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Example Candidate Responses — Paper 2

Introduction

The main aim of this booklet is to exemplify standards for those teaching Cambridge IGCSE/IGCSE (9-1) Accounting
0452 / 0985, and Cambridge O Level Accounting 7707 to show how different levels of candidates’ performance (high,
middle or low) relate to the subject’s curriculum and assessment objectives.

In this booklet, candidate responses have been chosen from March 2020 scripts to exemplify a range of answers.

For each question, the response is annotated with a clear explanation of where and why marks were awarded or
omitted. This is followed by examiner comments on how the answer could have been improved. In this way, it is
possible for you to understand what candidates have done to gain their marks and what they could do to improve their
answers. There is also a list of common mistakes candidates made in their answers, where relevant.

This document provides illustrative examples of candidate work with some examiner commentary. These help
teachers assess the standard required to achieve marks beyond the guidance of the mark scheme. Therefore, in
some circumstances, such as where exact answers are required, there will not be much comment.

The questions and mark schemes used here are available to download from the School Support Hub. These files are:

0452 March 2020 Question Paper 22

0452 March 2020 Paper 22 Mark Schemes

Past exam resources and other teaching and learning resources are available on the School Support Hub:

www.cambridgeinternational.org/support



http://www.cambridgeinternational.org/support

Example Candidate Responses — Paper 2

How to use this booklet

This booklet goes through the paper one question at a time, showing you the high-, middle- or low-level response for
each question. The candidate answers are set in a table. In the left-hand column are the candidate answers, and in
the right-hand column are the examiner comments.

Example Candidate Response — Question 1, high Examiner comments
Amara
Petty Cash Book
Total Date Details Total Travel Postage and Ledger
received paid stationery accounts
- $ $ ~ 8 $ a Petty cash is an incorrect
BB | T, | Bhaite (... ] ~ narrative as this transaction
125 ° i L : is being posted into the
B A ’ - ) petty cash book. The correct
Zt 2k
; narrative is ‘bank’ indicating the
1 B - corresponding credit entry for the
gz %5 double entry system.
\ 2 . ] ) Mark for (a) = 9 out of 10
ot 1 L
V87 67 .25 85
200 200
...... [ 3. \
Examiner comments are
e Bl R alongside the answers. These
i S A explain where and why marks
Answers are by real candidates in exam conditions. \ were awarded. This helps you ||
These show you the types of answers for each level. to interpret the standard of
Discuss and analyse the answers with your learners in Cambridge exams so you can
the classroom to improve their skills. help your learners to refine

\their exam technique. j

How the candidate could have improved their answer

* (a) This candidate could have used the correct narratives that indicated how the imprest amount had been
restored via the bank and the payments made to Amara by petty cash. The presentation of all ledger accounts and
cash books were very important.

« (d) This part required two single discrete answers. Multiple answers were given, including incorrect examples such
as a standing order, which should have been avoided. In this style of question, only the first two answers were
rewarded to avoid multiple guesses.

This section explains how the candidate could
have improved each answer. This helps you to
interpret the standard of Cambridge exams and
helps your learners to refine their exam technique.

Common mistakes candidates made in this question

* Inaccurate narratives were entered into the petty cash book.

* Incorrect restoration and balancing of the imprest levels of the petty cash system.

» Failure to deduct discount from sales returns figure based upon the list price of goods.
* Reversed debit and credit entries were used when preparing Amara’s account.

Often candidates were not awarded Lists the common mistakes candidates made
marks because they misread or in answering each question. This will help your
misinterpreted the questions. learners to avoid these mistakes and give them

the best chance of achieving the available marks.




Example Candidate Responses — Paper 2

Question 1

Example Candidate Response — high Examiner comments

1 Amara maintains a petty cash book using the imprest system. The imprest amount of $200 is
restored on the first day of each month. On 1 January 2020 Amara had a balance of $65 in her
petty cash.

All payments of less than\@arg made from petty cash.
On1 January 2020, Amara owed $85 to Razvan, a credit supplier.
Amara provided the following information for January 2020.
‘January 4%/  The petty cash imprest was restored from the business bank account.

Purchased stationery for cash, $24

Paid travelling expenses, $49

’
;

Paid Razvan the amount outstanding on his account /
Purchased goods on credit from Razvan, $200 Iéss 10% trade discount
Paid taxi fare, $18

Returned goods to Razvan which had been purchased on 19 January, list price
$40

WORE AL e

Paid postage, $11
REQUIRED
(a) Prepare Amara’s petty cash book for the month of January 2020, on thé page opposite.

Balance the petty cash book and bring down the ba‘lance on 1 February 2020.




Example Candidate Responses — Paper 2

Example Candidate Response - high, continued Examiner comments
Amara
Petty Cash Book
recuined pete petats Tota Tiavel | Postageand | Ledger @ Petty’ cash is an incorrect
$ $ $ -8 $ narrative as this transaction
b5 Wmﬁ?ﬂ Bodande (le.............. _— is being posted into the
ol 360 | gy 4. BT P2AY Loty o ' petty cash book. The correct
3 SMKI[}UU&I zt T2 narrative is ‘bank’ indicating the
7 ‘rwczafy«%,aow +9 19 corresponding credit entry for
Vs Koz ves) : £z 25 the double entry system.
: 2z Tk i e \2 12 Mark for (a) = 9 out of 10
. z9 £ Il 1]
e 127 67 . 25 85
71| . Padne(yd) e
200 2020 Z00




Example Candidate Responses — Paper 2

Example Candidate Response — high, continued

Examiner comments

Amara’s supplier, Razvan, maintains a-full set of accounting records.

REQUIRED

(b) Prepare the account of Amara as it would appear in the ledger of Razvan.
Balance the account and bring down the balance on 1 February 2020.

Razvan
Amara account

nge Details $ Da)t-g Details e $
. 4 E
Ty | . Do, VL8 25 'm&\ﬂ,_y}t ﬁﬁiw}\ g5
1] ..Saks 190, | | Soden mekuond, | %0
‘ e 3] Bl 04 It
265 24C.
7000 -
Vo | . Bndante WA 194

On 2 February 2020 Amara paid the balance due to Razvan. She deducted cash discount of 2%.
REQUIRED

(c) Complete the following table by placing a tick (v') in the-cdrrect column to show how Razvan
should record the cash discount. Where an account has no entry, tick ‘no‘entry’.

-

debit credit - .no entry
Amara account . Vv ;._ )
Discount allowed account 4 A oo s
Discount received account - V

e 2l

Amara usually pays Razvan by cash.or cheque.

REQUIRED

(d) State two other methods which Amara could use to pay Razvan from her bank account.
1 Nt debiy

2 1l Ypon ).

3 Cngme

/[ 5’?ﬂy\dA‘$ oA, - 2]

[Total: 20]

¥

fer

e The correct narrative is ‘petty
cash’, indicating the
corresponding debit entry into the
double entry system.

Mark for (b) = 5 out of 6

e The answer is correct.
Mark for (c) = 2 out of 2

o Full marks are awarded as
point one and the first answer in
point two are correct.

Mark for (d) = 2 out of 2

Total mark awarded =
18 out of 20

How the candidate could have improved their answer

» (a) This candidate should have used the correct narratives that indicated how the imprest amount had been
restored via the bank and the payments made to Amara by petty cash. The presentation of all ledger accounts and

cash books are very important.

* (d) This part required two single discrete answers. Multiple answers were given, including incorrect examples such
as a standing order, which should have been avoided. In this style of question, only the first two answers were

rewarded to avoid multiple guesses.
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Example Candidate Response — middle Examiner comments

1 Amara maintains a petty cash book using the imprest system. The imprest amount of‘$Z00 is
restored on the first day of each month. On 1 January 2020 Amara had a balance of\$65 in her
petty cash.

All payments of less than $100 are made from petty cash.

On 1 January 2020, Amara owed 885 to Razvan, a credit supplier.

Amara provided the following information for January 2020.

January ¥ The petty cash imprest was restored from the business bank account.

Purchased stationery for cash, $24

Paid travelling expenses, $49

Paid Razvan the amount outstanding on his account

A%

LN NN N

A Purchased goods on credit from Razvan, $200 less 10% trade discount
Paid taxi fare, $18
Returned goods to Razvan which had been purchased on 19 January, list price
$40
Paid postage, $11
REQUIRED

(a) Prepare Amara's petty cash book for the month of January 2020, on the page opposite.

Balance the petty cash book and bring down the balance on 1 February 2020.°




Example Candidate Responses — Paper 2

Example Candidate Response — middle, continued

Examiner comments

Amara
Petty Cash Book
Total Date Details Total Travel Postage and Ledger
received paid stationery accounts
$ $ $ $
Drdunce. . oougle down.......
Bowne
P Cabuhy. AUV IR aq
“weliina exeunien 4 49
Ra2.vom 3g 5.
Recvees. 101 fowe i 1R
'..?eﬁio;s(k)n W AL
PoAOMLE. | (i Soan 3
Tohob- e | G 35 35
00
B | 150029 BOUMAE.... DOUG Ao

o The candidate uses ‘purchased’
which is an incorrect narrative and
is only used for buying goods for
resale. The correct narrative is
‘stationery’ on its own.

e The correct figure is $13 for the
balance brought down.
Mark for (a) = 8 out of 10

10
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Example Candidate Response — middle, continued Examiner comments

Amara’s supplier, Razvan, maintains a full set of accounting records.
REQUIRED
(b) Prepare the account of Amara as it would appear in the ledger of Razvan.

Balance the account and bring down the balance on 1 February 2020.

Razvan
1 Amara account - @ ‘Bank'is an incorrect narrative.
&Q%_t%w . Details 1 s &Egtg ' Details $ | An;atrr? isb aI custol;ner 0; tRc?zvan,
| - , 5= and the balance brought down on
Ve | Bedun (e, ol | 5. adem| Boaslg B2, the account is $85. This is paid-off
Aworrin e ) Sercken ‘ T8 by Amara using petty cash, which
129 Soeh KO 12650 Solen, Vexgns, ‘—ko o is the correct narrative.
3. 00| Badomg.....s |40 @ sales returns are incorrectly
. .| dbS WS recorded at the gross amount.
L8 A g » The list price should be reduced
VR | Dadownee Wl | 190 | L | by 10% as trade discount.
' ’ ‘ ‘ : Mark for (b) = 4 out of 6

[61
On 2 February 2020 Amara paid the balance due to Razvan. She deducted cash discount of 2%.
REQUIRED

N
{€) Complete the following table by placing a tick.(v')in the correct column to show how Razvan
should record the cash discount. Where .an account has no entry, tick ‘no entry’.

_ ‘ debit credit no entry e The first tick is incorrectly
Amara account » v ‘ _ shown as a debit. Discount
Discount allowed gccount == & N ‘ ) allowed is incorrectly shown as a
Discount received account ] . V% credit, resulting in no mark as both

i21 discounts require correct answers.
Mark for (c) = 0 out of 2

Amara usually pays Razvan by cash or cheque.
REQUIRED
(d) State two other methods which Amara could use to-pay Razvan from her' bank account.
1 ... Foune ’VQN\S\‘PN _—— A
2 . Doe . Ao &U( 2]
_ Total mark awarded =

[Total: 20 | 14 out of 20

Mark for (d) = 2 out of 2

How the candidate could have improved their answer

» (@) The narratives in all ledger accounts represent the exact location for corresponding entries in the accounting
system and accuracy is required for tracking and auditing purposes. Precise narratives were required to avoid
confusion, in this case, caused by the use of the term ‘purchased stationery’. ‘Purchased stationery’ was the
transaction, not the account name. The second error occurred when the cash book was balanced-off. The total of
the analysis columns (in this case $187) is a method known as cross-casting and aids the checking process,
which would have reduced the chance of this type of error.

» (b) This candidate was required to identify how trade discount was deducted from a list price before any sales or
sales returns were entered into the accounting system. The distinction between how trade and cash discounts are
treated is fundamental in avoiding an incorrect entry and balance in the customer account. Regular practice of
entering sales and purchase ledger transactions would have reduced this book-keeping error.

* (c) This question assessed the understanding of recording debits and credits into a sales ledger account and
recognising that ‘discount allowed’ was an expense, as the customer was allowed to reduce the amount that they
owed by 2%. Practice in producing ledger accounts and recording double entry transactions would have improved
the understanding required for this style of question.

1"
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Example Candidate Response — low Examiner comments

1 Amara maintains a petty cash book using the imprest system. The imprest amount of $200 is
restored on the first-day of each month. On 1 January 2020 Amara had.a balance of $65 in her
petty cash.

All payments of less than $100 are made from petty cash.

On 1 January 2020, Amara owed $85 to Razvan, a credit supplier.

emate -

RS [T R S A
Amara provided the following: information for January 2020.

January 1 .- Thé petiy cash imprest was restored from the business bank gccount.
3 Purchased stationery for cash, $24
7  Paid travelling expenses, $49
14 Paid Razvan the amount outstanding on his account
19 Purchased goods on cgredit from Razvan, $200 less 10% trade discount .
22 Paid taxi fare, $18 )

{

28 Returned.goods to Razvan which had been purchased on 19 January, list price
$40

29  .Paid postage, $11
REQUIRED
(a) Prepare Amara’s petty cash book for the monih of January 2020, on the page opposite.

Balance the petty cash book and bring down the balance on.1 February 2020:

12
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Example Candidate Response — low, continued Examiner comments
Potty o Book Q ‘Pu_rchasc_es’ _is an incorrect_
Total Date Details Tot.al - Travel Postgge and Ledger narratlve' It Indlcates the buylng
recaved P g - | CEew | g of goods for resale. The correct
g | 2] eetea it narrative is ‘stationery’ on its own.
B8 | s | Bt Comouank. afotiod..... _
1 | | punchonsir i 2 o © The candidate uses an
| e | Tl AU 4. §e..... | incorrect narrative. The correct
| Bagueun _ 25 ) 26 account name and narrative is
S [ Pmeﬂamaﬂue 1 T taxi fare’.
Hoa 8| 2dbuons. S Re2ven....... -l
,zqa Paid. Rastage n : 1 T e Areturn of goods does not
) ‘ rg==1 671 35 85 involve a cash transaction and
E BT 3 is not, therefore, recorded in the
Ao 2uo |- petty cash book.
0w
) feb.1 Belowice... b1,
e The candidate uses an
incorrect narrative. The correct

name of the account and narrative
is ‘postage’.

e The candidate provides an
incorrect answer. One mark is
awarded for the final correct
answer only.

Mark for (a) = 6 out of 10

13



Example Candidate Responses — Paper 2

Example Candidate Response — low, continued

Examiner comments

Amara’s supplier, Razvan, maintains a full set of accounting records.
'REQUIRED
(b) Prepare the account of Amara as it would appear in the ledger of Razvan.

Balance the account and bring down the balance on 1 February 2020.

Razvan
A_m'ara account )
: Ez)agg Details $ Da’teO Details ' $
(o] 202 '
Jm..z—.z Bl | MO ot | .. Dol £5
| ©@ 4] Bales €D
| .2 | oelenc cld...... | 285 S
265 245
: gR5.

i6]
On 2.February 2020 Amara paid the balance due to Razvan. She deducted cash discount of 2%.
REQUIRED

(c) Complete the following table by placing & tick (v} in the correct coldmn to show how Razvan
should record the cash discount. Where ‘an account has no entry, tick 'no entry".

o 1 debit credit - _'ho entry
Amara account . ' NG ‘
Discount allowed-account |~ v o _
Discount received account s

]

Amara usually pays Razvan by cash or cheque.

REQUIRED -

(d) State two other methods which Amara could use to pay Razvan from her bénk account.
7] .
2 . : ; ; - [2}

1]

[Total: 20]

6 The transactions are reversed,
and bank narrative is incorrect.
The candidate does not record a
balance b/d at 1 January 2020. An
own figure for the balance b/d on
1 February is allowed as it could
arise on either the debit or credit
side of the account.

Mark for (b) = 2 out of 6

Mark for (c) = 2 out of 2

e The candidate’s answer
requires a second method of
payment from a bank account.
Mark for (d) = 1 out of 2

Total mark awarded =
11 out of 20

14
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How the candidate could have improved their answer

(a) This candidate needed to be more precise in the narratives entered into the petty cash book. Narratives
indicate the corresponding entry into a named ledger account in a double entry system and accuracy is important
for tracking and auditing purposes. This candidate stated the transaction rather than the account name.

(b) Answers indicated that the candidate had reversed debits and credits. More practice in entering transactions
into the sales and purchases ledgers, as well as entering payments, leads to a better overall understanding of the
accounting system.

(c) This question required two methods of making payments from a bank, excluding cheques. There were many
traditional methods which have been expanded by the use of electronic and internet banking facilities. These
methods were included in the mark scheme and they could have been considered in this context.

Common mistakes candidates made in this question

Inaccurate narratives were entered into the petty cash book.

Incorrect restoration and balancing of the imprest levels of the petty cash system.
Failure to deduct discount from sales returns figure based upon the list price of goods.
Reversed debit and credit entries were used when preparing Amara’s account.

15
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Question 2

Example Candidate Response — high Examiner comments

\} GHB Limited maintains a full set of accounting records and prepares monthly control accounts.

The following information was provided for November 2019.

Purchases ledger control account balance at 1 November ?

Totals for November:

Purchases journal v 14200
Purchases returns journal v 1160
Cash purchases X 5390
Commission receivable X' 2110
Cash discount received v 650
Cash discount allowed % 710-
Cheques paid to trade payables v~ 11420
Sales ledger contras v~ 250
tnterest charged by trade payables v ’ 95
Cheque refunds from trade payables 330
Purchases ledger control account balance at 30 November 13195
REQUIRED

(/('a) Prepare the purchases ledger control account for GHB Limited for November 2019.

Balance the account on 30 November 2019 and bring down the balance on 1 December
2019. -

GHB' Limited
Purchases ledger control account

Date Details $ Date Details $
anlq 20194

0 The narratives for both entries
of ‘interest’ and ‘bank’ lack
ARRnER Danat: o accuracy. The narratives indicate
‘ the corresponding ledger account
"""" 50 | Rt fRon) | DS for tracking in the double entry
system. Specific terminology is

24675 required and ‘Interest charged’
and ‘Refunds (Bank) are not
Doc).. | Bademes i | 13095 accepted.

Mark for (a) = 7 out of 9

[

16
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Example Candidate Response - high, continued Examiner comments

A delivery vehicle was purchased by cheque during. November 2019.
REQUIRED

wAb) State two reasons why the purchase of the delivery vehicle was not recorded in the purchases
" ledger control account.

Mark for (b) = 2 out of 2

Mark for (c)(i) = 1 out of 1

e This vehicle is new and
therefore the impact of future
technological improvement
is not considered relevant for
determining initial depreciation.

e The aspect of wear and tear
needs to be expanded, with
emphasis on heavy initial usage
which results in extra depreciation
being charged in the earliest
years. This unequal use of the
vehicle subsequently leads to
lower depreciation being charged
in later years.

Mark for (c)(ii) =1 out of 3

17
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Example Candidate Response — high, continued

Examiner comments

The directors of GHB Limited are planning to finance a major expansion of the fleet of delivery
vehicles. $250000 will be required for this expansion. The directors are considering whether to
issue additional ordinary shares or to obtain a long-term bank loan.
REQUIRED

\}d) Adbvise the directors which of these two methods of finance is more appropriate.

Justify your answer with one advantage and one disadvantage of each option.

M&MM&&MM EM&&%&% ............

[Total: 20]

o The candidate makes a key
point here that ordinary shares
are permanent capital and do not
have to be repaid by the company.

e One mark is awarded for
stating that extra shares may lead
to the dilution of ownership.

e One mark is awarded for
pointing out that if a long-term
loan is opened this leads to
increased cost as interest is
charged.

0 The candidate makes a clear
recommendation to issue ordinary
shares based on earlier correct
comments regarding the issue of
shares and long-term loans in the
answer.

e No advantage is given for
opening the loan. Dilution of
ownership applies to the issue of
additional ordinary shares.

Mark for (d) = 4 out of 5

Total mark awarded =
15 out of 20

How the candidate could have improved their answer

(a) The narratives used by this candidate in posting to the purchase ledger control account needed to be specific
to the corresponding ledger accounts used in the book-keeping system. The terminology is specific and does not
require development, as this leads to confusion when tracing errors or following an audit trail. The transaction was

a refund, but the account involved was the bank account.

(c)(ii) This candidate should have considered more detailed reasons for selecting the reducing balance method of

depreciation.

(d) The candidate should have given a clear advantage for opening a long-term loan. The question asked to justify
the answer by giving one advantage and one disadvantage for each option. Marks were allocated accordingly.
Candidates are advised to follow the structure suggested by the mark scheme.

18
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Example Candidate Response — middle Examiner comments

2 GHB Limited maintains a full set of accounting records and prepares monthly control accounts.

The following information was provided for November 2019.

$
Purchases ledger control account balance at 1 November ?
Totals for November:
Purchases journal 14200
Purchases returns journal : 1160
Cash purchases 5390
Commission receivable 2110
Cash discount received , 650
Cash discount allowed . 710
Cheques paid to trade payables: : 11420
Sales ledger contras ' 250
Interest charged by trade payables ' 95
Cheque refunds from trade payables. 330
Purchases ledger control account balance at 30 November 13195

REQUIRED

(a) Prepare the purchases ledger control account for GHB Limited for November 2019,

: a The own figure mark is not
Balance the account on 30 November 2019 and bring down the balarice on 1 December | awarded as the account includes

2019. a cash purchase known as an
. . i i Id
GHB Limited extrangous |tem_, which shou |
Purchases ledger control-account not be included in a ledger contro
Dat 5 t'.l s Date Dotal account and corrupts the balance
ate etails Date etails f
el accordingly.

AN Cuachass, ftun 60, | e | Paluna... 4
Cash. dinteunt. | 6.59. | 3Mw|Puschasen.......

Ponk: [ AN Conh appear in the purchase ledger
269, | o Inkeasol Chuged... control account.

N 5) ﬁa#wd 230.. : © The candidate uses an

/bzeﬁwmt P[q’ /3194 incorrect narrative. The correct

R34 22004 narrative is ‘sales ledger’.
) 9814 :

t Dee.. |Boalowce.. Al | 15195, @ The candidate uses an
incorrect narrative. The narrative
must refer to the specific account
such as interest or interest
payable.

9 A cash purchase is an
extraneous item and does not

9
° e ‘Refund’ does not refer to a
specific account; in this case, the
corresponding entry is from the
bank account.
Mark for (a) = 5 out of 9

19
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Example Candidate Response — middle, continued

Examiner comments

A delivery vehicle was purchased by cheque during November 2019.
REQUIRED

(b) State two reasons why the purchase of the delivery vehicle was not recorded in the purchases
ledger control account.

w/n:frm’ a.cc(mmﬂ—
2PL¢A¢A¢M Q/ dz/jm ..... ) lud.t o -/h«]ouddw @/ ..............
~CUW me}omd W{Jm ldgu {&Mﬁﬁl a/ua C/delﬁ»rsa,é{z]

(c) (l) State the most approprlate method of deprecxatlon for the new dellvery vehlcle

&;&mrg ..... Mnco.....mm}&wd S \ (1]

L Y

(:i) State three reasons for your answer to (c) (|)

t
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Mark for (b) = 2 out of 2

Mark for (c)(i) =1 out of 1

6 The candidate’s answer does
not represent a reason for using
the reducing balance method.

e The candidate needs to
give a reason and explain why
depreciation is charged on the net
book value rather than cost.

@ The candidate’s answer is
too vague, as any method of
calculating depreciation will
arrive at a possible resale value.
The answer should specify why
the reducing balance method is
chosen in part (c)(i).

Mark for (c)(ii) = 0 out of 3
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Example Candidate Responses — Paper 2

Example Candidate Response — middle, continued Examiner comments

The directors of GHB_ Limited are planning to finance a major expansion of the fleet of delivery
yehlcles. $g50000 will be required for this expansion. The directors are considering whether to
issue additional ordinary shares or to obtain a long-term bank loan.

REQUIRED
(d) Advise the directors which of these two methods of finance is more appropriate.,

i
Justify your answer with one advantage and one disadvantage of each option.

Ths.... paraSbie. lunats... ,;J%n a\erg... boans,
1&&\/\4-'\91\ ...... rho. thaﬁagfix\dﬂmﬁ& ............

Lwasir:

P N pr0f e S A MR .
L‘nﬂ\.&,(@m«@p/ ...... ds ‘w‘o&_mm\w{’w;,h,m,w
b .naeae.. Fhoo.. d#s S T T S .
A Liank .. MZ@MHMCL:/’_A"Mu/\okm

W’FA ...... L leng... fuwﬂb«m/h,[m

i

............... S ceereenes [B
[Total: 20]

@ One mark is awarded for the
point that interest has to be paid
on a long-term loan.

@ One mark is awarded for the
point that shareholders are paid
a dividend, representing an extra
cost in return for issuing extra
shares.

m The candidate makes a clear
recommendation for a long-term
loan.

Mark for (d) = 3 out of 5

Total mark awarded =
11 out of 20

How the candidate could have improved their answer

(a) This candidate had a clear understanding of debit and credit entries in the ledger account, but all postings
needed to refer to specific corresponding ledger accounts in the book-keeping system. The candidate did not
recognise that all transactions supplied in the question were not automatically required and some were extraneous
items. Candidates need to be selective at times and not assume that all transactions are relevant to the account

requested.

(b)(ii) This question required specific reasons for applying the reducing balance method of depreciation. The
reasons given by the candidate were vague statements that lacked clarity and could have been applied to any

chosen method of depreciation.

(d) The candidate’s answer identified only one disadvantage for each method. This candidate could have

developed the answer by supplying an advantage for each method.
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Example Candidate Responses — Paper 2

Example Candidate Response — low

2 GHB Limited maintains a full set of accounting records and prepares monthly control accounts.

. The following information was provided for November 2019.

$
Purchases ledger control-account balance at 1 November ?
Totals for November:
Purchases-jeurmat 4206~
Rurchases-returns-journal . 460
Cash purchases 5390
Commission receivable 2110
Cash-diseountreceived 650
Cash discount allowed - ‘ 710
<Chequesipaid.to-tfrade payables- 4-420-
Sales-fedgércontras . 250
Interestcharged-by-trade payables - °5
Ehequerefurds fromtrade payables 3360
Purchases ledger control account balance at 30-November 13195
REQUIRED

(a) Prepare the purchases ledger control account for GHB Limited for November 2019.

Balance the account on 30 November 2019 and bring down the balance on 1 December

2019.
GHB Limited
Purchases ledger control account
Date |  Details s Date Details s
, Mok | Bl bdec..... |133H0
e | PrChoSe8 $t8laang| | Lusehases. Jowrol 14200
Tousnaad 160, .« Srdetesk chosged| 95...
Coth. disgodnt . | @
Meeevad | 6so |
Bank, t1y20
............. Bodts. decdger.... | 250
O | meque sefunds | 330
Bals...cld 13195
127005 23005

© @

Examiner comments

a The candidate uses an
incorrect narrative. The correct
narrative is ‘interest’ or ‘interest
payable’.

e The candidate uses an
incorrect narrative. The entry is
posted to the wrong side of the
account. The correct narrative is
‘bank’.

e The candidate does not record
the credit balance brought down
on 1 December of $13195.

Mark for (a) = 6 out of 9
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Example Candidate Responses — Paper 2

Example Candidate Response — low, continued Examiner comments

A delivery vehicle was purchased by cheque during November 2019.

o The purchase ledger control

REQUIRED account only includes purchases
(b) State two reasons why the purchase of the delivery vehicle was not recorded in the purchases of goods for resale: Assets can be
ledger control account. purchased on credit, but they do

1. fusthase Mc‘gf)« tondsgl aecount suucosols WW not appear in this account.

e A delivery vehicle can be
purchased on credit. The reason
it is not included is because it is
the recording of a non-current
asset which represents capital
expenditure and not goods for
resale.

A (i) State .thn.a;a.;easons‘ fo'r.your answer to {c) (i). h S . Mark for (b) = 0 out of 2

8’cm,|q/M Ung...medhed... applies... pmdmce pﬁ’nup!ee © The candidate does not state

-ﬂr\QuL H’ ]wt(ll "\6*’ OV‘EMRL«LQ ..... pofit.and. constraakicipde | the correct method.
, o\g+ 7055119 e o5y Mark for (c)(i) = 0 out of 1

----------------- 0 As the answer to part (c)(i) is

3 ‘L+ &HN\M’& \Hwe flfcdx,w, o{ P  Nen— Wﬂ,\,f- incorrect, no marks are awarded
'k M for part (c)(ii).

LOVEYT M3 USE 8] | Mark for (c)(ii) = 0 out of 3

e b
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Example Candidate Responses — Paper 2

Example Candidate Response — low, continued

Examiner comments

The directors of GHB Limited are planning to finance a major expansion of the fleet of delivery
vehicles. $250000 will be required for this expansion. The directors are considering whether fo..
issue additional ordinary shares or to obtain a long-term bank loan.
REQUIRED

. (d) Advise the d_il;ectors which.of these two methods of finance is more appropriat?.

Justify your answer with one advantage and one disadvantage of each option.

nance @gPans?or\_ WAL Sacnoase nen - cumrent. asgels.
N bl

L Iwudng AT Honad pvelnany. sharss il Sncrense.
and.._zesemved.. bt . walll. ok cosony

g MG and. have.  vesdnble.. Hyed xude .

of.. sevnsled Afvtdend.. @ leng demhank. foan.

! [8]
[Total: 20]

@ Any addition to the shares
will carry voting rights and
any dividends payable to the
shareholders will have variable
dividends payable. Therefore,
both statements made here by the
candidate are incorrect.

e Key point: long-term loan
incurs interest.

@ The candidate makes a
recommendation; however, this
needs to be supported by one
correct comment related to the
loan and the issuing of ordinary
shares. Therefore, the additional
decision mark is not awarded.
Mark for (d) = 1 out of 5

Total mark awarded =
7 out of 20
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Example Candidate Responses — Paper 2

How the candidate could have improved their answer

(a) This candidate understood the correct side of the account for posting debit and credit entries. The narratives
should have been specific to what referred to corresponding accounts in the book-keeping system, such as
‘interest payable’ and ‘bank’. It was important to highlight the need to balance the account and bring it down to the
next accounting period, in this case, 1 December. This figure was used to check against the total of all purchase
ledger account balances and was the main reason for producing a purchase ledger control account.

(b) This question required an explanation as to why capital expenditure items were not included in a purchase
ledger control account. The purpose of why this account was produced needed to be understood which would
have helped develop an understanding of the components that were entered or not entered in the account. In this
context, the motor vehicle was not purchased as goods for the purpose of resale.

(c)(i)(ii) This answer had to distinguish and select an appropriate method of depreciation for a particular type of
non-current asset. There were well-established methods for calculating the most accurate amounts of depreciation
charged in the accounts for different types of assets. The candidate needed clear understanding of the differences
between straight-line and reducing balance methods in order to have produced accurate financial statements.

(d) The candidate lacked basic knowledge of each type of funding. Therefore, they were unable to provide
justification for the option selected. The statements made were incorrect and lacked structure in how to answer this
style of question.

Common mistakes candidates made in this question

Candidates often reversed control accounts entries.
Candidates included cash purchase transactions that did not appear in the purchase ledger control account.
Some candidates incorrectly entered the closing balance on the credit side of the account.

Some candidates gave unclear explanations for the reasons and advantages of applying the reducing balance
method of depreciation.

Many candidates did not clearly identify advantages and disadvantages for both ordinary shares and a long-term
bank loan.
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Example Candidate Responses — Paper 2

Question 3

Examiner comments

Example Candidate Response — high

3 Tia and Sarna are partners in a trading business.
Their trial balance at 31 December 2019 was as follows:
Tia and Sarna
Trial Balance at 31 December 2019
debit credit
$ $
+.Révenue 124000
»Inventory at 1 January 2019 5390 - -
+_Purchases 55440
Discount-allowed 2400
+ Discount received 1385
\Carriage outwards 6160
Irisurance 27920~ . - G
General.expenses 8100
Wages 9600
« ~ -Trade receivables 11590
Trade payables 6051
¢ ' Bank 8136
Premises at cost 90000.
Furniture at cost 24000
Provision for depreciation on furniture 5600
Capital.accounts X _
Tia 80000
Sarna 40000
Current accounts
Tia © 2100
Sarna 1600
Drawings
Tia 15000
Samna 17000
260736 260736
Additional information L o £
!/1/ Inventory at 31 December 2019 was valued at $5165.
\2" Depreciation on furniture is to be charged at 20% per annum using the straight-line method.
3 The insurance includes a payment of $2160 for the 12 months from 1 July 2019 to 30 June
2020.
4 The partnership agreement provides for
interest on capital of 5% per annum
a salary to Tia of $6000 per anhum
residual profits and losses to be shared equally
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Example Candidate Responses — Paper 2

Example Candidate Response - high, continued

Examiner comments

‘REQUIRED
(a) Prepare the income statement for Tia and'Sarna for the year ended 31 December 2019
Tia and Sarna
Income Statement for the year ended 31 December 2019
$ $

........................... RENENDL it | errviirirens | 23220000

..... T S OSN L LOEL L BRRS St | reevesieneee | e,

......... feeee - OPENTO Q. TOML. DIDEY s E=E- 5 T N R

....... F L BRCCNRSES e, BB |
............................................................................ QABBQ. | erirerninen

e T ARSI QL DM AR s L TOVED 5 HD665.

............. XRS5 L PrOEIT e | v | BRB25..

....... L C RSO0 LIRLRIN.ED 1B 5
............................................................................................ 63720 i

- Erpenses o ) 0 The combined mark for
.................. COXLING L. DU 2 e | SV discounts allowed and carriage
L TOSACANER. G20, C26Q £2 D). s | BREO | o outwards is not awarded as the
Prov. (o Cahooo x8.2) figure for discounts is missing.
ADRRER LT QO FONXNINRL R e | LBBO0L |
e RN RLAL. . RAPENE LS | o BIAD s | oo, © The profit figure is an own
: : figure mark, if it is correctly
................. O N U AGQ0 5| 2B FEOO. deducted from the total income
3Kx220 .
......... Prosii forn. k. .Lax @Qmm.e figure.
c ' Mark for (a) = 7 out of 8
(8]
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Example Candidate Responses — Paper 2

Example Candidate Response - high, continued

Examiner comments

Tia and Sarna

account and bring down the balance on 1 January 2020.

Tia and Sarna
Sarna current account

Appropriation Account for the year ended 31 December 2019

(b) Prepare the appropriation account for Tia and Sarna for the year ended 31 Deceémber 2019.

$ $
cpereenend RrOELN. L BONL AR LA EAT e [ e BH220...
T IR RSE LON.CPTHAL. LT | LROOQLL |
e e e a e e e e SO, L2000 Halwle)
e et nennene | aernneeen: e .| aBrAs
LPAXIDRY S SANANY X A SF < SN I 8000
................................................................................................ 22220
L BEOETE L SOANR SRR K< MALQ =° .........
............................................................... SOknQL. Lo s 22230

]

(c) Prepare the current. account for Sarna for the year ended 31 December 2019. Balance the

Date |. Details $ Date Details $
2=\ 2-19
BADRL| oo DEQUIRINGS. | JA000 | 1Ian. | ..Bolance. kid. | 1600
N LNt 2LRLC| LEROEIE.SMArE | MO e
w@h | IDRERSk.oN. APl 2000
............. 2. | BolOncg.Cla L2290
.......................................... 11900 3000
2020 )
L3IQN | .BolancL.nld. | 2230 a [OOSR B

4

e The profit own figure is brought
forward from part (a).

o Interest on capital and partner’s
salary is correct.

e The profit share mark is
awarded as the own figure of
$22220 is correctly appropriated
on a 50:50 basis.

Mark for (b) = 4 out of 4

e Profit share is own figure
brought forward from part (b).

ﬂ Balance brought down is an
own figure brought down correctly
on the debit side.

Mark for (c) = 4 out of 4
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Example Candidate Responses — Paper 2

Example Candidate Response - high, continued

Examiner comments

Tia and Sarna are considering transferring $7000 from the business bank acéount to an interest-
bearing deposit account.

REQUIRED

(d) Advise the pariners whether or not they should make this transfer. Justify your answer by
providing advantages and disadvantages.

me
AR I QY RTLLTD “e\'\).Y..QS...E:mm...ﬁ’kxsﬁ...i&\.‘stﬁ-.\fﬁ.ss....\o.ﬁ.cxr.x‘.\".\.%e
SALLODNTALHOLIDLLIMRE. SR EDE. L SRE ML MOL . ARIS. o STRane

SRORLH Q. SEPENSINE.. EOO LR RO QSSRES. LOST. LN~ B ec

IR SR IS % S W 2 AT P <Y B 28 S T S ¥ R IR ok TIE o e G Wa Y o7 o W 6 W e & SO

HN2L. S0 FOS-OOSTASS MO DOEJOONME .. SO RN k.

AOOESINQ SR RIIL IO AS LSRN L. FEE0A. .80 IS A0

N . > .
A TIOL AR SAXROS... DASIRESS .. DL RN L. LS. L0 s o)

SB0. RS ATAR LALSY MM ALSNSOR . DAL SN . fnesy ... [4
SNOOIA  a0E MOQKE  vne . tean scer.

[Total: 20]

. 1

@ The candidate assumes that
when funds go in a deposit
account, the business will get
‘high returns’ and this would
enable the business to buy
expensive non-current assets.
This is not correct even if the
interest rates are exceedingly
high. It would only give some
small return that would help
reduce existing costs. No mark
was awarded.

e Not being able to access
cash in the short term is a
clear disadvantage.

@ A second disadvantage is
that the business does not have
sufficient working capital. There
are no advantages identified
for either option. Therefore, the
recommendation made by the
candidate does not receive this
additional mark.

Mark for (d) = 2 out of 4

Total mark awarded =
17 out of 20

How the candidate could have improved their answer

* (a) The candidate should have ticked discounts allowed, which indicated that it needed to be treated in the

accounting statement.

* (d) The candidate should have provided a valid advantage point for one of the options they recommended.
If the candidate had written the owners would gain interest on the amount transferred, they would have
been awarded an extra mark. An interest-bearing deposit account would not give ‘high returns’.
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Example Candidate Responses — Paper 2

Example Candidate Response — middle Examiner comments
3 Tiaand Sarna are partners in a trading business.
Their trial balance at 31 December 20192 was as follows:
Tia and Sarna
Trial Balance at 31 December 2019
debit credit
$ $
Revenue - - 124000
Inventory at 1 January 2019 -~ ! 5390
Purchases- - 55440
Discount allowed * 2400
Discount received ’ 1385
Carriage outwards - 6160
Insurance- - . 7920
General expenses  *’ 8100
Wages v 9600
Trade receivables 11590
Trade payables 6051
Bank - 8136
Premises at cost 90000
Furniture at cost 24000
Provision for depreciation on furniture - 5600
Capital accounts
Tia 80000
Sarna 40000
Current accounts
Tia : 2100
Sarna 1 600.
Drawings .
Tia 15000
Sarna 17000
260736 260736 ]
. A
Additional information o
1 Inventory at 31 December 2019 was valued at $5165. ’
2 Depreciation on furniture is to be charged at 20% per annum using the straight-line method.
3 The insurance includes a payment of $2160 for the 12 months from 1 July 2019 to 30 June
2020. ) ’
4 The partnership agreement provides for
interest on capital of 5% per annum
a salary to Tia of $6000 per annum
residual profits and losses to be shared equally
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Example Candidate Responses — Paper 2

Example Candidate Response — middle, continued Examiner comments

REQUIRED

Tia and Sarna

K&}@/}M‘é ................. e e e ae e L

Leas

—

L L
Discont yedened
Less ...E}_rz;@;‘,é./—.‘ ......................................................

.Q?%%mimgxzﬁﬁéé ...................................

W“QQ ...... e e e,
VET PROFIT -

Income Statement for the year ended 31 December 2019

(a) Prepare the income statement for Tia and Sarna for the year ended 31 December 2019.

$ $

verereraasd |24 000
390 |
ssuno’ ..
(e gy
66990 | .o
S 62178
................ 1298”
. £35¢0
2uo0 |
1080 @
P S
quob | ...
ugo0 125990
................. 32582

0 Carriage outwards is an
expense and does not appear in
the trading account. This is an
unrelated item and means that the
gross profit is incorrect. Therefore,
no mark is awarded.

e The insurance calculation is
incorrect; the $1080 should be
deducted from the amount paid
during the year.

Mark for (a) = 4 out of 8

8]
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Example Candidate Responses — Paper 2

Example Candidate Response — middle, continued Examiner comments

(b) Prepare the appropriation account for Tia and Sarna for the year ended 31 December 2019.

Tia and Sarna
Appropriation Account for the year ended 31 December 2019

$ $ 9 e The profit is an error carried
Less Vw)ﬁfﬂyﬂwyw ................................................... 37540, forward.
bt Inkrast on lapitad | Tiex...| uo20 o ...
........................................................... Sooman (2000 |,
. 6600
Yotrer's sadory — Tio . 4000|2000
Co . L6
e s Rl Zs‘sg e The profit share is a correct
Ml Shere = e | KN W calculation on 50:50 basis.
. ' However, due to an error carried
. . — Jyea90 L )
[ S ‘..'..S.’am'o\ ........... 'Z?q ...... F T forward, the resun iS not Correct.
e e e Lt Mark for (b) = 4 out of 4

[

{c) Prepare the current account for Sarna for the year ended 31 December 2019..Balance the
account and bring down the balance on 1 January 2020.

o

Tia and Sarna

Sarna current-account 4
Date Details $ Date Details - . $ .
¥ oo 203 g © capital account balances
eed\ W’”é“ 17000 | pue3\ | Gapllad. 0. | 42000 are not entered into the current
o - . _ Inderest oncapilal| zpoo account. The impact is that the
' P S i B balance brought down on the
¢ .
|, Blgrusc /4 (23790 . ﬂ"h” shave 1229° account is not correct.
su390 54790 Mark for (c) = 3 out of 4
A Al [ L — | s
Jonl | Bateree. % {37790

[4]
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Example Candidate Responses — Paper 2

Example Candidate Response — middle, continued Examiner comments

Tia and Sama are considering transferring $7000 from the business bank account to an interest-
bearing deposit account.

REQUIRED

(d) Advise the partners whether or not they should make this transfer. Justify your answer by
providing advantages and disadvantages.

e The candidate’s statement
is incorrect, as it may not be

W Fesision.... 44 : possible to withdraw cash.
Wi M vl ... B¢ e At ladir... 1o @ This is also an incorrect
Dhe.  Buined  Hito I nde gl el d statement as the investment
I LN AL 0 . aocount paye interest. To gain
Jave. 2. Y uid.. Bl .o B T a recommendation mark, the

candidate must provide a correct
‘ advantage and disadvantage, yet
.............. . neither are made.

Mark for (d) = 0 out of 4

Total mark awarded =

I: 20
[otal: 2011 44 out of 20

How the candidate could have improved their answer

+ (a) It was important that items were identified correctly in terms of where they were included within the trading or
expenses section of the income statement. Carriage outwards was an expense and did not appear in the trading
section. Carriage inwards did appear in the trading section but was not included in this question. The insurance
calculation was also incorrect.

* (c) The candidate should not have included the capital account balance. Partnership current accounts were
maintained to record regular transactions from the appropriation account and drawings. It was essential to separate
fixed capitals from current accounts and vice versa.

* (d) The candidate should have followed the specific instructions to answer this question; discuss two advantages
and two disadvantages of depositing funds into an interest-bearing account. The candidate also misread the
question and answered from the perspective of borrowing a loan with resources readily available. It was important
to identify the direction that funds were moving in and this would have determined whether interest was paid or
received.
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Example Candidate Response — low Examiner comments

3 Tia and-Sarna are partners in a trading business.
Their trial balance at 31 December 2019 was as follows:

i Tia and Sarna
Ttial Balance at 31 December 2019

debit credit
$ $
Revenue 124000
Inventory at 1 January 2019 5390
Purchases 55440
Discount allowed 2400
1 Discount received 1385
€ Carriage outwards 6160
€ Insurance 7920
& General-expenses 8100
EY Wages 9600°
Trade receivables 11590
Trade payables 6051
Bank 8136
Premises at cost 90000 _
Furniture at cost 24000
€ Provision for depreciation on furniture 5600
Capital accounts .
Tia 80000
Sarna ' 40000
Current accounts
Tia 2100
Sarna 1600
Drawings
Tia 15000
Sarna ’ v, 17000

260736 260736

Additional information
1 Inventory at 31 December 2019 .was valued at $5165.
2  Depreciation on furniture is to be charged at 20% per annum using the straight-line method.

3 The insurance includes a payment of $216,0A for the 12 months from 1 July 2019 to 30 June
2020.

4 The partnership agreement provides for
interest on capital of 5% per annum
a salary to Tia of $6000 per annum
residual profits and losses to be shared equally
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Example Candidate Responses — Paper 2

Example Candidate Response — low, continued Examiner comments

REQUIRED

(a) Prepare the income statement for Tia and Sarna for the year ended 31 December 2019.

Tia and Sarna
Income Statement for the year ended 31 December 2019

0 The candidate has not included
the narrative for gross profit.

9 Discounts allowed narrative
and figure are both missing.

e The candidate provides an
adjustment to insurance which
is an incorrect calculation. It is
also being added and treated as
an accrual when it is actually a
prepayment.

o The calculation of depreciation
is incorrect, as the candidate uses
the reducing balance method. A
further error is made by adding

...................................................... their adjustment onto the net book

8 value of the furniture.

Mark for (a) = 4 out of 8

¥
btoo—gyp xog) Y 1How15Tin
< 3720 ‘22520
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Example Candidate Responses — Paper 2

Example Candidate Response — low, continued

Examiner comments

(b) Prepare the appropriation account for Tia and Sarna for the year ended 31 December 2019.

Tia and Sarna

Appropriation Account for the year ended 31 December 2019

{c) Prepare the current account for Sarna for the yéar ended 31 December 2019. Balance the

account and:bring down the balance on 1 January 2020.

Tia and Sarna
Sarna current account

/Bﬁe ‘ Details $ ZDO?;e _ Details $
3|0, ,..Qmm‘»y o, | 30 | Paboe Y% lé
.| o g | ey . ©
©. ...\ Bk tptl | 2o |
............................................................ | e | s
24180 . 24U
. R [
[ Jod | aloe Y0 | 40§D
[4]

e Interest is calculated correctly,
but the total of $8000 is an
incorrect amount deducted from
profit.

e Interest on drawings is not part
of this partnership agreement and
does not appear in this statement.
A further error is made as the
amounts used are the actual
drawings by the partners. This
error affects the mark for the
resulting loss as they are current
account transactions.

G Tia’s salary is added instead
of being deducted. The relevant
name of the partner should also
be identified alongside the salary
narrative.

@ Final calculation of loss is
incorrect due to the inclusion of
actual drawings highlighted in
note 6.

Mark for (b) = 1 out of 4

Q Tia’s salary should not appear
in Sarna’s current account and,
therefore, it contaminates the own
figure balance brought down on 1
January.

@ The loss is an own figure mark
calculated in part (b). Sarna’s
share of the loss is $6715
meaning an incorrect figure is
brought forward.

m No mark is given for the
balance brought down due to the
extraneous item of Tia’s salary
being included incorrectly in
Sarna’s current account.

Mark for (c) = 2 out of 4
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Example Candidate Responses — Paper 2

Example Candidate Response — low, continued Examiner comments

Tia and Sarna are considering transferring $7000 from the business bank account to-an interest-
bearing deposit account. -

REQUIRED

(d) Advigg the partners whether or not they should make this transfer. Justify your answer by
providing advantages and disadvantages. @ The candidate does not identify

T T @, , advantages or disadvantages.
Mark for (d) = 0 out of 4

Total mark awarded =
L 7 out of 20

[Total: 20}

How the candidate could have improved their answer

The marks for any items recorded in financial statements required figures to be accompanied by a suitable
narrative. Expenses and revenues required adjustments such as accruals and prepayments, as well as calculations
of the amounts charged for depreciation. This candidate had some knowledge of the techniques required but mixed
them up, which demonstrated a lack of practice in applying them consistently.

The entries into the appropriation account and current accounts were linked and followed double entry rules. A
systematic approach was required in practice that covered a total approach to completing the income statement,
followed by the appropriation account and the final transfers to all current accounts. This approach provided a
firm grounding for producing partnership accounts and could have avoided the combined errors produced in the
answers to parts (a), (b) and (c) of this question.

(d) This part required the candidate to have some knowledge of how to deal with a business which has excess
funds available and to ensure that some returns are earned until cash is required for normal business use. This
use of excess funds, or the need to secure extra working capital, is a common business scenario. Basic knowledge
of the advantages and disadvantages of opening loans and deposit accounts was needed for effective cashflow
management. For example, ‘Was treasury management a little dated’? ‘Could it have been replaced with cash flow
management’?

Common mistakes candidates made in this question

Candidates often gave incorrect calculations of adjustments to expense items such as insurance and depreciation
in the income statement.

Some candidates included extraneous items such as interest on drawings in the appropriation account. This
usually appears in the appropriation account but was not asked for in this question.

Candidates often posted the opening balance incorrectly, the closing balance not brought down to 1 January and
incorrect items such as salary for Tia were included in the current account of Sarna.

Many candidates’ answers offered one or two advantages, or disadvantages, and did not offer a balanced answer
that enabled a sound recommendation to be made. Candidates needed to balance advantages and disadvantages
associated with the option of transferring funds to a deposit account.

37



Example Candidate Responses — Paper 2

Question 4

Example Candidate Response — high Examiner comments

4  Arfunisa sole trader.

Arjun prepared a trial balance on 31 January 2020. The totals of the debit and cred:t sides dlffered.
This difference was placed in a suspense account.

—_—

Arjun later discovered the following errors.

1" The fotal of the discount received column in the cash book for January, $135 had been
credited to the commission receivable account.

.2 $200 received from the sale of fittings (net book value $150) had been correctly debited but
had been credited to the f xtures and fittings account. )
\

(,3// Cash drawings, $40, had been correctly debited but had been credited to the purchases
account.

»4"  The total of the analysis column for cleaning in the pétty c¢ash book, $73, had been transferred
to both the cleaning account and the office expenses account.

~ 5 The purchase of equipment, $575, had been credxted to the equipment repalrs account. The
bank account had been correctly credited. T e

6 No entries had been made for a cheque payment for ofﬁce expenses, $90.

7  Acheque, $69, paid to Simone had been posted to the account of Simon.
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Example Candidate Responses — Paper 2

Example Candidate Response - high, continued Examiner comments

REQUIRED
(a) Prepare journal entries to correct errors 1, 2 and 3.

Narratives are required.

Arjun
Journal e,
Error Details » | Debit ' , -(Brédit
humber : o 08 $
1) CGMm{ffon rcolevable iKY
o Distount reeived (&€ -
C\oeim mneo“-i\' mwd“v ] 0 A narrative mark is awarded if
o d v ) _ it clearly indicates that an ‘error’ is
S - sooont:.. Yeaved e | being ‘corrected’. In this case, the
key word ‘error’ is missing.
\ Mark for (a) = 8 out of 9
9) Bictoer ond 800s e | Qe , @
Dissoral Ao 200 .

( beng toreettig the.. e4eos
of Hxhith & Piing )
J

D | Purchwee Alt . dr yo

. ok ale. .- _ 10

beiny comerting e
exrox 0 f Prurchoueddq),)

191
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Example Candidate Responses — Paper 2

Example Candidate Response - high, continued Examiner comments

{b) Prepare the suspense account. Include the original difference on the trial balance, as a
balancing figure.

Arjun
Suspense account e Balance brought down is an
Details $ Date Details 3 incgrrect narrative. The figure
) of $1077 arises only after a
\Da’ b ’d 9 &\ CYeys trial balance is produced and a
sany | office expeet | 3 anay @@{Yﬁ& QYpaue| 40 difference arises, therefore, it
o cannot be brought down from a
J— €9V ipment: |32 previous accounting period. The
. eq vipmentepair | S35~ correct words for this narrative are
o ‘difference on trial balance’.
NP SO ) S Mark for (b) = 3 out of 4
o A RS O 0.

: T - , [4]

(c) Complete the following table by placing a tick (v") in.the correct column to indicate how each
of the errors would affect Arjun's capital. *+

The first one has been completed as anexample.

lgnore depreciation of non-current assets.

- Error number Increases Decreases No effect
. capial capital on capital @ Error five is the incorrect
8 Y , posting of a non-current asset to
4 v the equipment repairs account. As
S v Q ‘ equipment is acquired the capital
6 [ ) ) is increased. This is illustrated by
7 = w applying the accounting equation:

4] | Assets — Liabilities = Capital
Mark for (c) = 3 out of 4
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Example Candidate Responses — Paper 2

Example Candidate Response - high, continued Examiner comments
(d) State three advantages to Arjun of operating as a sole trader: : oo o Answers one and two make the
. same point. Arjun is his own boss
1 @ HQ k) k\\j 0w bogg ......... ieeinberresrereiesereresesnans ferreeeneneees and as a sole trader he can make
R /. Y his own decisions with no need to
consult anyone else. One mark is
2 CQ(\ m(KQe’ Ow 0 deo‘u\@m\.no ..... @ne ...... c!’o ............. awarded for a Sing]e point_
contolt  holyse mqm% o Mark for (d) = 2 out of 3
3 t.an teer an e PD‘QsQ—.lb ................... | Total mark awarded =
S ‘ 16 out of 20

— _ i

‘ [Total: 20]

How the candidate could have improved their answer

* (a) There was a need to be precise when describing the reason (the narrative) for making entries into the journal
as they formed the basis of the audit trail when accounts were checked for validity and accuracy.

» (b) Any differences that arose upon the production of the trial balance were transferred to a suspense account.
Again, it is essential that precise narratives are used to record for audit purposes where the difference has been
discovered from within the accounting system. The candidate should have used ‘difference on trial balance’ as the
narrative.

* (c) The application of the accounting equation helped to guide where errors were made and the numerical impact
of the movement upon assets, liabilities both short-term and long-term could then be determined.

« (d) Making own decisions was an extension of being his own boss rather than a separate advantage. The financial
reporting requirements were less complicated and did not have to be published; this could have been considered
as the third advantage point.
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Example Candidate Responses — Paper 2

Example Candidate Response — middle Examiner comments

4  Arjunis a sole trader.

Arjun prepared a trial balance on 31 January 2020. The totals of the debit and credit sides differed.
This difference'was placed in a suspense account.

Arjun later discovered the following errors.

1 The total of the discount received column in the cash book for January, $135, had been
- credited to the commission receivable account. ; . R

2+ '$200-received from the sale of fittings (net book value $150) had been correctly debited but
had been credited to the fixtures and fittings account.

3 Cash drawings, $40, had been correctly debited but fiad been credited to the purchases® *

: acc;)unt.t,}a : ~ ' L

4 The total of the analysis column+for cleaning in the petty'cash book, $73, had been transferred
to both the cleaning.account and the office expenses account.

5 The purchase of equfpment, $575, had been credited to the equipment repairs account. The
bank account had been correctly credited. (=

. WWWB COTTRE OR
6 No.entries had been made for.a:cheque payment for office expénses, $90.
; B Rt

(3
7 Acheque, $69, paid to Simone had been posted to the account of Sirion.

—Siwonth—Simena bR
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Example Candidate Responses — Paper 2

Example Candidate Response — middle, continued Examiner comments

REQUIRED
(a) Prepare journal entries to correct errors 1, 2 and 3.

Narratives are required.

Arjun
Journal _ .
Error Details ' Debit Credit
| number . $ - $
T4 | aihiniden. Rugiieble. . 0l 025
‘ o) S tstamt Kasaiveo) (25,
.......... o | lemminnish.. Laseiadde ...
OMJM .. Auntoss... s 66“” 0 The credit entry is incorrect.

oea ety | ' The key word is ‘disposal’ linked
i) d to fixtures and fittings.

.2.00.... S — @ The narrative accompanying

the journals is incorrect, as there
is no reference made to the
correction of error relating to these
transactions.

e The candidate provides an
4o incorrect narrative.

o... ° The narrative accompanying
the journals is incorrect, as

no reference is made to the
correction of error relating to these
i | transactions.

Mark for (a) = 5 out of 9
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Example Candidate Responses — Paper 2

Example Candidate Response — middle, continued

Examiner comments

(b) Prepare the suspense account. include the original difference on the trial balance, as a
balancing figure.

Arjun
Suspense account

Date Details $ .| Date Details s

............... EM@MD L2 T
e LTV — be

S %C&W—B o

ed) |2

730 37

4

(c) Complete the following table by placing a tlck (v)in the correct column to |nd|cate how each
of the errors would afféct Arjun’s.capital. 1

The first one has been completed as an example.. 4

Ignore depreciation of non-current assets.  * N ‘
- Error number Increases Decreases No effect
) capital capital onh capital
3 v )
VRS A N
5 Pl I _
6 . / 17

4]

e The candidate gives an
incorrect narrative as this is not
a balance brought down, but
the difference arising after the
production of the trial balance.
Mark for (b) = 2 out of 4

@ The candidate correctly
identifies only error five.
Mark for (c) = 1 out of 4
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Example Candidate Responses — Paper 2

Example Candidate Response — middle, continued Examiner comments
(d) State three advantages to Arjun of operating as a sole trader. e Point one is a major
. . disadvantage of operating as a
SO Bl ot sinbivitsd.. Dottty D...... | d20uantage of operating

Mark for (d) = 2 out of 3

Total mark awarded =
10 out of 20

[Total: 20}

How the candidate could have improved their answer

(a) The candidate should have used the correct narrative for error two and error three in the journal. They should
have referred to the correction of errors relating to these transactions.

(b) This type of question relied heavily upon the candidate’s knowledge of double entry book-keeping, and the
ability to write concise narratives was required. The wrong narratives were used and only two of the entries were
correct.

(c) The errors that would have caused a difference in the trial balance were either single entry, double entries
posted as both debits or credits, or entries of unequal amounts. Only errors four and five caused these differences
and the ability to identify appropriate transactions would have allowed the suspense account to be eliminated
effectively.

Each of the errors identified would have had an impact upon the profit of the business and once this had been
identified as an increase or decrease, then the effect upon capital was determined.

(d) The candidate should have given the third advantage. The first advantage given was actually a disadvantage
of operating as a sole trader.
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Example Candidate Responses — Paper 2

Example Candidate Response — low Examiner comments

4 . Arjun is a sole trader.

Arjun prepared a trial balance on 31 January 2020. The totals of the debit and credit swles differed.
This difference was placed i in a suspense account. L

Arjun later discovered the following errors. '

1~ The total of the discount received column m the cash book for January, $135 had been
-+ creditedito thercomrission receivable account:. 37 i p ax 0

\4/ $200.1 recewed from‘ the sale of i ttlngs (het: book‘valu $15'0“) had been/correctly 'debited but
had been credited to the i xtures and fi mngs account
e b L OO ~ VOO b g RS ST S,
\'éj Cash dra‘wmgs, $40 had been correctly debited. but, had been credlted to the purchases
' + N

’

% account.” wte U N L Y U

v

\/@ The total of thé analysns column for cleaning in the peftycash book $73 ‘had been transferred
to both the cleaning account and the office expenses account . .
o R S

. -

w(5’» The purchase of equipment, $575, had been credlted to the equipment repairs account. Thé
”  bank account had been correctly credited.
8 Noentries had.been made for a cheque payment for office expenses, $90.
\\V@ A cheque, $69; paidto Simone had been posted to.the account of Simon.

Cosdrownng 40

(& N
drawning dr
—> o
P F
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Example Candidate Responses — Paper 2

Example Candidate Response — low, continued Examiner comments
REQUIRED
(a) Prepare journal eniries to correct efrors 1, 2 and 3.
Narratives are required.
Arjun
Journal
Error Details .. Debit Credit
humber+ | . - . R Y U LS
33| Simeme... Cash, 1. 8&hb0 @ The candidate reverses
SNWOR  PWiChanes &R 40 (1] all transactions and omits the
' relevant narratives that support
.............. . why the journal entries are being
: entered.
% ......... [T T Mark for (a) = 0 OUt of 9
6
NESERY..... ,
A Discount._ceceringd 135 .
.............. Commission  swecglab | 235
B | L Sales 00 ..
Pixtuses g QL'H—J’I'\:} account v | 209
[0
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Example Candidate Responses — Paper 2

Example Candidate Response —

(b) Prepare the suspense account. include the original difference on the trial balance,. as a

balancing figure.

low, continued

[

Arjun
Suspense account
Date Details $ Date Details $
3.Jon. | Spice expensa | T 12T | SHlice aErns | QR

LB B Y

4]

(c) Complete the following table by placing a tick (v) in the correct column to mdlcate how each
of the érrors would affect Arjun's capital. a Lo

The first one has been completed as an example! ' .t

Ignore depreciation of non-current assets. r

Error number

Increases

T = Tl 7 —
Decreases

No effect
capital capital on capital
v

Er

~N|lo|lo|M]w

4]

Examiner comments

e The candidate completely omits
payment of office expenses from
the books of account; therefore,
this type of error does not create
a difference in the trial balance. In
practice, this omission is entered
into the ledger accounts and does
not appear in the journal or the
suspense account.

e Suspense account postings
are required where entries posted
are of unequal amounts. In this
question, error numbers four and
five are responsible for the overall
difference arising when drawing
up the trial balance.

Mark for (b) = 1 out of 4

0 The candidate’s error means
that the expense is being charged
twice, causing profit to decrease,
leading to a reduction in capital.

e This error of crediting
equipment repairs means that
expenses are reduced. This leads
to increased profits and therefore
an increase in capital.

Mark for (c) = 2 out of 4
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Example Candidate Responses — Paper 2

Example Candidate Response — low, continued Examiner comments
(d) State three advantages to Arjun of operating as a sole trader.
1..Pwckits _easned by the buisness..dontt.need. 40
......... be shased . . . .
2...N 9...diSQ%d=Lﬁe.memS ..... &uﬁtlﬁ...ﬁmk{in%..d&gls{oﬂs . © Point number three is a
Can._ make udd decinions - repetition of point two ‘can make
IR AL TR AL IR W, \ e ———" ..... . a” deCiSionS’. Therefore, Only 1
3....Can. omK . Q.cwa.l.dmé.......h.\s....ps&a@{mmcc...:..cgn ....................... mark for both points is given.
. . Mark f = 2 out of
(6 deud%...{?.hf «mwl:s;.ng ....... POMED. e 3] arkfor (d) = 2 out of 3
_ Total mark awarded =
[Total: 20] 5 out of 20

How the candidate could have improved their answer

» (@) The candidate was able to identify the ledger accounts that needed to be adjusted but, unfortunately, the
adjustments made in the journal were completely reversed and the impact compounded the existing errors that
had been made. It often helps to draw up ‘T’ accounts as workings and by applying double-entry transactions the
entries are more easily identified for writing up the journal. There was also a clear instruction to support journal
entries with a narrative that explained the reason for the entry. The opportunity existed for a further 3 marks,
irrespective of whether the account narratives were correct; however, all the supporting narratives were omitted
from this answer.

» (b) The errors that would have caused differences in the trial balance needed to be identified, such as two debit
entries for office expenses and cleaning being made of $73 (error four) and two credit entries for the purchase of
equipment (error five). Once the errors had been identified and entered into the suspense account, the difference
that had arisen upon the trial balance could have been determined.

* (c) This required a three-stage thought process to be followed as a result from the error made. Firstly, was there
an impact upon profit? If yes, was it an increase or decrease? Finally, the effect upon capital could have been
identified as profits belonging to the owner and capital would change accordingly. Both errors four and five needed
to have applied the same logical approach to arrive at the correct answer.

Common mistakes candidates made in this question

» Candidates sometimes identified incorrect accounts when entering up the journal.

* In some cases, candidates omitted or provided inappropriate narratives to support the reasons for making the
journal entries.

* Some candidates included entries in the suspense account that did not resolve a difference from the trial balance.
* Incorrect outcomes were deduced from the errors made to profits and ultimately capital.
* Repetition of ‘own boss’ and complete control of the business as advantages of being a sole trader.
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Example Candidate Responses — Paper 2

Question 5

Example Candidate Response — high Examiner comments

5  Adit provided the following information.

For the year to 31 January 2020 \ $
Profit for the year 27900
Revenue 186 000.
Credit purchases 93075

At 31 January 2020 i
Non-current assets at book value 43700
Inventory 9340
Trade receivables ' 14010
Trade payables . 9435
Bank overdraft : ‘ 2240
Bank loan (répayable 2023) 6000

All goods are sold on credit terms.

_ REQUIRED

s

(a) Calculate the following ratios. Show your workings.

RN |

proﬁt mérégn >
workings A answer.
NEE pAgfe 100 1579
oz * f
186000
@ ’
trade payables turnover (days)
workings answer
(round up to nearest
whole day)
Tnad&o@jabve» (305 g:f—oLa‘jg
(edct puichases
- 1435 | X365
q 2045
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Example Candidate Responses — Paper 2

Example Candidate Response — high, continued Examiner comments

trade receivables turnover (days)
workings ' answer
(round up to nearest
‘ whole day)
THOoLR He cowobles 2Floys
. 14010 X35 ,
186 000
liquid ratic
workings answer
&uuwmmw—mmmxj:% 1.94%1
> 42404 14010-4840: 948512040
» 40101075

8]
The bank overdraft limit is $2500.
The trade payables turnover for the year to 31 January 2019 was 35 days.
REQUIRED

{b) Advise Adit whether or not he should delay paying trade payables in order to reduce the bank
overdraft. Justify your answer by considering the effect on both the bank balance and the trade
payables.

Dwﬁimvm %ﬂbi& U Sheneade. BLES..

6 B0 B w,sed 59419%@1 .....

o The workings are correct, but
the answer is not rounded up to
the nearest day of 28 days.
Mark for (a) = 7 out of 8

e ‘Trade payables may charge
interest’ is a clear disadvantage of
delaying payment to suppliers.

e A second disadvantage
of delaying payment to trade
payables is the refusal to supply
further goods. The candidate
gives no significant comment
regarding the potential impact
on the bank balance. Therefore,
no mark is awarded for the
recommendation as it stands.

Mark for (b) = 2 out of 5
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Example Candidate Responses — Paper 2

Example Candidate Response — high, continued

Examiner comments

{c) Sugdest three other actions which Adit ¢éuld take to reduce the bank overdraft.

1.heX...aebtons [tnedid itrsexd). B pay. IOKE:.

e bt s ane SRR RS AR RS 084S RR AR A eSS SRRSO R 4R an A SRR et v AR R RSSO SRRSO RRO TR SR O 3]
(d) (i) State two reasons why Adit should produce an annual income statement.
O.
L L —
2. T80 pod t/%ﬂﬁe»uwca .....................................
.................... . terereee st asies s nsea s rseanesenasarsssseens |2]

(ii) State two reasons why Adit should apply the money measurement principle.

: T&ﬁ&\qacmwm;w,mﬁ M.
-. Wﬁn’mﬁmb&g aemed Bt
ey onbe xeoonded <@

[Total: 20]

0 All three points made by the
candidate are well-established
methods of reducing a bank
overdraft. However, it may be
unrealistic to ask credit customers
to pay more quickly with no offer
of some form of cash discount.
Mark for (c) = 3 out of 3

e Both points provided by the
candidate are correct reasons for
businesses to produce an annual
income statement.

Mark for (d)(i) = 2 out of 2

6 The candidate gives a clear
reason for applying the principle
and it implies there is no element
of subjectivity involved.

0 The candidate’s point is too
vague as it mentions analysing
the results of increasing prices.
The key words are, ‘making
comparisons year on year’, or
‘making comparisons with other
businesses’.

Mark for (d)(ii) = 1 out of 2

Total mark awarded =
15 out of 20

How the candidate could have improved their answer

(a) The candidate should have rounded up the trade receivables turnover. There was a specific instruction with the
trade receivables turnover ratio to round upwards and this was the accepted rule for this type of ratio, as opposed
to applying a strict mathematical rounding to the calculation. With any ratio calculations, it is important to look

carefully at the required format for the answer.

(b) The candidate should have recognised possible problems arising with the bank. Where two possible courses of
action are considered, it is necessary to deliver a balanced approach so that the advantages or disadvantages are
weighed against one another and any recommendation are supported accordingly.

(d)(ii) The second point that ought to have been considered related to the importance of removing subjectivity
from valuing the resources and liabilities of all businesses. Therefore, the application of the money measurement

principle was fundamental to recording all financial transactions.
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Example Candidate Responses — Paper 2

Example Candidate Response — middle Examiner comments

5 Adit provided the following information.

For the year to 31 January 2020 $
Profit for the'year 27900
Revenue 186000
Credit purchases 93075

At 31.January 2020
‘Non-current assets at book value 43700
Inventory 9340
Trade receivables 14010
Trade payables 9435
Bank overdraft 2240
Bank loan (repayable 2023) 6000

All goods are sold on credit terms.
REQUIRED

(a) Calculate the following.ratios: Show your workings.

profit rﬁargin

workings answer

Y‘bQ‘\jte = ‘ﬂ?.‘t ?“0£°\¥ x \00 | \S ‘.’.

meen Revenue

= WS ¢ 100
1366060

trade payables turnover (days)

workings : answer
(round up to nearest
whole day)

Trad a ‘ :
\)v:\’:\)\es _ Trade Payables x 365|133 Qdays

Credit pucchases 1

’c,qv‘npvev

a5 xa45
G30%5
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Example Candidate Responses — Paper 2

Example Candidate Response — middle, continued Examiner comments

trade réceivables turnover ‘(day's)

workings‘ 4 answer
(round up to nearest
_whole day)
= brade receivalbles % 265 | 18 daus
Ceedik Sales ‘ b
= m X326 %
186,000
liquid ratio
workings answer
= Cuevent 1 Cuvcent ‘ QD =) G The cgndidate’s c_alc_:ulation
Assebs  ReloiRHES oht T a includes inventory within the

current assets and the bank

=23350 % A45 : overdraft should be included in the
‘ current liabilities.

Mark for (a) = 6 out of 8

[8]
The bank overdraft limit is $2500.
The trade payables turnover for the year to 31 January 2019 was 35 days.
REQUIRED

{b) Advise Adit whether or not he should delay paying trade payables in order to reduce the bank e The recommendation
overdraft. Justify your answer by considering the effect on both the bank balance and the trade mark is not awarded. as onIy
payables. ks h

trade payables points receive
............................................................................................................................................... marks and there are no correct

D) Can hamper celobions (3w supplier, comments made on the bank
) balance.

3)&\\3\,\— also  affeck veputslion Tn markeb 9 @ Duplication of point one,
................................... Mo thorefore 1o mark & awarded.
(Y]

L§iving vou goods &

BBCO‘“ 00,08 'ﬁ“é..‘f a Qk b 3 OU.'.‘..Q...‘T. ....... " @'M’S\\ktse\ﬂhﬁ 0 The candidate gives a correct
” point. However, as marks are

PR e 0 oSSR . ereeernsaseamaesensliennesronanrreatsanennnrinn given for points one and two7

’ there is no further mark available.

semrersassesesisserseeresas sessissesesersarasisrenartnaesaans teasessacnssennirreensasne e Th|S answer by the Candidate
I5] is not realistic as surplus assets
might not be available.

Mark for (b) = 2 out of 5
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Example Candidate Responses — Paper 2

Example Candidate Response — middle, continued Examiner comments

(€) Suggest three other actions which Adit could take to reduce the bank overdraft.

e All points are acceptable
actions to help reduce the bank
overdraft.

Mark for (c) = 3 out of 3

0 The statement of financial
position shows the value of assets
and liabilities, not the income
statement.

Mark for (d)(i) = 1 out of 2

e The candidate’s statement
is vague and mentions the ‘real
value in form of money’; the
answer needs to specify that it is
understood as a unit of measure,
..................................... - or transactions are recorded in
D e . monetary terms.
: " | Mark for (d)(ii) = 0 out of 2

Total mark awarded =
....... crerenereerereanes 12] 12 out of 20

[Total: 20]

How the candidate could have improved their answer

* (@) The calculations should not have included inventory in current assets and the bank overdraft should have been
included in the current liabilities.

« (b) This answer required a balanced look at delaying payment to trade payables in order to reduce the bank
overdraft. Points made were mainly focused on the impact upon trade payables. More emphasis needed to be
placed upon the bank in order to access further marks and to gain a supported recommendation mark.

e (d)(i) This question asked solely for the reasons for producing an income statement. The answer suggested that
the candidate assumed the question referred to financial statements which would then have included reference to
a statement of financial position.

» (d)(ii) Candidates required a clear understanding of the principle of money measurement. This answer was a
restatement of the wording given in the question and lacked clarity of understanding of the principle or any reasons
why it was important when any financial accounting records were produced.
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Example Candidate Responses — Paper 2

Example Candidate Response — low Examiner comments

5  Adit provided the following information.

For the year to 31 January 2020 $ )
Profit for the year 27900
Revenue . 186000
Credit purchases 93075

At 31 January 2020
Non-current assets at book value 43700
Inventory ¢ n 9340
Trade receivablesCh .. 14010°
Trade payablesCt . 9435
Bank overdraftCy- ' 2240
Bank loan (repayable 2023) 6000

All goods are sold on credit terms.
REQUIRED

(@) Calculate the following ratios. Show your workings.

profit.margin

workingé answer
2240

2100y g =15, \S o/
S o 5e1. 5

trade payables turnover (days)

- workings answer
(round up to nearest
) whole day)
K35
1 e % 2 da
q30%5

Y sy
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Example Candidate Responses — Paper 2

Example Candidate Response — low, continued Examiner comments

trade receivables turnover (déyé),
workings ' ! answer
(round up to nearest
whole day)
MO\O XSéS 54,9, a ﬂ The candidate’s calculation
CUO% S5 du, Zﬁw is incorrect, as the denominator
. i : represents credit purchases
instead of revenue.
tiquid ratio
worklngs ) ! " answer
Wqéﬁ@f fjfn,az/b&% O e The candidate’s calculation is
,ab: »y . ll . ) . .
‘ ‘ 112 ‘ e incorrect. The candidate deducts
6 WOlO— 493 1’2@) L e , inventory from trade receivables.
) Mark for (a) = 4 out of 8
0.4

(8]
The bank overdraft limit is $2500.
The-trade payables turnover for the'year-to 31 January 2019 was 35 days.
_ REQUIRED

{b)- Adyvise Adit whether or not he.should. delay paying trade payables in grder o reduce the bank
overdraft. Justify your answer by considering the effect on both the bank balance and the trade
payables

e This is a correct comment for
one mark.

o This is an incorrect statement.
The candidate is talking about
Adit’s trade payables paying
two days later, and appears
to be confusing this with trade
receivables.

Mark for (b) = 1 out of 5
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Example Candidate Responses — Paper 2

Example Candidate Response — low, continued

Examiner comments

(c) Suggest thiree other actions which Adit could take to reduce the bank overdraft.

*[Total: 20]

6 This is a repeat of point one, as
the increase in capital is paid into
the bank in order to reduce the
overdraft.

6 Decreasing the trade payable
period increases the bank
overdraft and this confirms that
the candidate is confusing trade
payables with trade receivables,
as seen in their answer to part (b).
Mark for (c) = 1 out of 3

0 The calculation for expenses is
carried out in the ledger accounts,
not the income statement. The
statement reviews the level of
expenses and revenues so that
management action is taken.
Mark for (d)(i) = 1 out of 2

e This process is referring to the
checking of cash, such as petty
cash and bank monitoring. The
checking of resources in itself
is not a reason for applying the
money measurement principle.
Mark for (d)(ii) = 1 out of 2

Total mark awarded =
8 out of 20
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How the candidate could have improved their answer

(a) The candidate should have used credit purchases as the denominator for calculating trade receivable turnover.
In calculating the liquid ratio, the candidate should not have deducted inventory from trade receivables. Key ratios
required appropriate knowledge of the formula used in the calculation and it is also critical that terminology such as
‘trade payables’ and ‘trade receivables’ are understood. The mixing up of component terms that make up current
assets and liabilities lead to the incorrect calculation of ratios and any subsequent interpretative comments drawn
from them.

(c) It was important not to repeat points, such as ‘increase capital’ and ‘deposit extra cash into the bank’. The
candidate should have been able to test their answer by asking themselves the question ‘where has the cash paid
into the bank come from’? Possible answers such as ‘to obtain a loan’ or ‘convert into a partnership’ would have
resulted in potential further marks.

(d)(i) The candidate could have mentioned the statement reviews of the level of expenses and revenues so that
management could have taken action.

(d)(ii) The candidate should have given the second valid reason; it would have been easier to make comparisons
year on year or with other businesses.

Common mistakes candidates made in this question

Some candidates used components incorrectly within the key ratio calculations.
Candidates often used confusing terminology such as trade payables and receivables.
Uncertainty of the elements that were included in current assets and current liabilities.

Many candidates failed to balance answers that related to both options, such as paying trade payables and
increasing the bank overdraft. A balanced answer would have supported any recommendation comment that had
been made.

Repeat points were made and answers lacked substance in some cases, such as the reduction in the overdraft
could have been achieved by depositing cash into the bank.
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