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June 2019 7B/PQP/2 continued 

ADVICE TO CICM LEARNER CANDIDATES 

 

HOW TO TACKLE YOUR ACCOUNTING PRINCIPLES EXAMINATION 

 

1. Be prepared. 

Read the Accounting Principles unit syllabus contained in the Level 2 and Level 3 Diploma in 

Credit Management/Credit & Collections Syllabus booklet; it is free to download from the CICM 

website if you do not already have an up-to-date copy.  It contains all the learning objectives 

that might be tested in the examination, along with indicative content of what the unit is about.  

You can use it to help plan your learning and to check you are adequately prepared. 

 

Remember that past Examination Papers and suggestions for areas of mark-worthy 

responses, together with comments made by those who marked those papers, are freely 

available as a Learner Resource from the CICM website.  These are a useful tool for practice 

and revision.  Making reference to them is therefore highly recommended. 

 

You should also familiarise yourself with the example of the CICM Examination Booklet (2018) 

in the same place on the website and with the use particularly of the ledger account templates 

at the back of the booklet, if you are asked to tackle a task concerning double-entry 

bookkeeping. 

 

2. Examination structure and rubric. 

Remember that the unit syllabus and examination rubric changed in Summer 2016. Some 

features of the written examination are now fixed, so you know that: 

 

a) It is a three-hour, handwritten examination and a writing booklet for your answers is 

supplied. 

 

b) There will be five (5) questions each worth an overall 20 marks, covering the topics of the 

syllabus. 

 

c) There are no optional questions or elements in the exam, so you will need to attempt them 

all.  This is consistent with CICM’s other core units. 

 

d) Each question contains parts a), b) and c) which are worth different mark values up to the 

20 available for the entire question.  In each question, part a) will be a straight-forward 

task worth 4 marks, part b) will be some form of substantive task for usually between 10 

and 14 marks, and part c) will be for the remaining marks up to 20 and may have some 

connection with, or develop, the part b) task. 

 

e) A certain amount of pre-printed ledger account templates are included in the back of the 

supplied writing booklet, so you do not have to draw account grids to tackle a book-

keeping task. 

 

f) The pass mark for a Level 2 exam is 40% and marks of 50% and above will receive a Level 

3 pass.  Unfortunately, marks below 40% are not pass marks. 

 

g) The language and terminology of the examination is based upon International Accounting 

Standards as used in CICM’s own learning materials for this unit.  Glossaries of that 

terminology can be found in the unit’s Study Text. 
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3. General approach. 

More exams are failed through poor technique during the examination than from poor 

knowledge and understanding.  The key things to do are: 

 

a) Read the detail within each question task very carefully, so you are sure what the examiner 

is asking you to do. 

 

b) Allocate your examination time carefully.  Remember that you should spend roughly the 

same time on each question overall, but that each question part will need a different 

amount of time to be spent within that. 

 

c) Remember to attempt all parts of all questions.  It is always worth giving a response, even 

if you are unsure of it.  

 

d) The principles of bookkeeping and accounting are to do with the communication of detail 

using techniques which have existed over several hundred years.  The clarity of that 

communication and the accuracy of what is being conveyed is a central component of this 

subject.  Whilst you would not write someone a letter and leave all the vowels out, the 

accurate performance of the laid down procedures and methods in this unit is important. 

 

4. Giving an effective response. 

 As with any examination, preparation is the key and practising an effective response to an 

Accounting Principles task is a worthwhile exam room skill, so it is worth a reminder of what 

this unit and its exam is about.  Reasonably prepared candidates prove time after time the 

benefits of appropriate practice for this examination. 

 

a) The unit and examination is written with the credit industry in mind, so often carries a 

viewpoint of a customer relationship or credit control situation. 

 

b) The exam will require skills in description/explanation, application of the practical 

principles of bookkeeping and accounting, and commentary/narrative to convey the 

meaning of the principles, and the results of applying those principles. 

 

c) It is not, in itself, an assessment of mathematical ability, although accurate calculations 

and methods are important and unavoidable in this type of subject. 

 

d) There is plenty to write about too!  It is not just about identifying what a number is, but 

showing you understand what it means, and why or what its relevance is. 

 

e) The unit’s learning objectives also ask that you construct recognised financial and 

management statements, undertake accurate tasks, including the principles of 

bookkeeping, and give explanations. Use the published exam materials to practice this. 

 

f) It is worthwhile practising in advance not just the subject matter, but also how to use your 

non-programmable calculator if you choose to bring one to your exam (which is 

recommended). 
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The following will help you give an effective response: 

 

a) Ensure you fully address the tasks set for you.  The tasks are not tripwires, but simply they 

ensure that everyone sits same tasks, so marks for responding to them can be awarded 

fairly to candidates. 

 

b) Have an eye to accuracy where undertaking a double-entry bookkeeping task, 

remembering it is not about coming to a ‘right’ figure at the expense of detail, but showing 

that you can produce work of quality in accordance with the long-held principles of the 

discipline. 

 

c) Stick to the task and avoid drifting from the set task onto a tangent.  Frequently check with 

the task to ensure you are central to it, as that is where marks are available.  Responses 

not on the set task, or providing surplus-to-task material, waste exam time and are unlikely 

to score marks, even if accurate. 

 

d) Use clear, well-constructed, labelled and accurate layouts to help you get good marks.  

Where commentary or written explanation is required, it should be clearly expressed and 

relevant to the task.  Whilst not needing a ‘beginning, middle, and end’ essay, remember 

these are opportunities for you to show your knowledge and understanding of the syllabus 

topics under question, so practise making your response easy to read.  A response which 

is easy to follow, is easy to mark. 

 

e) Take great care to ensure responses are not too brief for purpose, though.  If the task was 

to ‘explain what steps might be needed?’ there is a huge difference in response quality (and 

therefore numbers of marks awarded) between stating that, e.g. more care should be 

taken, and explaining why more care should be taken.  Use linking words, such as ‘because’, 

or ‘meaning that’, or ‘such as’ to prompt a developed on-task response. 

 

f) Whilst bullet points can be carefully used in responses, ensure you develop each point you 

make, rather than simply leave a bullet list absent of meaning and understanding, and 

potentially absent of marks.  Go back over bullet points and make sure their meaning is 

clear. Note that whilst suggested response areas in unit past question papers may be in 

the form of bullet point responses, you will see that each bullet simply separates one 

discrete idea from another and that each bullet is extended and developed.  This is a safe 

style if you choose to use bullet points. 

 

g) Show workings and calculations to support your figures even if you used a calculator to 

produce or check your response.  Even if your ‘number’ is incorrect, it is  possible to obtain 

marks from the methods you used or for other parts of your response where that was also 

part of the task. 

 

h) Practise extended writing by hand using a blue or black ball-point pen or similar.  Firstly, if 

you are accustomed to using a keyboard of whatever size to produce written text for work 

and study, you might find handwriting at length may be quite tiring; secondly, it is an ideal 

opportunity to practice accurate recall of frameworks, and the extended and developed 

writing techniques discussed on these pages!  Keep handwriting as legible as you can and 

help the examiner to read your response.   
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We hope you will join the many previous candidates who have followed this guidance to 

record the mark they hoped for.  Good luck! 

 Copyright of the Chartered Institute of Credit Management 
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Accounting Principles questions, answers and 

examiners’ comments 
 

Level 3 Diploma in Credit Management/Credit & Collections 

 

MONDAY 10 JUNE 2019 

14.00 – 17.00 

 
Instructions to Candidates 

 

Answer all questions.     All questions carry equal marks.   Time allowed 3 hours 

 

Candidates are reminded there are no optional elements in this examination 

 

 

Ledger accounts must be prepared in continuous running account balance format. 

 

Financial statements must be prepared in vertical format. 

 

FRS terminology should be used in responses wherever possible. 

 

Credit balances should be clearly shown in brackets ( ) for clarity. 

 

Where required by a task, VAT is to be calculated at 20%. 

 

There were a good number of impressive responses to the June 2019 examination paper with more 

than 16% of the examination cohort recording a mark of 70% or above, which was very pleasing to 

see.  There was sound evidence that candidates achieving higher pass marks had consistent 

knowledge and understanding of all the topics upon the syllabus.  Furthermore, appropriate study 

of the principles underpinning bookkeeping, financial and management accounting, and sufficient 

practising of the ‘mechanical’ aspects of these disciplines (such as double entry bookkeeping, 

financial statement preparation, etc.) had also taken place. 

Warmest congratulations are offered to candidates achieving a pass mark in this examination at 

either level on offer, but particularly so if you were one of the several candidates recording a Level 

3 Pass with a mark of 80% or more. 
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As is usual, many comments associated with previous question papers apply here also, so where a 

mark recorded by a candidate is not the one they would have liked, it is worthwhile reviewing those 

in conjunction with further study if intending an attempt at a better mark. 

It is also worth reminding present and future candidates that they are assessed against the Institute’s 

Syllabus Learning Outcomes for this unit, so offering no response to entire task elements where 

those tasks assess Level 2 Learning Outcomes can only result in a fail mark, unfortunately, even if it 

appears that the % mark given was borderline.  The same is true for Level 3 Learning Outcomes and 

a Level 2 Pass may result where Level 3 elements were unaddressed, but Level 2 outcomes met.   

 

Finally, non-International Accounting Standards terminology is in use by a few candidates in their 

responses, even though learning support materials and assessment task content is entirely expressed in 

the language of the syllabus, the CICM-standardised FRS terminology.  To avoid misunderstandings and 

to ensure that candidates’ responses are correctly discerned by examination markers, candidates and 

their tutors are referred to the glossaries in the unit Study Text, and encouraged to use them during the 

candidate’s period of study. 

 

Questions start overleaf  
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1. a) Explain the principal reasons for constructing a Trial Balance.                               (4 marks) 

 

 
b) Yves’s Trial Balance at the end of March 2019 does balance, so he is more than 

surprised when his accountant queries a number of items as follows: 

 
i) To record the purchase of £300 including VAT of diesel fuel for the delivery lorry 

by cheque from UKCO Petroleum, Yves has debited Delivery Vehicles NL £250, 

debited VAT NL £50 and credited Bank CB £300. 

 
ii) When reconciling source documents against the records, the accountant 

confirmed that invoice 301 has been correctly posted, but noted that invoice 

302 regarding the credit sale of £480 of goods including VAT to Erina’s 

Emporium has been stapled, unprocessed, to the invoice 301 supporting 

documents. 

 

iii) To record the VAT-inclusive purchase of £1,650 of goods for resale on credit, 

Yves has debited YZA Wholesale PL £1,650, credited Purchases NL £1,375 and 

credited VAT NL £275. 

 

iv) Yves has debited Office Supplies NL £330, debited VAT NL £66 and credited 

Officebits PL £396 when posting the purchase of office supplies for £369 

including VAT on credit from Officebits. 

 

v) To record the sale including VAT of £2,160 of goods on credit to Jonesy’s Trading 

Post, Yves has debited Jones’ Traders SL £2,160, credited Sales Revenue NL 

£1,800 and credited VAT NL £360. 

 
TASK for part b) 

 
For each of the situations i) to v) above, briefly explain the concern Yves’s accountant 

has regarding the accounting issue and stating the procedure that should have taken 

place originally.  Note that correcting the error, or discussing possible 

corrections, is not required in this task.                                                              (10 marks) 

 

c) i) Explain the reasoning why, on occasion, a Suspense Account is needed.  
       (4 marks) 

 
 ii) Briefly explain whether or not Yves will need to use a Suspense Account if 

corrections were to be made to the issues discussed in b) i) to v) above.  

(2 marks) 

 

Total 20 marks 
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Question aims 
 

 To test candidates’ knowledge and understanding of the purpose of a Trial Balance and of 

Trial Balance errors 

 

 To test the candidates’ understanding of the duality concept 

 

 To test the candidates’ knowledge and understanding of the use of the Suspense Account. 
 

Suggested grounds for response include: 

 

a) A trial balance is a formal statement of the running totals, or balances, of each individual 

ledger account at the date of extracting, normally a reporting period end. 

  

Expressed as a list of debit or credit balances, because of the duality concept, since overall 

debits should equal overall credits, the hash totals (that is, the column totals) of debits and 

credits should be the same.  

 

It is constructed to check the arithmetical accuracy of all double-entries in the ledger 

accounts, since arithmetic error will normally mean that it will not ‘balance’.  (That is, the 

debit and credit column hash totals will differ).   

 

It provides a useful platform to go on to prepare the business’ financial statements, namely 

the Income Statement and Statement of Financial Position. 

 

 

b) The accounting concerns and appropriate original procedures for each of the stated 

situations in i) to v) are: 

 

i) This is an Error of Principle in that the double-entry is arithmetically correct and the 

‘right way round’, but the wrong class of account (an asset, rather than an expense 

account) has been used.   

 

The correct original posting should have been to debit (say) Delivery Vehicle Expenses 

NL £250, debit VAT NL £50, and credit Bank CB £300. 

 

ii) This is an Error of Omission in that the source transaction document, in this case 

Yves’s invoice 302, has been complete missed out from being entered into the 

accounts.             

 

The invoice should originally have been posted debiting Erina’s Emporium SL £480, 

crediting Sales Revenue NL £400 and crediting VAT NL £80. 

 

iii) This is a Reversal of Entries in that the debit and credit sides of the transaction have 

been applied the ‘wrong way round’. 

 

Originally, the Purchases NL account should have been debited, as is normal practice, 

with £1,375, with VAT NL debited with £275 and YZA Wholesale PL credited with 

£1,650. 
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iv) This is an Error of Original Entry in that the wrong figure has been extracted from 

the source supplier’s invoice and then recorded in the elements of the otherwise 

correct double-entry. 

 

Better care in using the correct source figure of £369, VAT inclusive, would have led to 

debiting Office Supplies NL with £307.50 and VAT NL £61.50, and crediting Officebits 

PL with the £369.00.  

 

v) This is an Error of Commission in that the wrong account within the same class has 

been debited, in this case, the wrong Sales Ledger account. 

 

The correct account for Jonesy’s Trading Post SL should have originally been used, and 

the transaction posted debiting Jonesy’s Trading Post SL £2,160, crediting Sales 

Revenue £1,800 and crediting VAT NL £360.  

 

 

c) i) Reasons why a Suspense Account may be needed include: 

 

 A Trial Balance does not ‘balance’ if its debit column and credit column hash 

totals do not agree with each other 

 

 The root cause of any difference must be arithmetical and may be caused by 

more than one error 

 

 These errors must be detected and corrected, but it may not be possible to do 

that before financial period end or some other critical deadline 

 

 In that case, the Trial Balance is ‘forced’ to balance by including a suitable debit 

or credit figure to the column with the lower total and entering the other side 

of the transaction to the Suspense Account. 

 

 The Suspense Account is a holding Account where unresolved Trial Balance 

issues are housed until detection and ultimate resolution of the underlying 

errors. 

 

 

ii) Explanation of issues in b) i) to v) may include: 

 

 Where a Trial Balance does not agree through arithmetical error, and its 

cause(s) remain(s) unresolved, the Suspense Account is used to force it to 

balance pending error detection and correction. 

 

 In Yves’s situation, his Trial Balance balances because the errors were not 

caused by arithmetic errors, but by incorrect processes or poor bookkeeping 

accuracy.  Without a trial balance hash total difference to enter to a Suspense 

Account, it is not necessary. 

Total 20 marks  
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There is not much to say about question Task 1a and reward was given to any appropriate 

differentiated reason for constructing a trial balance, to the maximum of the 4 marks available. 

 

Task 1b required 2 elements: namely, identifying the accounting issue and, secondly, stating what 

the correct accounting treatment should have been in the first place, with 2 marks available for each 

scenario.  The accounting issues were all practical examples of bookkeeping errors which would not 

unbalance the hash totals of a trial balance, as the question stem implies.  Where no suggestion was 

made of an appropriate original treatment at all, the second mark for any of the scenarios given was 

not available to be awarded. 

 

A notable number of candidates identified a ‘transposition’ error.  A Transposition Error/Error of 

Transposition is not named as a trial balance error in study materials and it was difficult to reward 

where given in responses.  This is because a simple transposition issue would only involve one 

element within a double entry transaction, so would disturb the ‘debits equal credits’ equilibrium and 

would imbalance the trial balance.  A transposition affecting all elements of a double entry 

transaction would retain the ‘debits equal credits’ balance and must have emanated from misreading 

the source document details.  It would therefore be an Error of Original Entry, a syllabus item which 

was rewarded accordingly where identified by candidates. 

 

Task 1c explored a number of areas of knowledge regarding the trial balance and bookkeeping 

errors.  It is important to note that a Suspense Account (NL) is not needed as a vehicle to channel and 

correct every incorrect bookkeeping transaction.  In fact, it is only required if the trial balance does 

not balance, and responses to Task 1ci should only have centred upon that situation.  Whilst the 

CICM syllabus only discusses a suspense account from the perspective of trial balance error 

correction, the common place practice of applying unresolvable unallocated items to suspense has 

been recognised if authentically stated, and reward given accordingly.  None of the scenarios in i) to 

v) would result in the use of a suspense account because the trial balance ‘balanced’ despite the 

accounting errors, and responses to Task 1cii should have said that. 

 

A small number of candidates discussed the use of Journals, not on the CICM syllabus, in some detail.  

In fairness to all candidates, and in order to satisfy the Institute’s regulatory authorities, all tasks are 

addressed to all candidates and only responses to those tasks as set can be considered for marks 

rewards.  There is no merit in drawing a response into areas beyond the task periphery, therefore, 

and even more so if that leads to departure from the syllabus content. 
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2. a) Explain the purpose and importance of the Cash Operating Cycle (C.O.C.) to a 

business.                                                                                                                           (4 marks) 

 

 

b) Access to the financial data for 2017 and 2018 of Rootles of Rutland plc, a 

manufacturer which deals with its suppliers and customers exclusively on a credit 

basis, has revealed the following:            

 

Rootles of Rutland plc    

 2017  2018 

 £000  £000 

2016 5-year £10million 20% Debenture 8,000  3,000 

Administrative Costs 3,100  3,200 

Bank 3,250  (1,000) 

Cash and Cash Equivalents 100  25 

Closing Inventory 4,800  5,500 

Cost of Sales 46,500  60,500 

Distribution Costs 2,600  3,700 

Gross Profit 38,500  37,500 

Net Current Assets 7,100  3,025 

Opening Inventory 3,600  4,800 

Ordinary Shares 5,000  5,000 

Property, Plant and Equipment 75,000  92,500 

Retained Earnings 69,100  87,525 

Sales Revenue 85,000  98,000 

Trade Payables 10,500  12,500 

Trade Receivables 14,250  16,500 

 

 

TASK for part b) 

 

 Showing the formula used and your workings at each stage, calculate Rootles of 

Rutland plc’s cash operating cycles for 2017 and 2018.                                          (12 marks) 

 

 

c) Using the data supplied for 2017 and 2018 in b) above, along with your calculations 

for those years, summarise Rootles of Rutland plc’s ability to manage their working 

capital.                                                                                                                                (4 marks) 

 

Total 20 marks 
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Question aims 

 To assess the candidates’ knowledge and understanding of the cash operating cycle (COC). 

 

 To test candidates’ knowledge and understanding to describe and use ratio analysis as a 

business performance measure 

 

 To test candidates’ knowledge and understanding of working capital management 

 

Suggested grounds for response include: 

 

a) The Cash Operating Cycle (COC) is: 

 

 The period of time that elapses between payment for the purchase of raw materials 

or other inventories                                                              

 

 and the ultimate payment by their customers for the sales of the goods produced. 

 

 It is the period of time that the business subsidises the cost of its inventories, 

so it is a finance indicator  

 

 as well as an indicator of the efficiency of working capital management.  

 

 

b) Rootles of Rutland plc’s cash operating cycles for 2017 and 2018 are (ratio expressions are 

in ‘days’ and to one decimal place):  

 

W1: Average Inventory Calculation: 

(Opening Inventory + Closing Inventory)/2, so 

 2017: (3,600+4,800)/2 = 4,200  

 2018: (4,800+5,500)/2 = 5,150  

 

W2: Credit Sales Calculation: 

All sales are made on a credit basis, therefore the given Sales Revenue figures can be 

used. 

 

W3: Credit Purchases Calculation: 

Can be deduced from the standard Cost of Sales calculation as given that all purchases 

are made on a credit basis: 

 Opening Inventory + Credit Purchases - Closing Inventory = Cost of Sales, so: 

 2017: 3,600 + CP – 4,800 = 46,500, so CP = 47,700 

 2018: 4,800 + CP – 5,500 = 60,500, so CP = 61,200 
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Ratio reqd.: Formula: 2017 2018 

Inventory 

Turnover 

Rate 

(days) = 

Average InventoryW1 

Cost of Sales 

 

X 365 

 

4,200  x 365 

46,500 

 

= 33.0 days  [32.96] 

 

5,150  x 365 

60,500 

 

= 31.1 days  [31.07] 

Receivables’ 

Collection 

Period (days) 

= 

Trade Receivables 

Credit Sales RevenueW2 

 

X 365 

 

14,250   x 365 

85,000 

 

= 61.2 days  [61.19] 

 

16,500   x 365 

98,000 

 

= 61.5 days  [61.45] 

Payables’ 

Settlement 

Period (days) 

= 

Trade Payables 

Credit PurchasesW3 

 

X 365 

 

10,500   x 365 

47,700  

 

= 80.3 days  [80.34] 

 

12,500   x 365 

61,200  

 

= 74.6 days  [74.55] 

Cash 

Operating 

Cycle (days) = 

Inventory Turnover Rate + 

Receivables’ Collection 

Period 

– 

Payables’ Settlement 

Period 

 

33.0 + 

61.2 – 

80.3 

 

= 13.9 days 

 

31.1 + 

61.5 – 

74.6 

 

= 18.0 days 

 

 

c) All comments will be considered on their merits, but the range of responses might include: 

 

Whilst there does appear to be some large changes in the category numbers between the 

years in question, Rootles’ performance in managing their working capital is better than it looks 

from the data visually.  As with any of the categories, additional years would have helped to 

identify longer term trends. 

 

The elements making up their cash operating cycle are fairly static, although neither trade 

receivables’ collections or trade payables’ settlement figures are particularly impressive in the 

light of 30 day payment terms.  Indeed, the slight improvement in the payables’ figure may 

have been through pressure from their suppliers to pay earlier.  However, receivables are still 

collected on average before payables, although their credit control performance is seemingly 

indifferent. 

 

There has been a large swing in cash and bank balances, due in part to a significant payment 

of the debenture, presumably to avoid its very high interest rates.  Also, since the Property, 

Plant and Equipment figure is higher (impliedly net of accumulated depreciation), further 

investment has been made in non-current assets which would also impact upon their liquid 

resources. 
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Indeed, the greatest threat may be from the longer term as with reduced net current assets in 

2018, there is pressure upon their overall liquidity and a potential added complication should 

the overdraft be called in. 

Total 20 marks 

Task 2a looked for comments confirming that the Cash Operating Cycle (‘COC’) is a cash cycle, not a 

trading cycle, as the name implies.  Therefore, effective responses focussed on outgoing cash flow 

when paying suppliers, incoming cash flow from customers paying for goods, and the time interval 

between those events which is a period that needs financing from the firm’s Working Capital 

requirement.  Discussion of the ‘movement’ of raw materials, sold goods, etc., which did not mention 

payments and receipts were less effective.  For some candidates, there was clear confusion between 

the COC and Cash Budgeting. 

Task 2b was also troublesome for some, which is surprising since a whole study text chapter is 

devoted to discussing this area, and because this task was based upon a learning outcome expressed 

at both Level 2 and Level 3, a credible attempt at this task was needed to achieve a pass mark at 

either level. 

A ratio analysis formula may raise the possibility of an acceptable substitute if elements of the 

formula are not directly available and cannot be discerned from the supplied data.  ‘Acceptable 

substitutes’ are not interchangeable as an ‘either/or’ option though and if the primary element choice 

is discernible, it must be used in preference to the substitute, and a marks reward was available, 

where used.  Therefore, since all Purchases were on a credit basis as stated in the scenario, and data 

for Opening and Closing Inventory, and Cost of Sales was given, ‘Credit Purchases’ could be deduced 

from the standard Cost of Sales calculation (i.e. Opening Inventory + Purchases – Closing Inventory 

= Cost of Sales).  Candidates who did so were rewarded accordingly. 

A narrative was required by Task 2c and better narratives centred upon the company’s management 

of their working capital as tasked, using the available data (given or deduced) and the candidates’ 

own calculation results, to evidence and justify their response.  ‘Verbalising’ numbers (simply stating 

the numerical results and their relative magnitude in words without drawing any meaningful 

conclusion) is never an effective way to write narrative and does not collect available marks 

efficiently.  Nor does a ‘rhetorical’ approach which simply poses unresolved questions by way of a 

response, which will not be addressed by the question marker to discern knowledge and 

understanding.  To clarify, if e.g. a bank balance was £100 in 2018 and £150 in 2019, it is better to 

conclude that e.g. ‘the bank balance has increased over the two years leading to an increase in 

available funds of 50%’, rather than just say that e.g. ‘the bank balance has increased over the two 

years from £100 to £150’, which the numbers clearly say anyway. 

A reminder that numerical non-monetary (that is, non-£) responses should be expressed to ONE 

decimal place (one significant figure) in all cases (so ‘days’, ‘%’, ‘times’, etc.).  Whilst arbitrary rounding 

of numbers to whole digits in responses risks a loss of accuracy if wholly rounded numbers are used 

in combination later, the precision of a multi-digit decimal place is also neither required, nor 

necessary. 
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3. a) Briefly explain four of the main categories of information available to the owner(s) of 

a business and other interested parties from the business’s financial statements.   
(4 marks) 

 

 

b) The following data is extracted from the books of Harriet’s Hat Shop as at 30 April 

2019: 

 

Ledger Account: £ 

Bank (in funds) 16,400 

Fastbuck Fashions (a customer) 4,850 

Fine Felt Fabrics (a supplier) 11,250 

VAT (owing to HMRC) 8,000 

Sales Revenue 104,500 

Shop Fixtures (at cost) 20,000 

 

TASKS for part b) 

 

i) Open ledger accounts by name and ledger division as required, and correctly 

record the above balances as ‘Balance b/f’ on 1 May 2019.                         (3 marks) 

 

 

ii) Make the necessary postings to correctly record the following transactions for 

Harriet’s Hat Shop, opening further ledger accounts and accounting for Value 

Added Tax as appropriate. 

 

2 May The shop buys hats from Fine Felt Fabrics on credit for £2,000 

plus VAT. 

 

3 May The shop sells hats to Sassy Shoppers on credit for £600 

including VAT. 

 

4 May  Fine Felt Fabrics sends Harriet’s Hat Shop a credit note for 

returned goods, £50 plus VAT. 

 

5 May The shop writes-off, as a bad debt, the balance of Fastbuck 

Fashions account.  There are no VAT implications as the debt 

arose before Harriet’s Hat Shop registered for VAT. 

 

6 May Harriet invests £5,000 by cheque into her business. 

6 May The shop takes a loan from the bank for £10,000 at 10% interest 

per year and the cheque is banked immediately. 

 

7 May The shop buys a new cash register from Best POS for £3,500 

plus VAT, paying by cheque. 

(9 marks) 
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c) Reviewing each row in turn, describe the transactions that caused the changed 

balances for each of: 

i) Row A                                                                                                                         (1 mark) 

ii) Row B                                                                                                                       (1 mark) 

iii) Row C                                                                                                                        (1 mark) 

 

iv) Row D                                                                                                                       (1 mark) 

 

 Bank CB Office 

Supplies NL 

Loan NL Machinery 

NL 

Capital NL 

Example: £ 15,000 0 0 0 15,000 

Row A: £ 13,500 1,500 0 0 15,000 

Row B: £ 38,500 1,500 25,000 0 15,000 

Row C: £ 18,500 1,500 25,000 20,000 15,000 

Row D: £ 15,000 1,500 21,500 20,000 15,000 

 

For guidance in the example given, a response might be that ‘the owner has invested £15,000 into 

the business by paying their personal cheque into the business’s bank account’. 

Total 20 marks 

 

Question aims 

 To test candidates’ knowledge and understanding of the purpose of financial statements 

 

 To test the candidates’ application of the rules of double-entry bookkeeping 

 

 To test the candidates’ ability to identify and describe double-entry transactions 

 

Suggested grounds for response include: 

 

a) Note it is the types of categories of information available that is required in the response, 

and not the detailed content of the financial statements, or specifically the reasons why the 

information is needed by the parties.  Better explanations will therefore focus upon e.g.:        

 

 Whether the firm has made a profit or not, and to what extent 

 

 The overall value or net worth of the business 

 

 The capitalisation of the business and its efficiency in generating sales and profits 

 

 The narrative that may give insight into the business’s future plans 

 

 The level and source of financing of the business. 
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b) i) and ii)  Accounts and transactions for Harriet’s Hat Shop are as follows: 

 

Account:  Bank CB 

Date Detail Dr Cr Balance 

1 May Balance b/f   16,400 

6 May Capital NL 5,000  21,400 

6 May Loan NL 10,000  31,400 

7 May Cash Register NL  4,200 27,200 

 

 

Account:  Fastbuck Fashions SL 

Date Detail Dr Cr Balance 

1 May Balance b/f   4,850 

5 May Bad Debts NL  4,850 0 

 

 

Account:  Fine Felt Fabrics PL 

Date Detail Dr Cr Balance 

1 May Balance b/f   (11,250) 

2 May Purchases NL  2,400 (13,650) 

4 May Purchases Returns NL 60  (13,590) 

 

 

Account:  VAT NL 

Date Detail Dr Cr Balance 

1 May Balance b/f   (8,000) 

2 May Fine Felt Fabrics PL 400  (7,600) 

3 May Sassy Shoppers SL  100 (7,700) 

4 May Fine Felt Fabrics PL  10 (7,710) 

7 May Cash Register NL 700  (7,010) 
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Account:  Sales Revenue NL 

Date Detail Dr Cr Balance 

1 May Balance b/f   (104,500) 

3 May Sassy Shoppers SL  500 (105,000) 

 

 

Account:  Shop Fittings (at cost) NL 

Date Detail Dr Cr Balance 

1 May Balance b/f   20,000 

 

 

Account:  Purchases NL 

Date Detail Dr Cr Balance 

2 May Fine Felt Fabrics PL 2,000  2,000 

 

 

Account:  Sassy Shoppers SL 

Date Detail Dr Cr Balance 

3 May Sales Revenue NL 600  600 

 

 

Account:  Purchases Returns NL 

Date Detail Dr Cr Balance 

4 May Fine Felt Fabrics PL  50 (50) 

 

 

Account:  Bad Debts NL 

Date Detail Dr Cr Balance 

5 May Fastbuck Fashions SL 4,850  4,850 

 

 

Account:  Capital NL 

Date Detail Dr Cr Balance 

6 May Bank CB  5,000 (5,000) 
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Account:  Loan NL 

Date Detail Dr Cr Balance 

6 May Bank CB  10,000 (10,000) 

 

 

Account:  Cash Register NL 

Date Detail Dr Cr Balance 

7 May Bank CB 3,500  3,500 

 

 

c) The individual transactions causing the changed balances in each row may be described as: 

  

 Example: The owner has invested £15,000 into the business by paying a cheque into the 

business’ bank account. 

 

 A: The business has bought office supplies for £1,500 and paid the seller by 

cheque. 

 

 B: The business has taken out a loan of £25,000 and this has been paid into the 

business bank account. 

 

 C: The business has bought machinery for £20,000 and paid by cheque from the 

business bank account. 

 

 D: The business has repaid £3,500 of the loan by cheque. 

Total 20 marks 

 

 

Task 3a looked for responses about the main information discernible from viewing a business’s 

financial statements, so responses simply naming the statements coupled with a list of the 

components of those statements, were not effective.  Directors’ and Auditors’ reports are not strictly 

speaking financial statements in themselves, but credit was given for recognising where appropriate 

that discernible information would be non-financial, as well as financial, in nature. 

The Double Entry Task 3b required the opening of accounts in order to house ‘existing’ balances 

(3bi), followed by the correct posting of a short list of subsequent transactions (3bii).  Most 

candidates tend to respond to both elements as a continuous exercise and maintain a continuous 

running account balance for each account as the rubric requires.  Candidates responding to bi) and 

bii) separately are neither advantaged nor disadvantaged.  However, where an account has already 

been opened separately in bi) (e.g. Bank CB), the running balance in bii) must follow on from (be 

contiguous with) the previous account expression in 3bi. 
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Common double entry issues observed this time concerned: 

 Cash Register/BestPOS: the cash register was paid for by cheque.  As BestPOS was not a 

supplier on credit, they should not have been given an account of any kind (nor for that 

matter should UKCO Petroleum in task 1bi).  So long as the cash register was recorded in an 

appropriate non-current asset account, marks were awarded for that. 

 

 Nil balances: a number, so should be denoted by ‘0’ or ‘0.00’, not a ‘dash’ or the word ‘nil’. 

 

 The ‘Details’ column: the ‘Detail’ given should always be the name of the other major account 

involved in the transaction, consistent with the accepted principles of bookkeeping.  A 

description of the transaction, or describing the transaction type involved, is not correct 

therefore. 

 

 ‘+ VAT’: Tagging Details comments with ‘+ VAT’ or similar (e.g. ‘Purchases + VAT’ is superfluous 

and is not ‘real world’ practice.  Posting e.g. Purchases + VAT as two discrete items (rows) is 

wholly incorrect for the same reason.  Note that a customer account statement does not do 

this. 

 

 Credit Balances: The rubric calls for credit balances to be shown in brackets for clarity, so 

the use of any other device to denote a credit balance, or not using brackets at all, may not 

be interpreted as the candidate intends. 

 

 Debits and Credits (in labelling columns and posting transactions): Centuries of bookkeeping 

convention apply here, so mislabelling and mis-posting always show absence of 

understanding.  Becoming conversant with this topic is a recognised as a challenge, but the 

only remedy is sufficient practice and a suitable ‘aide-memoire’ memorised for the exam 

room. 

 

 Bookkeeping Concerns: transactions that result in e.g. Dr Sales Revenue, or Cr Purchases, or 

Credit Balances on SL accounts, or Debit Balances on PL accounts, or a Credit Balance on 

Cash (CB) for instance, are all likely to be incorrect and should raise instinctive concerns. 

 

Pre-printed ledger account templates are a feature at the back of the Accounting Principles response 

booklet and are supplied to use for double-entry exercises to avoid the time needed to draw up 

suitable grids for responses.  Their use is not mandatory though, and responses entered in the body 

of the book will be marked in the same way as those upon the supplied templates.  However, 

templated responses tend to be more clearly laid out, facilitating marking processes and giving the 

ability to add to an incomplete / corrected response if the need arises.  It is also worth remembering 

that later responses may cascade into the template pages if there is much double entry use of the 

lined pages. 
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Task 3c called for a practical explanation of a transaction that caused the changed balances, looking 

at each row in turn.  An example of what was required was given and appropriate typically worded 

descriptions attracted marks rewards.  Therefore, a rolling accumulative response from one row to the 

next was therefore unnecessary, and vague verbalised comments such as ‘the bank balance reduced’ 

was unhelpful, and not consistent with the example supplied.  A few candidates overlooked the impact 

upon the Bank (CB) account in their responses, which was a necessary part of a full marks response.  
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4. a) Briefly explain the main differences between ‘management’ accounts and ‘financial’ 

accounts.                                                                                                                         (4 marks) 

 

b) Andy and Teddy run ‘Teddy’s Basket’, a small business wholesaling budget stationery 

items to other small businesses.  The following information is available to you about 

their business. 

 

 All transactions are on a credit basis 

 

 They believe VAT has a neutral effect on their business, so they ignore it in their 

forecasting and budgeting 

 

 They pay for their supplies in the same month in order to get the best price 

 

 Their customers are given 60-days’ credit from invoice date and in practical 

terms, that means that Teddy’s Basket currently receive payment for: 

- 0% of their sales in the month of sale, 

- 50% of their sales in the month following sale, 

- 50% of their sales two months after sale. 

 

It is too risky to change the credit terms, but Teddy wonders if offering a 5% settlement 

discount to their customers for payments made within 30 days of invoice would get 

their cash in quicker. 

 

 In fact, Andy and Teddy believe that this action would bring about a new 

payment pattern as follows: 

- 50% of their sales in the month of sale, 

- 40% of their sales the month following sale, 

- 10% of their sales two months after sale. 

 

The following data is extracted from their records, sales forecasts and other sources: 

 

Teddy’s Basket: Sales and Supplies Forecasts 

 2nd Quarter 2019  3rd Quarter 2019 

 April May June  July August September 

Credit 

Sales 

(£000) 

70 90 80 

 

90 80 90 

Credit 

Supplies 

(£000) 

60 70 80 

 

75 50 80 

 

Andy estimates that the Bank Balance for Teddy’s Basket at the end of June 2019 will 

be £18,000 overdrawn. 
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TASKS for part b) 
 

For the 3rd Quarter 2019 and using rounded pounds throughout: 

 

i) Construct a cash budget for the months of July, August and September 2019, 

using only the data given above, along with the current payment pattern of 

credit sales.                                                                                                            (6 marks) 

 

ii) Construct a cash budget for the months of July, August and September 2019, 

using only the data given above, along with the new payment pattern of credit 

sales, taking into account a 5% settlement discount on receipts in either the 

month of sale, or the month following sale only.                                           (6 marks) 

 

 

c) Using the two cash budgets you have prepared in b) i) and b) ii) above, explain to 

Teddy’s Basket whether Teddy’s idea of offering a 5% settlement discount is likely to 

bring any meaningful benefits to the business and whether or not the idea has any 

potential drawbacks.                                                                                                      (4 marks) 

Total 20 marks 

 

Question aims 

 

 To test the candidates’ knowledge of why businesses keep accounts. 

 

 To test candidates’ knowledge and understanding of cash budget construction. 

 

 To test the candidates’ understanding of preparing and interpreting a cash budget. 

 

 

Suggested grounds for response include: 

 

a) Differences between management and financial accounts: 

 

Management accounts tend to: 

 

 be for internal use 

 

 look ‘forwards’ at the business’ expectations 

 

 mainly focus upon planning and forecasting 

 

 show how the business will achieve its results. 

 

 

Financial accounts tend to: 

 

 be for external as well as internal use 

 

 look ‘backwards’ at the business’ results 
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 mainly focus upon monitoring and control 

 

 show the results the business has achieved. 

 

b) i) Current Payment Pattern Cash Budget for Teddy’s Basket: 

 

Teddy’s Basket: Cash Budget 3rd Quarter 2019 Current Payment Pattern 

 

 July August September 

 £ £ £ 

Receipts    

Receivables: 0% month of sale 0 0 0 

Receivables: 50% + 1 month  40,000 45,000 40,000 

Receivables: 50% + 2 months 45,000 40,000 45,000 

(A) Total Receipts 85,000 85,000 85,000 

    

Payments    

Payables: 100% month of supply 75,000 50,000 80,000 

(B) Total Payments 75,000 50,000 80,000 

    

Opening Balance (18,000) (8,000) 27,000 

Net cash flow (A) – (B) 10,000 35,000 5,000 

Closing Balance (8,000) 27,000 32,000 

 

Workings 

 

Sales:  Current Payment Pattern 

0%/50%/50% 
July August September 

May £90,000 45,000 0 0 

June £80,000 40,000 40,000 0 

July £90,000 0 45,000 45,000 

August £80,000 0 0 40,000 

September £90,000 0 0 0 

Totals 85,000 85,000 85,000 
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ii) New Payment Pattern Cash Budget for Teddy’s Basket: 

 

Teddy’s Basket: Cash Budget 3rd Quarter 2019 New Payment Pattern 

 

 July August September 

 £ £ £ 

Receipts    

Receivables: 95% credit sales: 

50% in month of sale 42,750 38,000 42,750 

Receivables: 95% credit sales: 

40% in + 1 month  30,400 34,200 30,400 

Receivables: 100% credit sales: 

10% in + 2 months 9,000 8,000 9,000 

(A) Total Receipts 82,150 80,200 82,150 

    

Payments    

Payables: 100% month of supply 75,000 50,000 80,000 

(B) Total Payments 75,000 50,000 80,000 

    

Opening Balance (18,000) (10,850) 19,350 

Net cash flow (A) – (B) 7,150 30,200 2,150 

Closing Balance (10,850) 19,350 21,500 

 

Workings 

 

Sales:  New Payment Pattern 

50%/40%/10% 
July August September 

 

May £90,000 

10% = £9,000 

40% of 95% = £34,200 

50% of 95% = £43,750 

9,000 0 0 

 

June £80,000 

10% = £8,000 

40% of 95% = £30,400 

50% of 95% = £38,000 

30,400 8,000 0 

 

July £90,000 

10% = £9,000 

40% of 95% = £34,200 

50% of 95% = £43,750 

42,750 34,200 9,000 

 

August £80,000 

10% = £8,000 

40% of 95% = £30,400 

50% of 95% = £38,000 

0 38,000 30,400 

  



June 2019 7B/PQP/27 continued 

September £90,000 

10% = £9,000 

40% of 95% = £34,200 

50% of 95% = £43,750 

0 0 42,750 

Totals 82,150 80,200 82,150 

 

 

c) If the cash budget projections come about in reality, observations may include: 

 

 Taking the period July to September 2019 in isolation, there would seem to be few 

benefits for Andy and Teddy in cash flow terms as, although offering the discount 

brings forward the payment date for some customers, it does not seem to affect 

sufficient customers to improve cash flow overall.  In fact, the Bank balance at the end 

of September projected under the new pattern is only 2/3rds that currently projected 

if nothing changes 

 

 There will be no material effect overall on late payment for the 10% of customers who 

remain oblivious to paying nearer to terms.  Additionally, it is quite likely that 

customers will still take more than 30 days to pay, and will still take the discount.  

Consequently, it would not seem worthwhile. 

 

 Allowing the settlement discount in itself is a significant cost and as 5% is quite high 

for this type of incentive, it would appear to be ineffective with Teddy’s Basket’s 

customers. 

 

 Along with the possibility that clients paying later than the 30-day terms may still 

deduct the discount unreasonably, meaning Andy and Teddy will have to recover it 

from them, potentially damaging customer goodwill, little here commends the idea.  

 

Total 20 marks 

 

 

Task 4a called for the candidate to briefly explain the ‘main differences’ between management 

accounts and financial accounts.  Tasks which look for the e.g. purpose, importance, differences 

between, main reasons for, etc., can only be effectively responded to if the response addresses those 

things (to the exclusion of other areas).  Where ‘differences between’ are required, giving positive 

practical differences will receive greater reward than responses that rely on undetailed antitheses 

(opposites), e.g. ‘management accounts are used internally by management, but financial accounts 

have users inside and outside the organisation’ is more desirable than ‘management accounts are 

only used within the organisation, unlike financial accounts’.  Any authentic difference highlighted 

was rewarded. 

In Task 4b, there is no fixed structure for a cash budget (because it represents management 

accounting, so it does not have the statutory structure financial accounting has), although the study 

text illustrates two approaches.  Nevertheless, it is a mistake to use an approach which is so economic 

that the task is not efficiently responded to, so a ‘monthly’ budget requires a reconciliation summary 

for each month of the three months, not merely at the end of the given quarter.   
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In the same way, presenting an ‘opening and closing balance reconciliation’ only is just as ineffective, 

as it edits out important data about receipts and payments, and ignores the function of accounting 

as a communications tool.  A small number of candidates seemingly interpreted the ‘rounded pounds’ 

instruction (i.e. disregard any ‘pence’) as ‘round to the next £1,000’ (i.e. £000s), which led to loss of 

accuracy in places. 

4bi and 4bii budget responses needed to recognise all incoming cash flow receipts in the budgeted 

months, even if the sale generating that cash flow occurred prior to it.  So where less marks were 

given in 4bi for the July, August and September budget, the cause may be that receipts in July for May 

and June sales paid (so +2 months and +1 month respectively) were omitted. 

4bii budget responses required credit sales receipts from both the ‘current month’s’ sales and ‘last 

month’s’ sales to be discounted, so undiscounted figures, or responses which discounted ‘+2 months’’ 

receipts did not follow the stated task and could not be rewarded, unfortunately.   

Task 4c looked for comment upon the benefits and drawbacks of giving the discount as 

demonstrated by the cash budgets produced in 4b, and any ‘on-task’ comments was considered for 

marks reward.  However, responses which strayed into giving untasked ‘advice’ to Teddy and Andy 

on issues such as bad debts, working capital management and inventory control, or an alternative 

discounts policy, or matters not consistent with the budgets produced, could not be rewarded. 
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5. a) Explain four broad differences between Ordinary Shares and Preference Shares 
(4 marks) 

 

 

b) The following balances were extracted on 31 May 2019 from the books of Rutland 

Railways Ltd: 

 

 £ 

10-year 5% Loan 200,000 

Administration Costs 36,000 

Bank (in overdraft) 3,750 

Interest on 5% Loan 10,000 

Inventory as at 1 June 2018 146,000 

Motor Vehicle (Net Carrying Value) 10,000 

Ordinary Shares, fully paid ? 

Plant and Equipment (Net Carrying Value) 350,000 

Profit Before Tax for the year to 31 May 2019 70,000 

Purchases 28,000 

Retained Earnings as at 1 June 2018 145,000 

Sales Revenue 127,000 

Share Premium Account 20,000 

Trade Payables 4,250 

 

 The following additional information is also available: 

 There is a Corporation Tax liability at year end of £8,000 

 A Dividend on Ordinary Shares of 5% has already been declared. 

  

TASKS for part b) 

 

i) Using the information above, prepare a Trial Balance for Rutland Railways Ltd 

at the extract date of 31 May 2019.                                                                   (8 marks) 

 

ii) Prepare a Reconciliation of Retained Earnings for Rutland Railways Ltd based 

upon the data given above.                                                                                 (4 marks) 

 

c) Explain the difference between Capital Reserves and Revenue Reserves in a company, 

illustrating your response with examples as appropriate.                                      (4 marks) 

Total 20 marks 

Question aims 

 

 To test the candidates’ knowledge and understanding of how equity and reserves are 

constructed in an incorporated business. 

 

 To test the candidates’ ability to prepare a Trial Balance 

 

 To test the candidates’ ability to calculate different levels of profit. 
 

 



June 2019 7B/PQP/30 Continued 

Suggested grounds for response include: 
 

a) Any appropriate contrast will be rewarded, including: 

 

 Ordinary Shares convey ownership rights over the company in return for investment, 

whereas the main focus of Preference Shares is purely to raise money for a project or 

specific purpose 

 

 Ordinary Shares convey benefits such as voting rights at General and other Meetings 

consistent with ownership, however, these are not a gift of Preference Shares, which 

can often be bought back by the company on demand and often without further 

redress 

 

 Preference Shareholders do not have a claim upon profits, but tend to be guaranteed 

a fixed return of interest upon their investment which is often ‘rolled over’ to a 

following year if unpaid, whereas although Ordinary Shareholders enjoy the chance 

for variable returns upon investment – dividends – these are dependent entirely upon 

the company’s fortunes and not guaranteed at all.   

 

 Preference shareholders will, funds permitting, be paid interest and repaid their 

investment first and neither Ordinary Share dividends, nor distributions of equity, can 

be made until Preference Share interest and Preference Share repayment has been 

made in full first.  Inability to pay Preference Share obligations can therefore be a good 

indicator of potential insolvency. 

 

b) i) Trial Balance for Rutland Railways Ltd as at 31 May 2019: 

 Dr Cr 

 £ £ 

10-year 5% Loan  200,000 

Administration Costs 36,000  

Bank (in overdraft)  3,750 

Interest on 5% Loan 10,000  

Inventory as at 1 June 2018 146,000  

Motor Vehicles (Net Carrying Value) 10,000  

Ordinary Shares, fully paid  10,000 

Premises, Plant and Equipment 

(Net Carrying Value) 
350,000  

Profit Before Tax 

for the year to 31 May 2019 
 70,000 

Purchases 28,000  

Retained Earnings as at 1 June 2018  145,000 

Sales Revenue  127,000 

Share Premium Account  20,000 

Trade Payables  4,250 

   

 580,000 580,000 
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ii) Retained Earnings Reconciliation for Rutland Railway Ltd  

Retained Earnings Reconciliation for Rutland Railway Ltd 

as at 31 May 2019 
£ 

  

Retained Earnings as at 1 June 2018 145,000 

Profit for the year to 31 May 2019 (W1) 62,000 

Ordinary Share Dividend (500) 

Retained Earnings as at 31 May 2019 206,500 

  

(W1) Profit for the year to 31 May 2019 calculated as:  

Profit before tax for the year to 31 May 2019 70,000 

Corporation Tax (8,000) 

Profit for the Year 62,000 

 

c) A Capital Reserve is neither derived from trading, nor is it normally available for immediate 

distribution to shareholders, although part of shareholders’ funds and distributed in a 

solvent liquidation.  It originates from specifically characterised events concerning the 

company’s equity which adds worth to the underpinning financial strength of the company 

and will be separately stated by category in the company’s Equity Statement.                          
 

Typical examples include: 

 The ‘premium’ where shares are sold for more than their face value by the company, 

where the premium is the difference between the face value and the actual price paid 

(so it is actually a product of supply and demand), e.g., a £1 share sold for £1.20, where 

£1 is payment for the share and 20p is the premium and entered separately into the 

Share Premium account.  Of course, the other side of the transaction will be in the 

Bank CB account. 
 

 The ‘revaluation’ of land and buildings which are traditionally not depreciated and the 

revalued element remains an unrealised opinion of how much the land and buildings 

are ‘now worth’, e.g., a block of apartments which cost £1 million 20 years ago may 

now be ‘worth’ £5million today, so a £4million Revaluation Reserve might be entered 

to the company’s Equity Statement, countered by a similar increase in the value of 

Property NL (or similar) in non-current assets. 
          

A Revenue Reserve represents the undistributed accumulation of profits mainly as a result 

of successful trading and expressed as Retained Earnings of Revenue Reserves in the 

company’s Equity Statement.         
 

Typical examples include: 

 Redlining a portion of retained earnings as a specific Revenue Reserve keeps the 

company’s financial strength, so that projects for expansion, asset replacement and 

external loan repayment can be supported. 
 

 If left purely as unlabelled Retained Earnings retention, it still forms part of Revenue 

Reserves, but it would be left open to challenge if shareholders felt deprived, or worse, 

they might demand repayment of their share investment. 

Total 20 marks 
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As already stated, tasks which look for the e.g. purpose, importance, differences between, main 

reasons for, etc., can only be effectively responded to if the response addresses those things (to the 

exclusion of other areas).  Where ‘differences between’ are required, as they are in Task 5a, giving 

positive practical differences will receive greater reward than responses that rely on undetailed 

antitheses (opposites).  Therefore, e.g. ‘preference shares attract a fixed dividend rate and dividends 

for ordinary shareholders are decided by the company’s directors’ is more desirable than ‘preference 

shares are rewarded by fixed dividends and ordinary shares are not’.  Any appropriate difference 

received marks. 

Whilst Task 5b required construction of a Trial Balance and a statement showing a Reconciliation of 

Retained Earnings on this occasion, any accounting statement required should always carry an 

appropriate heading, for which a marks reward is usually available.  In the same vein, unless clearly 

a sub-total to confirm different addition and subtraction stages, numerical ‘answers’ should always 

be appropriately labelled within the response to make their meaning clear. 

A few candidates in 5bi did not draw column hash totals at all, although there was a credible attempt 

made at sorting the listed items into debit and credit balances, confirming at least the partial 

understanding of the structure of a trial balance.  Sadly though, constructions based upon the 

structure of an Income Statement, Statement of Financial Position, or other construct, could receive 

little, if any, reward.  All candidates’ trial balances should have balanced irrespective of any 

introduced error, since the Ordinary Shares figure should have been deduced from the figures that 

were present. 

The Task 5bii Reconciliation was seldom reproduced in the exact form demonstrated in the study 

text, but all coherent constructs were rewarded for the clarity of detail they contained. 

Common errors in Task 5b involved the Corporation Tax liability and the Ordinary Share Dividend 

that were presented as additional information to hand.  Neither should have featured in the 5bi Trial 

Balance, but both were in the process in 5bii to reconcile Retained Earnings.   

Whilst responses to Tasks 5bi and 5bii made upon the ledger account templates at the rear of the 

response booklet were duly marked, it is worth remembering that their use for anything other than 

double entry bookkeeping is not intended.  Mistakes made as a consequence of using the templates 

inappropriately will receive the same marks treatment as if that response was made elsewhere in the 

response booklet. 

Task 5c asked about Reserves and the different classifications of reserve.  A notable number of 

candidates could clearly not distinguish between categories of reserves (as in Capital Reserves and 

Revenue Reserves) and categories of expenditure (as in Capital Expenditure and Revenue 

Expenditure), since their responses as confirmed by their examples incorrectly focussed upon the 

latter rather than the former. 

 

--o0o--- 
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