was failure to label the final transfer value of £640 000. Therefore the candidate 
lost this mark. A total of 13 marks were awarded.
 
In part (c)(i) the candidate identified that the prepayment would be recorded in current 
assets but did not extend this to inclusion in other receivables. Therefore 1 mark 
was awarded. In (ii) and (iii) the candidate's response was correct and 2 marks were 
awarded for each part. 
 
In part (d) the candidate correctly identified that production would be issued with 
the latest prices and that the method was not accepted by the Revenue. These 
were points which reflected both sides of the argument. There was no conclusion 
or recommendation. Therefore the response best fitted Level 2. The candidate then 
continued with a final paragraph which confused inventory valuation with inventory 
rotation. Therefore the examiners felt that the response was Level 2 and awarded 3 
marks.
 
The candidate was awarded 25 marks in total. 

Examiner Comments

Ensure that candidates have grasped 
the difference between inventory 
valuation and inventory rotation.

Examiner Tip
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Paper Summary
Overall, candidates performed well and again centres are to be congratulated for their 
work in preparing candidates. The quality of work being seen from candidates is continually 
improving. So well done to centres.
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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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