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Gen er a l  com m en t s 

 

There was a very wide range of m arks at tained by students sit t ing this 

paper. I t  was pleasing to see that  a num ber of students, usually the 

st ronger students, are im proving their  m arks on the sect ions m arked using 

a levels based m ark schem e.  

 

Sp eci f i c Com m en t s 

 

Qu est ion  1  

 

This was a com pulsory quest ion, and m arks were quite good. Many students 

were able to carry out  m ainly correct  calculat ions for the net  cash flow in 

Q1(a) .  The m ost  com m on errors were not  elim inat ing depreciat ion from  the 

running costs, and not  including the sale of the land at  the end of year 5. 

Students took their  answers from  Q1(a)  on to Q1(b)  and achieved m arks, 

although m any forgot  the init ial £2m  investm ent  in year 0, or placed it  in 

year 1.  Most  students in Q1(c)  used their  cash flow figures from  Q1(a)  to 

calculate ARR, but  they should have used profit .  This m eant  using figures 

for costs that  included depreciat ion. The own figure rule helped students in 

the second part  of Q1(c)  which was answered well.   I t  was good to see in 

Q1(d)  that  m any students had learnt  the form ula for I RR and m ost  applied 

it  successfully. Finding the difference between two NPVs when one was 

negat ive was found to be the problem at ic part  of Q1(d) .  There were som e 

good answers for the evaluat ion in Q1(e) , with m ost  students being able to 

appreciate the consequences of figures calculated for NPV, ARR and I RR.  

However, som et im es a logical st ructure and a final recom m endat ion were 

m issing. 

 

Helpful hints:  

 

 Rem em ber to elim inate depreciat ion from  running costs if they 

include depreciat ion, when calculat ing net  cash flow. 

 Sale of assets at  the end of the project  m ust  be included in the net  

cash flow calculat ion. 

 I nit ial cost  of the project  m ust  be in year 0 when calculat ing net  

present  value. 

 To calculate the account ing rate of return, use profit ,  not  net  cash 

flow. 

 When finding the difference between the two NPVs and one is 

negat ive, the two NPVs need to be added together to give the 

difference. 

 The 12 m ark evaluat ions should consider non- financial factors as well 

as financial factors. 

 

 

 

 

 

 

 

 



 

Qu est ion  2  

 

This was another com pulsory quest ion, and students perform ed well on 

Q2(a) .  The m ost  com m on error was on point  (5)  where the full £72m  value 

of the property was t ransferred to the revaluat ion reserve. Q2(b)  saw m any 

students correct ly explain only revenue reserves can be used for dist r ibut ion 

of dividends. However som e students got  m ixed up thinking the differences 

were revenue and capital incom e and/ or expenditure. Answers to Q2(c)  

were largely accurate, except  for the m isconcept ion that  a capital 

replacem ent  reserve m ust  be a capital reserve.  Q2(d)  was very poorly 

answered, or not  at tem pted at  all.  This was st range given that  Q2(b)  and 

Q2(c)  were often correct  and Q2(d)  just  followed on. Most  students were 

able to offer one or two reasons a r ights issue m ay be m ade in Q2(e) , 

although developm ent  was often weak. Knowledge of the roles or act ivit ies 

of auditors for Q2( f)  was often vague, and students would be advised to 

look closely at  the wording of the m odel answer. Too m any answers 

contained com m ents such as “  look for fraud” . Students were able to pick 

up som e reasonable m arks for Q2(g)  although m any just  wrote all they 

knew about  the two types of share. The quest ion clearly asked to be 

answered from  the viewpoint  of the com pany.  

 

Helpful hints:  

 

 When placing a figure in the revaluat ion reserve, use only the am ount  

of the revaluat ion, not  the total value of the asset .  

 Do not  include capital replacem ent  reserve or ordinary share capital 

as a capital reserve. 

 To find the m axim um  possible payable as an ordinary dividend, total 

the value of the revenue reserves and divide by the num ber of issued 

ordinary shares. 

 Study closely the wording of the m ark schem e concerning the role of 

auditors. 

 Read the evaluat ion quest ions very carefully, to appreciate how the 

quest ion should be answered e.g. from  a part icular viewpoint .  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 

Qu est ion  3  

 

This quest ion on m arginal and absorpt ion cost ing was found quite difficult  

by a large num ber of students. Q3(a)  was done well,  with m any able to 

correct ly calculate the value of closing inventory. Q3(b)  was disappoint ing 

and m any students decided to const ruct  an incom e statem ent  to calculate 

the profit  using both m ethods of inventory evaluat ion. I t  was possible to 

calculate the difference in profit  using this longer m ethod, but  m any m ade 

errors in their  calculat ions. A quicker m ethod was to rem em ber that  in year 

1, with no opening inventory, “ the higher the closing inventory, the higher 

the profit ” .   Many students in Q3(c)  either did not  realise m onthly 

product ion and sales had to be m ult iplied by three to find quarter ly 

product ion and sales, or forget  to add their  3 000 inventory increase to the 

opening inventory of 28 000 from  Q3(a) .  When answering Q3(d) , m any 

students again m ade errors in calculat ions and did not  arr ive at  the correct  

profit  figure. Often the error was to om it  the opening inventory figure. The 

statem ent  m ade by the director was not  addressed in Q3(e) , as m ost  

students decided to discuss the two m ethods in general term s, not  

answering the quest ion. 

 

Helpful hints:  

 

 Rem em ber in year 1, with no opening inventory, “ the higher the 

closing inventory, the lower the cost  of sales, the higher the profit ” .  

 Ensure the headings and labels for tables are studied carefully, to 

m ake sure you are working with the correct  units, quant it ies etc. 

 When m oving on to year 2, do not  forget  that  the closing inventory 

for year 1 is the opening inventory for year 2.   

 Do not  write “all you know”  about  a topic when evaluat ing, but  m ake 

sure your answer is relevant  to the quest ion being asked. 

 

 

Qu est ion  4  

 

This quest ion tested student ’s understanding of the statem ent  of profit  or 

loss and other com prehensive incom e and results were varied. Parts 

Q4(a) ( i)  – Q4(a) ( iv)  were usually com pleted well,  although “ inventory has 

been sold”  needed a reference to the level of purchases to achieve a m ark 

in Q4(a) ( iii) .   Sect ions Q4(a) (v)  and Q4(a) (vi)  were not  answered so well,  

reflect ing students’ superficial theoret ical knowledge of bad debts and 

allowance for doubt ful debts. Many answers included com m ents such as 

“give discounts”  without  any reference to when the discount  is given. 

Q4(a) (vii)  was often done well,  as was Q4(a) (viii) ,  although m any stopped 

at  a profit  of £0.25 per share, not  cont inuing to find the pr ice of the share 

when sold. Q4(a) ( ix)  was found difficult ,  showing students know where to 

place corporat ion tax in the statem ent , but  have a weak understanding of 

how it  is calculated. Q4(b)  tended to be poorly answered, with few 

references to standardisat ion or com parabilit y. 

 

 

 

 



 

Helpful hints:  

 

 Be specific when explaining “discounts” , dist inguishing between t rade 

discounts and cash discounts. Trade discounts are when a credit  sale 

is m ade and will reduce the am ount  owed, but  m ay encourage buyers 

to m ake a purchase they cannot  afford.  Cash discounts given to 

t rade receivables when paying within a certain t im e period m ay 

reduce the paym ent  to be m ade. 

 Rem em ber doubt ful debts m ay be ident ified on an individual basis, 

not  always calculated as a percentage of t rade receivables. 

 When evaluat ing, ensure you include a decision or recom m endat ion 

about  the statem ent  in quest ion, usually at  the end of your answer. 

 

 

Qu est ion  5  

 

This quest ion on investm ent  rat ios was a popular quest ion and was 

reasonably well answered.  Very few students m anaged to calculate the 

return on capital em ployed correct ly in Q5(a) ( i) .  Many included an alien in 

the num erator such as the preference dividend, or did not  arr ive at  £10 

m illion underneath for the denom inator.  Q5(a) ( ii)  was often incorrect  as 

students frequent ly wrongly deducted debenture interest  from  the net  profit  

after tax.  Debenture interest  is deducted before tax.  The dividend paid per 

share in Q5(a) ( iii)  was found easier,  although som e st ill had problem s 

arr iving at  8 m illion shares underneath. Q5(a) ( iv)  was usually done well,  

often benefit t ing from  the own figure rule for the num erator on the top line. 

The own figure rule also cam e in useful for students when calculat ing 

Q5(a) (v)  and Q5(a) (vi)  which were often correct .  Q5(b)  was done 

reasonably well,  as students saw the conflict  between keeping shareholders 

happy and the liquidity requirem ents of the business. However, a good few 

becam e side- t racked t rying to com pare this year’s dividend with last  year ’s 

dividend. 

 

Helpful hints:  

 

 Students m ust  learn the exact  form ulas for calculat ing investm ent  

rat ios and be able to reproduce the form ulas in the exam . Students 

m ust  then be able to subst itute into the form ulas the appropriate 

figures from  the quest ion. 

 I t  is im portant  that  workings are shown fully, especially when 

answers are incorrect , as this allows parts that  are correct  to be 

rewarded. 

 Units m ust  be shown when investm ent  rat ios are calculated. E.g. 

“Dividend paid per share =  2.25” .  I s this pounds, pence, or 

percentage?  “Pence”  needs to be added in order to m ake the figures 

m eaningful. 

 

 

 

 

 

 



 

Qu est ion  6  

 

This quest ion on break-even analysis was a popular quest ion and answers 

were good. Many students calculated Q6(a)  correct ly, showing thorough 

knowledge of break-even analysis.  The m ost  com m on m istake was to 

overlook the fact  there were five workers, not  one. Q6(b)  was also good, 

with a variety of m ethods being used to calculate profit .  Q6(c)  was 

com pleted well,  the m ost  frequent  error being to om it  the depreciat ion.  I t  

was good to see that  Q6(d)  was frequent ly answered successfully. The 

evaluat ion sect ion in Q6(e)  was often com pleted well,  with m ost  students 

recognising that  the m ost  im portant  factor to be considered was the level of 

profit .  

 

Helpful hints:  

 

 All figures in workings need to be labelled clearly. This allows the 

exam iner to award m arks where appropriate, if the student  does not  

arr ive at  the final correct  answer. 

 I n the evaluat ion sect ion, lit t le reward will be given for just  quot ing 

figures that  have obtained m arks in previous sect ions of the quest ion. 

They will be rewarded where they are included in developed chains of 

reasoning, showing causes and/ or effects applied to the scenario. 

Lev els –  b ased  m ar k  sch em e 

 

The advice here on the levels-based m ark schem e, now used to assess 

evaluat ion answers, should be put  to use by students to im prove 

perform ance. 

   The levels based m ark schem e will require students to adopt  a 

different  approach to the evaluat ion sect ion of each quest ion, 

especially in Sect ion A.  Previously, students could list  a num ber of 

bullet  points, often just  one sentence, and st ill m ark very well.  

Students are now advised to t ry to develop the point  being m ade 

to a greater depth where possible. This will allow access to the 

higher levels on the m ark schem e. For exam ple, at  level 2, "chains 

of reasoning are present  but  m ay be incom plete or invalid" . To 

m ove to level 3 requires "developed chains of reasoning, showing 

causes and/ or effects" . Cent res are advised to carefully study the 

requirem ents of the higher levels, and t ry to guide students to 

answer in a style that  reflects these levels.   I t  is also im portant  

that  students give a final decision or recom m endat ion in order to 

be awarded one of the higher levels. 
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