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(¢)  With reference (0 the data and your calCulations, evaluate the financial performance of oniy

The Walk-in Wardrobe Ltd between 2021 and 2022. [10)
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2. The Walk-in Wardrobe LId is a chain of small independent clothes shops based across Wales.
The following figures have been extracted from The Walk-in Wardrobe Ltd's balance sheet for

ihe year ending 31 December 2022.

Figure 1 - Extract from The Walk-in Wardrobe Ltd's balance sheet

2022 2021
£000's £000's |
Fixed assets 1230 1170 1|
Total current assets 522 510 |
 Total current liabilities 386 444
Total long-term liabilities ? 646
Shareholder funds 1160 1020
| Capital employed 2096 ? |
(a) (i) Outline what is meant by capilal employed.
Cagital eup\03m3 is He Suam  of  Shereholder
fuds @3 long temn Liobilikes. v is  #he
osomt  of . rMonRu availible §or a busiaess o
| avesh.

(i)
o220

capilal  €mploged =

(i)
A6

2036 - \\bo

Calculate lhe capital employed for 2021.
¥ 6U6 6o

= £\ 666 000

Calculate the total long-term liabilities for 2022

= Q% aoo
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(b) The following figures have been extracted from The Walk-in Wardrobe Ltd's financiai

report for the year ending December 2022

Figure 2 - Financial ratios for The Walk-in Wardrobe Ltd

2022 2021
Current ratio ? 1.15:1
Acid test ratio 0.69:1 0.91:1
Geanng ratio 44 .66% ?

Figure 3 — Current assets for The Walk-in Wardrobe Ltd
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() Calculate the current ratio for The Walk-in Wardrobe Ltd for 2022
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()  Calculate the gearing ratio for The Walk-in Wardrobe Ltd for 2021,
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{c) With reference o the data and your calculations, evaluate the financial performance of

The Walk-in Wardrobe Lid between 2021 and 2022. [10]
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{c) With reference to the data and your calculations, evatuate the financial performance of
The Walk-in Wardrobe Ltd between 2021 and 2022. [10}
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2 (a) (i)

Outline what is meant by capital employed.

Total

AO1l: 2 marks

Award 1 mark for basic statement. Understanding may be superficial.
Award 2 marks for more detailed correct statement. Good understanding
shown.

Indicative content:

Capital employed refers to the money invested into the business — it includes
the shareholder funds and capital received from long term liabilities.

Award 1 mark for correct formula e.g. shareholder funds + long term
liabilities.

(@) (ii)

Calculate the capital employed for 2021.

AO2: 1 mark
Award 1 mark for correct answer.

£646 + £1 020 = £1 666 000 or 1 666

(a) (iii)

Calculate the total long-term liabilities for 2022.

AO2: 1 mark

Award 1 mark for correct answer.

£2 096 000 - £1 160 000 = £936 000 or 936

(b) (i)

Calculate the current ratio for The Walk in Wardrobe Ltd for 2022.

AO1: 1 mark

Award 1 mark for correct formula.

The current ratio = current assets/current liabilities

AO2: 1 mark

Award 1 mark for correct answer

The current ratio for 2022 = £522 000/£386 000 = 1.35: 1
Award 1 mark for correct answer but not expressed as :1.

Award 2 marks if only the correct answer is provided.






(b) (i)

Calculate the gearing ratio for The Walk in Wardrobe Ltd for 2021.

AO1: 1 mark
Award 1 mark for correct formula.

Gearing = Long term liabilities/Shareholder funds + Long term liabilities x 100
(Capital Employed)

AO2: 1 mark

Award 1 mark for correct answer

The gearing for 2021 = £646 000/£1 666 000 x 100 = 38.78%
Award 1 mark for correct answer but not expressed as a %

Award 2 marks if only the correct answer is provided.






(c) With reference to the data and your calculations, evaluate the financial performance
of The Walk in Wardrobe Ltd between 2021 and 2022. [10]
AO2 AO3 AO4
Band
4 marks 2 marks 4 marks
4 marks 4 marks
Excellent application to the Excellent evaluation of the
guantitative data and guantitative data and
calculations. calculations.

3 The candidate clearly The evaluation is fully
refers to the data and balanced and includes most of
calculations. the key issues.

The learner makes judgements
to support their evaluation.
3 marks 2 marks 3 marks
Good application to the Good analysis of the A good evaluation of the
quantitative data and/or impact of the data and/or guantitative data and/or
calculations. calculations on The Walk in | calculations.
Wardrobe Ltd.

2 The candidate refers to the The evaluation will include
ratios and makes some The candidate makes a some of the key issues.
attempt to apply number of points and
knowledge from theory. develops with an The learner makes

explanation. judgements, which are partially
supported by evidence.
1-2 marks 1 mark 1-2 marks
Limited application to the Limited analysis of the A limited evaluation of the
quantitative data and/or impact of the data and/or guantitative data and/or
calculations. the calculations on the calculations.
Walk in Wardrobe Ltd.
1 The response is mainly Statements may be brief.
theoretical. The analysis is likely to be
superficial and points are Unsupported judgements are
underdeveloped. made.
Brief or no advice is given.

0 0 marks 0 marks 0 marks

No application to the data. | No explanation attempted. | No evaluation.

(Without the use of data from calculations in 2bi and 2bii — MAX 8)

(Use OFR if calculations are incorrect but analysis and evaluation is accurate)

Indicative content:

The current ratio was poor in 2021 at 1.15:1, which is well below the recommended level
of at least 1.5.1. This would cause some concern with issues possible in accessing trade
credit agreements from suppliers, which may hinder cash flow. However, it has
improved to 1.35:1 which whilst still below the recommended level, suppliers and other
creditors would see that the business is on the right path and that they can cover short

term debts.






The acid test ratio causes greater concern. It is clear that current assets have gone up
and current labilities have fallen. However, due to the retailer holding large quantities of
stock as seen in figure 3, the acid test ratio has got significantly worse in 2022. It is clear
that if stock goes unsold, the shareholders of the Walk in Wardrobe Ltd would have a
problem paying creditors such as suppliers.

The gearing is good at around 40% which is the ideal level according to many theorists.
Therefore, it is evident that capital is being borrowed to be invested in the growth of the
business which is clear from the case study, with stores across Wales. If interest rates
were to rise a medium sized enterprise such as the Walk in Wardrobe Ltd could suffer
from increased with a high gearing. Therefore, being around 40% is good and provides
lower risk for the shareholders of the business.

Both long term liabilities and shareholder funds have increased quite significantly. This
could be a positive sign that the shareholders are using capital to invest in expansion by
possibly opening more stores across Wales. This is also backed up by the increase in
fixed assets, suggesting more building and equipment may have been purchased.
Overall, the business is in a relatively strong financial position with a good current ratio
and gearing as well as signs of growth with increases in fixed assets, long term liabilities
and shareholder fund. However, it is slightly worrying that there is a very low acid test
ratio which may cause problems in the future in terms of liquidity.










1 AO2 mark was awarded
because the correct figure
was calculated for capital
employed in 2021. Due to
the way in which the data
was presented in the balance
sheet, there was no need to
provide the £ sign.

This response achieved 0 marks because the definition is
not specifically related to money invested or where the
capital comes from.

1 AO2 mark was awarded because the correct total long-term liability
for 2022 was calculated using the data from the balance sheet.





The current ratio for
2022 was accurately
calculated using the data
from the balance sheet.
In addition, it was
accurately expressed
as:1. Therefore 1 AO2
mark was allocated.

A correct formula is
provided for calculating the
current ratio so 1 AO1
mark was awarded.

A correct formula is
provided for calculating
the gearing ratio so 1
AOI mark was
awarded.

The gearing ratio for 2021 was accurately
calculated using the data from the balance
sheet and the calculation for capital
employed. In addition, it was accurately
expressed as a %. Therefore 1 AO2 mark
was allocated.
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The Walk-in Wardrobe Ltd between 2021 and 2022.
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A valid
judgement
suggesting
that
stakeholders
will not see
the business as
a risky
investment
because they
can see the
ratios are
positive.

Opverall, this response achieved 6 marks with 2 AO2, 2 AO3 and 2 AO4. There are relevant points provided in
relation to the data and the calculations but the data is not used to a good level. The evaluation is unbalanced
with mainly positive arguments suggesting the financial performance is good. Therefore, restricting AO2 and
AO4 to band 1.

This paragraph was credited as another valid
argument because the current ratio does suggest
that the business can pay immediate costs and
that debts do not form a significant amount of
the business outgoings. Therefore AO2, AO3
and AO4 marks were accessed.

A valid point
of analysis
about the
acid test
ratio but
there is
limited
development

Another valid
argument about
the gearing ratio
not presenting
an issue in terms
of having access
to finance.
However, there
is limited
development of
arguments and
no counter
argument to
provide balance.















2. The Walk-in Wardrobe LId is a chain of small independent clothes shops based across Wales.

The following figures have been extracted from The Walk-in Wardrobe Ltd's balance sheet for
ihe year ending 31 December 2022.

Flgure 1 - Extract from The Walk-in Wardrobe Ltd's balance sheet

Examiner
only

2022 2021
£000's £000's |
Fixed assets 1230 1170 ]
Totat current assets 522 510 | |
‘Total current liabilities 386 444
Total long-term liabilities ? 646
Shareholder funds 1160 1020
Capital employed 2096 ? |
(a) (i) Outline what is meant by capilal employed. (2)
Copital  employed s the Sum  of  Sherehelder
fuds  and \ong  tem l:abrl.‘l.@ It s #ne
osomt  of Mordy avallible §or a business o
 avest. @ |
(i) Calculate lhe capital employed for 2021. (1)
020 + 6W6 : 1666
Capila)  @mploged = Sheue Wolar fads & Tokal tong dun vabililled. @
= %\ 666 000 (D
(i) Calculate the total long-term liabilities for 2022 (1] |
2036 - o = A3b

= €A% go0 )




Business Studies

Sticky Note

1 AO1 mark was awarded for this sentence because the candidate accurately stated that capital employed includes shareholder funds and long-term liabilities.



Business Studies

Sticky Note

Another AO1 mark was awarded for the second sentence because the candidate correctly states that capital employed is the amount of money available for a business to invest.

Overall, the full 2 marks were awarded.



Business Studies

Sticky Note

Accurate formula provided despite not being required.  This is good practice.



Business Studies

Sticky Note

Accurate response to correctly calculate the capital employed for 2021.  1 AO2 mark was awarded.



Business Studies

Sticky Note

Accurate response to correctly calculate the long-term liabilities for 2022.  1 AO2 mark was awarded.





(b) The following figures have been extracted from The Walk-in Wardrobe Ltd's financial
report for the year ending December 2022

Figure 2 - Financial ratios for The Walk-in Wardrobe Ltd

2022 2021
Current ratio ? 1.15:1
Acid test ratio 0.69:1 0.91:1
Geanng ratio 44 66% ?

Figure 3 — Current assets for The Walk-in Wardrobe Ltd

£600000
£500000 |
£400000 |
£300000 |
£200000
£100000

() Calculate the current ratio for The Walk-in Wardrobe Ltd for 2022,
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Business Studies

Sticky Note

The response achieved the full 2 marks available due to the final answer correctly showing the current ratio for 2022.  In addition, the candidate has provided an accurate formula, which is good practice.  Therefore, 1 AO1 mark was awarded for knowledge of the formula and 1 AO2 mark was awarded for the correct calculation of the current ratio.



Business Studies

Sticky Note

The correct formula and data is used in this response so that the candidate could receive 1 AO1 mark.



Business Studies

Sticky Note

The gearing ratio has been correctly calculated so that the candidate could achieve the 1 AO2 mark available.  Overall, the full 2 marks were awarded.
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(c) With reference o the data and your calculations, evaluate the financial performance of

The Walk-in Wardrobe Lid between 2021 and 2022. [10]
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Business Studies

Sticky Note

Data from the balance sheet has been used to make a valid point and judgement about the rise in fixed assets suggesting that the business has successfully grown and increased in value.  Therefore, this candidate has already accessed AO2 and AO4.  

The response may have been slightly improved if the candidate analysed why an increase in fixed assets shows potential growth.



Business Studies

Sticky Note

This extensive paragraph is linked to both the data and the calculations, a requirement of the question.  The points made are valid in terms of suggesting that the growth is fuelled by debt and this has been applied to the data and the gearing calculation.  There is analysis in terms of the risk involved in borrowing and the comparison of the gearing ratio with industry norms or other businesses.  Therefore, AO2, AO3 and AO4 marks have been allocated.
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Business Studies

Sticky Note

In this paragraph the candidate has analysed the financial performance of the business by assessing the liquidity of the business.  Again, valid arguments are presented in relation to the business being less liquid than the previous year in relation to the acid test ratio but in relation to the current ratio, the business has improved their liquidity.  The candidate has also provided analysis by suggesting that the business may struggle to pay creditors on time.   

Therefore, this paragraph has allowed the candidate to achieve marks across the assessment objectives.



Business Studies

Sticky Note

Overall, the candidate has used data from the case study and from their calculations to accurately apply quantitative data.  The analysis is good with a number of points developed with an explanation and the evaluation is balanced, with judgements made.  Therefore, this candidate achieved 4 AO2, 2 AO3 and 3 AO4 for a total of 9 marks.













Business Studies

Sticky Note

This sentence allowed the candidate to access 1 AO1 mark because holistically they demonstrated some knowledge of what is meant by capital employed.  Suggesting it is where the business money comes from including shareholders funds and retained profit.  Unfortunately, it was not specifically correct.



Business Studies

Sticky Note

1 mark was awarded for AO2.  The final answer is correct and it is also good practice to provide the formula even though in this question, it was not required.



Business Studies

Sticky Note

1 mark was awarded for AO2 because the candidate accurately calculated the total long-term liabilities for 2022.








Business Studies

Sticky Note

It is good practice to provide the formula for calculation questions even if it is not required because often there is 1 AO1 mark available.  In this case, 1 mark was awarded for an accurate formula.



Business Studies

Sticky Note

The final answer is correct and the current ratio is accurately expressed as :1.  This candidate achieved the full 2 marks available for accurately calculating the current ratio for 2022.



Business Studies

Sticky Note

Unfortunately, the candidate provided an incorrect formula by using current liabilities instead of long-term liabilities.  Therefore, 0 marks were awarded for AO1.



Business Studies

Sticky Note

The final answer is incorrect because the candidate did not have knowledge of the formula, therefore 0 marks were awarded for AO2.








Business Studies

Sticky Note

The candidate applied knowledge in this sentence because they have correctly suggested that the current ratio is below the ideal of 1.5:1.  



Business Studies

Sticky Note

Limited application of knowledge by using the calculations and data to show that capital employed increased between the two years but there is no analysis or evaluation at this point.



Business Studies

Sticky Note

Despite being incorrect, the gearing ratio from the previous question was accepted as part of the analysis.  There is limited analysis and a partial judgement by stating that the business is lowly geared and therefore it has not borrowed much and it is relying on internal funds.  Therefore, AO3 and AO4 marks were awarded.



Business Studies

Sticky Note

Overall, this response received a total of 3 marks - 1 AO1, 1 AO3 and 1 AO4.










2,

The Walk-in Wardrobe Ltd is a chain of small independent clothes shops based across Wales.
The following figures have been extracted from The Walk-in Wardrobe Ltd’s balance sheet for

the year ending 31 December 2022.

Figure 1 — Extract from The Walk-in Wardrobe Ltd’s balance sheet

2022 2021

£000’s £000’s

Fixed assets 1230 1170

Total current assets 522 510

Total current liabilities 386 444

Total long-term liabilities ? 646

Shareholder funds 1160 1020

Capital employed 2096 ?

(@ (i) Outline what is meant by capital employed.
(i) Calculate the capital employed for 2021. 1]

(iii)  Calculate the total long-term liabilities for 2022. 1]

Examiner
only
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(b)

The following figures have been extracted from The Walk-in Wardrobe Ltd’s financial
report for the year ending December 2022.

Figure 2 — Financial ratios for The Walk-in Wardrobe Ltd

2022 2021
Current ratio ? 1.15:1
Acid test ratio 0.69:1 0.91:1
Gearing ratio 44.66% ?

Figure 3 — Current assets for The Walk-in Wardrobe Ltd

£600000
£500000
£400000 B Stock
£300000 - ['] Debtors
£200000 | — Cash
£100000 -
2022 2021
(i) Calculate the current ratio for The Walk-in Wardrobe Ltd for 2022. [2]

(ii) Calculate the gearing ratio for The Walk-in Wardrobe Ltd for 2021. [2]

Examiner

only
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(c) With reference to the data and your calculations, evaluate the financial performance of
The Walk-in Wardrobe Ltd between 2021 and 2022. [10]

Examiner
only








































(c)

With the use of examples, explain the role played by information technology in

the decision-making of a business.

[6]

AO1 AO3
Band
3 marks 3 marks
3 marks 3 marks
Excellent knowledge and understanding Excellent analysis of the role played by
of the role played by information information technology in business
technology in business decision making. decision making.

3 The learner provides at least two Points are developed with a detailed
examples of information technology that explanation of how information technology
may be used in business decision making | will support decision making.
and describes how they may be used to
support decision making.

2 marks 2 marks
Good knowledge and understanding of Good analysis of the role played by
the role played by information technology | information technology in business
in business decision making. decision making.

> The learner provides at least one example | There is an attempt to develop the points
of information technology that may be made with an explanation of how
used in business decision making and information technology will support
describes how it may be used to support | decision making.
decision making OR a few examples are
provided with a brief description of how
they are used to support decision making.

1 mark 1 mark
Limited knowledge and understanding of Limited analysis of the role played by
the role played by information technology | information technology in business

1 in business decision making. decision making.

The learner may provide example(s) of The response is brief with limited
information technology that may be used | development and explanation of the
in business decision making. points made.

0 0 marks 0 marks

No knowledge and understanding.

No analysis attempted.

Indicative content:

o Computer technology can be used by businesses to make many day-to-day decisions —
decisions on when to order new stock, how to manage deliveries, or on staffing levels
can be calculated and implemented by IT systems — information systems can collect
inputs from a number of sources, organise the data then distribute the data to make the
most efficient decisions. For example IT systems can monitor sales in supermarkets
through Electronic Point of Sale (EPOS) systems, take in forecast future sales and
weather data, and from this determine levels of production, rota staff shifts and arrange
delivery schedules.

e Management information systems (MIS) provide managers with information to make
tactical and strategic decisions — MIS continuously collects and processes data and
makes it available for managers to use in their decision-making.






Smart IT systems look to improve decision-making through the use of internal and
external data. Decision-making models such as decision trees and critical path analysis
can be carried out by computer models which save time and help accuracy.

Data processing technology helps businesses deal with huge quantities of information in
a quick and efficient way and speed up decision-making. Expert systems and artificial
intelligence allow computers to imitate human thinking which considers reasoning to
give evidence-based conclusions.

The internet is almost entirely staffed by computers — analysis of browsing and
purchasing habits is used to determine search results and what is seen on screen —
cookies allow retail websites to present choices that are most likely to meet a browsers
needs. Data base marketing is based on data-mining, searching through patterns in
gathered customer information and using these buying behaviours to create directed
advertising — all automatic. For example loyalty cards.

Financial information systems allow the analysis of financial and accounting data —
these systems can produce reports on cash flow and income statements and will support
the financial management of the business — features of financial information systems
include collecting and storing all payments and receivables, monitoring income and
expenditure and balance sheets, keeping all records up to date, highlighting any
deviation from budgets and reducing paperwork.

Generic points about removing bias from manual surveys/questionnaires/decision
making tools and/or the ability to organise large amounts of data quickly and
accurately to help make decisions.

Credit any other valid point.













Business Studies

Sticky Note

A valid point of discussion is presented by suggesting that information technology can organise large sums of data more quickly and accurately.  In addition, this is then linked to an example 'cookies' and this is further developed with analysis to show how it can effectively aid decision-making of a business.  Therefore, AO1 and AO3 marks have been accessed.



Business Studies

Sticky Note

Another valid point is presented in terms of removing bias from manual surveys to achieve AO1 marks.



Business Studies

Sticky Note

Despite only providing one example of information technology that could be used by a business, the candidate has shown good knowledge and understanding of the role played by information technology in decision-making to achieve 2 AO1 marks.  The candidate has analysed to a good level by attempting to develop the points made with an explanation of how information technology will support decision-making, therefore achieving 2 AO3 marks.

Overall, this response achieved 4 marks.  It could have been improved with another example and an explanation of how it aids decision-making.










The first sentence is
a valid benefit of
using information
technology in the
decision-making of
a business.
However, the
example in the
second sentence
helps to justify the
point. Despite the
example being quite
simplistic, shop tills
(EPOS) do allow
sales data to be
stored to aid
marketing
decisions.
Therefore, these
two sentences
allowed the
candidate to access
both AO1 and AO3
marks.

3 marks
1 AO1

The final sentence adds more development to the analysis of the valid o
2 3

point made by suggesting that information technology speeds up the
process of collecting and presenting data and that it may be a cheaper
alternative. Therefore, the candidate accesses a further AO3 mark.










This response received 0 marks because it did not provide any examples of information technology
and the points made are too generic. The points could not be linked to the role played by
information technology in the decision-making of a business.










GFK Windows Ltd is a business that produces, sells and installs double glazing windows,
doors and conservatories. The business was established in 1990, it is owned by three
shareholders and the company has grown from having a workforce of 6 to now employing
80 people who work different shift patterns. The factory and sales showroom is based on a
small industrial estate in Port Talbot, in South Wales.

Over the past two years, the three shareholders have found it difficult to make decisions, with
conflict slowing down the decision-making process. For example:

* Shareholder 1 (Option A) wants to relocate to a larger factory and sales showroom on a
different industrial estate in Bridgend (15 miles from the current location) at a cost of
£75000.

* Shareholder 2 (Option B) would prefer to stay in Port Talbot but build a purpose-built
factory and sales showroom at a cost of £140000.

* Shareholder 3 (Option C) believes that there is no need to expand and would prefer to
invest £40000 into information technology to aid both day-to-day and strategic
decision-making. Profit is calculated to be £150000 for Option C.

The decision tree diagram below illustrates the decisions to be made, the probability of
success and failure and the estimated revenue from each probable outcome:

Success 0.7 Estimated revenue = £500 000

Fail 0.3 ~~~Estimated revenue = £200 000

Success 0.5 —Estimated revenue = £720 000

factory (BI

Fail 0.5 [~—Estimated revenue = £220000

Success o,g/Estimated revenue = £200 000

(Expected Value =
£190000)

Fail 0.1 ~~Estimated revenue = £100000
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(c) With the use of examples, explain the role played by information technology in the
decision-making of a business. [6]

Examiner
only










The shareholders of a large vehicle rental business are considering investing large sums of

capital into one of two projects.

* Project 1 involves investing £80000 into purchasing two new luxury vehicles to help
attract customers with higher income levels.

* Project 2 involves investing £40 000 into providing financial motivators for the sales and
marketing team.

The shareholders have decided to conduct an investment appraisal using both the payback
method and average rate of return method. The {ables below show the annual returns
expected from each investment:

Project 1: Project 2:
Purchasing two new luxury vehlcles Investing In financial motivators
Year | Annual Return (Cash Fiow) Year | Annual Return (Cash Flow)
1 £18000 1 £16000
2 £22000 2 £12000
3 £26000 3 £10000
4 £28000 4 £8000
5 £26000 5 £6000
(a) Outline what is meant by an investment appraisal. [2)

CChnAgue Wik e coses  weoaAhe o
Iwestmeak s htety  Ho nade. propiaste
AU S

(b) (i) Calculate the payback period for both Project 1 and Project 2. (3]
pojech | - 5000 jrtial o T 1 T W
b 15000 1 £22,000826,00C ! (AGBAG P o
5,00 = 04000 G & CO0 —

betw@n 3 ~4 yerw ) 66 ¢Cu
25)000= 12: 2333. 33  ~2¥C0C - 12
GEGO0 T 155353






Ezaminer

(1) Calculate the average rate of return (ARR) for both Project 1 and Project 2. [3]

@ 24000 O-37

——7"_" - -
L O
e

(i) Identify the best option for the vehicle rental business based on: (2]
The payback petiod: .

The average rate of return (ARR):
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(c) Evaluate the different investment appraisal methods a business could use.
IVt nes)  o@prouct kgt con be
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6 (a) Outline what is meant by an investment appraisal. Total
AO1: 2 marks 2
Award 1 mark for brief/limited outline
Award 2 marks for detailed outline
Indicative content:
Investment appraisal is a technique used to evaluate planned investment
by a business and measure its potential value to the business.
(b) (i) | Calculate the payback period for both project 1 and project 2.
AO1: 1 mark 3
AO2: 2 marks
Award 1 mark for correct formula AO1: 1 mark
Remaining Balance
Monthly Cashflow
Award 1 mark for each correct answer AO2: 2 marks
Project 1 = 3 years 6 months
Project 2 = 3 years 3 months
If correct answer only — award 3 marks
(b) (ii) | Calculate the ARR for both project 1 and project 2.
AO1: 1 mark 3
AO2: 2 marks

Award 1 mark for correct formula AO1: 1 mark

Average profit per annum x 100 = ARR (%)
Initial investment cost

Award 1 mark for each correct answer AO2: 2 marks
Project 1 = £40 000/5 x 100
£80 000
=10%
Project 2 = £12 000/5 x 100
£40 000
= 6%
If correct answer only — award 3 marks

Award 2 marks for correct answer with no % sign

Award 1 mark if project 1 is 30% and project 2 is 26%.






(b) (iii) | Identify the best option for the vehicle rental business based on; the Total
payback period and average rate of return.
AO2: 2 marks 2

Award 1 mark for each correct answer

Project 2 based on payback period.
Project 1 based on ARR.






(c)

Evaluate the different investment appraisal methods a business could use. [7]

Band

AO1 AO3 AO4

2 marks 2 marks 3 marks

3 marks
Excellent evaluation of the
different methods of
investment appraisal.

Arguments are well
balanced with reasoned
judgements made.

2 marks 2 marks 2 marks
Good knowledge of Good analysis of the Good evaluation of the
investment appraisals and | different methods of different methods of
the benefits and investment appraisal. investment appraisal.
2 drawbacks of different
methods. The candidate develops Arguments may be
their explanation of the unbalanced balanced with
advantage(s) and some judgements made.
disadvantage(s).
1 mark 1 mark 1 mark
Limited understanding of Limited analysis of a Limited evaluation of one
methods of investment method of investment method of investment
appraisal. appraisal. appraisal.
1
Superficial or generic Unsupported judgements
analysis of the are made.
advantage(s) and/or
disadvantage(s).
0 0 marks 0 marks 0 marks
No understanding. No analysis. No evaluation.

Indicative content:

Payback period is simple to use for the management of a business because they are
easy to calculate and it will help with cash flow. However, it ignores cash flow over the
life of the project and it ignores profitability.

ARR examines profitability and shows all cash flows and it allows for comparisons with
the cost of borrowing for investments. However, it ignores the timings of cash flow and
fails to take account of inflation.

A business may not have conducted the NPV which would account for the true value of
money. Discounts can be changed to take into account changes in the economic and
financial climate. However, it is difficult to calculate and discount factors could be
incorrect which makes the NPV inaccurate. It is also difficult to set discount factors far
into the future, the longer into the future you go the less reliable the discount factor.
Comment on lack of qualitative data being used / Inaccurate data - cash flows are
estimated which could be inaccurate.

Conclusions may centre on use of all three methods plus qualitative data to make a more
informed decision.











The shareholders of a large vehicle rental business are considering investing large sums of

capital into one of two_projects.

* Project 1 involves investing £80000 into purchasing two new luxury vehicles to help
attract customers with higher income levels.

« Project 2 involves investing £40 000 into providing financial motivators for the sales and
marketing team.

The shareholders have decided to conduct an investment appraisal using both the payback
method and average rate of return method. The {ables below show the annual returns
expected from each investment:

Project 1: Project 2:
Purchasing two new luxury vehicles Investing In financial motivators
Year | Annual Return (Cash Flow) Year | Annual Return (Cash Fiow)
1 £18000 1 £16000
2 £22000 2 £12000
3 £26000 3 £10000
4 £28000 4 £8000
5 £26000 5 £6000
(@) Outline what is meant by an investment appraisal. (2)

LCChnAge e e coes  weokhe On
Iwestnead s htety  Ho nnade. propiaple
TLAUN $ =

(b) (i) Calculate the payback period for both Project 1 and Project 2. (3]
pojech |+ £R000 (it e T W T SO
b 155000 4 £22,000826,00C ! RBAD P ek
25,00 = 04000 G & CO0 —

hetw@n 3 -4 gas . G6 00U
25,000 < 12 : 233. &7 ~2¥ 000 - 12

£6600~ 223 33 =
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Business Studies

Sticky Note

This response achieved 2 AO1 marks because the candidate identified that investment appraisal assesses investment projects in relation to measuring their value.



Business Studies

Sticky Note

This response achieved 0 marks because the candidate does not have knowledge of how to calculate payback period.  They have attempted to calculate it but they are unaware of the formula.





(il

Calculate the average rate of return (ARR) for both Project 1 and Project 2,

() 24050

(i)

C );/ L_? Ct‘)

Identify the best option for the vehicle rental business based on:

The payback petiod: .

CIesLSY

The average rate of return (ARR):

=

=]

ol

(2]

Ezaminer
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Business Studies

Sticky Note

The candidate does not know how to calculate average rate of return  There is no formula evident and it appears as though they were trying to calculate by dividing the annual revenue by the initial investment, which is incorrect.  In addition, they have not multiplied the answer by 100 to get a correct % return.  Therefore, 0 marks were awarded.



Business Studies

Sticky Note

The candidate did not attempt this question because they could not calculate the answers in question 6bi or 6bii.  However, other candidates may have tried to guess the answer and would have been credited with marks if they were correct.
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=

(c) Evaluate the different investment appraisal methods a business could use.
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Business Studies

Sticky Note

There is a valid counter argument of the usefulness of net present value in terms of inaccuracies but there is no analysis of why the data may be inaccurate.  However, it does provide balance and allows the candidate to access AO4 marks.



Business Studies

Sticky Note

A valid point to suggest a benefit of using the discount factor or net present value method of investment appraisal.  This allows the candidate to access AO1 marks.  However, there is no analysis or no real judgement made.



Business Studies

Sticky Note

Overall, this candidate achieved 2 marks - 1 AO1 and 1 AO4.  













Business Studies

Sticky Note

1 AO1 mark was awarded for the first part of this sentence because the candidate accurately suggested that investment appraisal analyses investment opportunities.



Business Studies

Sticky Note

A second AO1 mark was awarded for the final part of the sentence because the candidate has referenced something related to measuring the potential value of the projects.



Business Studies

Sticky Note

All 3 marks were awarded to the candidate because they accurately calculated the payback period of both project 1 and project 2.  Therefore, 1 AO1 mark was awarded for implied knowledge of the formula and 2 AO2 marks were awarded for the accurate calculations of payback period.








Business Studies

Sticky Note

This candidate achieved 1 AO2 mark for demonstrating limited quantitative skills.  Unfortunately, the candidate did not fully understand how to calculate average rate of return because they used the annual revenue as opposed to the annual profit to calculate the average rate of return.  Therefore, only 1 mark could be awarded.



Business Studies

Sticky Note

2 AO2 marks were awarded because the candidate clearly knew that project 2 should be selected based on payback period and project 1 based on average rate of return.








Business Studies

Sticky Note

A valid point is provided in relation to the benefit of using average rate of return because it does allow a business to consider revenues over a series of years whereas payback period does not.  Therefore, AO1 marks have been accessed.



Business Studies

Sticky Note

Another valid point is evident because the discounted cash flow or net present value method does take external influences such as inflation into account when measuring the value of a project to a business.  Therefore, both A01 and A03 marks have been accessed.



Business Studies

Sticky Note

Judgements have been made in this sentence and there is balance to the argument with a drawback of net present value provided with some reasoning.  Therefore, AO1, AO3 and AO4 marks have been accessed.



Business Studies

Sticky Note

A valid benefit of payback period has been identified and developed to show knowledge and analysis of the benefit of this method of investment appraisal.








Business Studies

Sticky Note

A valid drawback of payback period has been provided but there is no analysis or evaluation.



Business Studies

Sticky Note

An accurate conclusion is provided to suggest that all 3 methods should be used.

Overall, this is a good response which achieved 6 marks.  2 AO1, 2 AO3 and 2 AO4.  It simply lacked a little more detail in the evaluation to access full marks.










0 marks
were
awarded for
this
response
because
there is no
reference to
evaluating
planned
investment
or
measuring
their value
to the
business.

This response achieved the full 3 marks because the final answers show the accurate payback period for
project 1 and project 2. Therefore, 1 AO1 mark was awarded for implied knowledge of the formula and 2
AO2 marks were awarded for the correct calculation of the final answers.





0 marks were
awarded because
this candidate
clearly does not
have knowledge
of how to
calculate the
average rate of
return. The final
answers are
clearly incorrect
and they are not
even expressed as
a %.

2 AO2 marks were awarded because the candidate
correctly identified that project 2 should be chosen
based on payback period and project 1 based on
average rate of return.





No marks were
awarded for
this sentence
because the
point made is
not relevant in
relation to the
benefit a
business will
gain from using
average rate of
return. It does
not show how
much of a
return a
business will
gainona
monthly basis
as suggested.
Therefore, this
candidate has
no knowledge
of the purpose
of average rate
of return.

Overall, the candidate was awarded 2 marks, with 1 AO1 and 1 A04.

This sentence
was credited
with marks in
relation to AO1
and AO4. There
is some merit in
the candidate
suggesting that
payback period
will help the
investor
understand the
amount of time
it will take
before the
project will
break even.
However, there
was no analysis
of the point but
it did show
knowledge and
there is a partial
judgment.










6. The shareholders of a large vehicle rental business are considering investing large sums of
capital into one of two projects.

* Project 1 involves investing £80000 into purchasing two new luxury vehicles to help
attract customers with higher income levels.

* Project 2 involves investing £40000 into providing financial motivators for the sales and
marketing team.

The shareholders have decided to conduct an investment appraisal using both the payback
method and average rate of return method. The tables below show the annual returns
expected from each investment:

Project 1: Project 2:
Purchasing two new luxury vehicles Investing in financial motivators
Year | Annual Return (Cash Flow) Year | Annual Return (Cash Flow)
1 £18000 1 £16000
2 £22000 2 £12000
3 £26000 3 £10000
4 £28000 4 £8000
5 £26000 5 £6000
(@) Outline what is meant by an investment appraisal. [2]
(b) (i) Calculate the payback period for both Project 1 and Project 2 [3]

Examiner
only





Examinel
only

(i)  Calculate the average rate of return (ARR) for both Project 1 and Project 2.  [3]

(iii)  Identify the best option for the vehicle rental business based on: [2]

The payback period:

The average rate of return (ARRY):






(c) Evaluate the different investment appraisal methods a business could use. [7]

Examiner
only











































































































