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INSTRUCTIONS AND INFORMATION

Read the following instructions carefully and follow them precisely.

1.

2.

Answer ALL questions.

A special ANSWER BOOK is provided in which to answer ALL questions.

NC/September 2025

A Financial Indicator Formula Sheet is attached at the end of this question paper.

Show ALL workings to earn part-marks.

You may use a non-programmable calculator.

You may use a dark pencil or blue ink to answer the questions.

Where applicable, show ALL calculations to ONE decimal point.

Write neatly and legibly.

Use the information in the table below as a guide when answering the question
paper. Try NOT to deviate from it.

QUESTION TOPIC MARKS | MINUTES
1 Company Financial Statements 20 45
2 Cash Flow Statement and Financial Indicators 40 30
3 Interpretation of Financial Information 35 25
4 Corporate Governance 20 20
TOTAL 150 120
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QUESTION 1: COMPANY FINANCIAL STATEMENTS (55 marks; 45 minutes)

The information relates to Price Ltd for the financial year ended on 28 February 2025.
REQUIRED:

1.1 Calculate the correct net profit before tax. (10)

1.2 Prepare the following notes to the Statement of Financial Position.

¢ Ordinary share capital (7)
e Retained income (7)
1.3 Complete the Statement of Financial Position for the year ended
28 February 2025. (31)
INFORMATION:
A. Extract: Pre-adjustment Trial Balance on 28 February 2025.
R
Ordinary share capital (01/03/2024) 836 000
Retained income 383 200
Land and buildings - 1 700 000
Vehicles 1 940 000
Accumulated depreciation on vehicles (01/03/2024) 294 600
Fixed deposit: Easy Bank 820 000
Inventory ?
Debtors' control 44 000
Provision for bad debts 2 640
Bank 30 000
Petty cash 1960
Loan: Best Bank ?
Creditors' control 64 000
SARS: Income tax (provisional tax payments) 130 000
Stationery on hand _ 2 000
Audit fees 88 000
Salaries and wages 820000
Rent income 400 000
B. Adjustments and additional information:

(i) The net profit before tax before taking the adjustments below into
consideration amounted to R440 000.

(ii) Depreciation on vehicles, R146 080, has been recorded. Upon

further investigation it was found that the amount should have been
R164 080
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(i)  The accountant erroneously adjusted the provision for bad debts
(R2 640) at 6% of outstanding debtors. The provision for bad debts
must be adjusted to 4% of the outstanding debtors.

(iv)  The bookkeeper neglected to bring trading stock deficit of R10 000
into account.

(v)  One-fifth of the fixed deposit at Easy Bank will mature on
1 April 2025.

(vi)  An EFT for R4 000 scheduled for payment to a creditor on
12 May 2025, has been loaded but not yet released by the bank.
The bookkeeper already recorded it in the CPJ. Note that online
banking allows future-dated payments to be scheduled without
immediately affecting the bank balance.

(vii) A debtor requested that his credit balance of R3 600 in the debtors'
ledger be carried over to hisiaccount in the creditors' ledger.

(vii) Rent income does not include the rent for February 2025. An
increase of R4 000 per month came into effect on 1 January 2025.

(ix)  An additional fee of R12 000 is still owed to the auditors.
(x) Loan repayment amounts to R9 000 per month excluding interest.
(xi)  Income tax is calculated at 28% of the net profit before tax.

(xii)  Share capital and dividends:

e The company has an authorised share capital of 400 000 ordinary
shares.

e On 1 March 2024, 38% of the authorised shares had already
been issued.

e On 1 April 2024, the directors bought back 32 000 shares at a
total repurchase price of R201 600.

e On 31 May 2024, an interim dividend of R6 000 was paid.

e On 1 December 2024, a further 130 000 shares were issued.

e On 28 February 2025, a final dividend of 12 cents per share was
declared on all issued shares.

(xiii) The current ratio is 2,5 : 1.
(xiv) NOTE:

Inventory and the loan amount are balancing figures.
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QUESTION 2: CASH FLOW STATEMENT AND FINANCIAL INDICATORS
(40 marks; 30 minutes)

CONCEPTS

2.1 Choose an explanation from COLUMN B that matches the individual or
term in COLUMN A. Write only the letter (A—E) next to the question
numbers (2.1.1 to 2.1.5) in the ANSWER BOOK.

COLUMN A COLUMN B
2.1.4 Issued share capital A adocument compiled before a
company is registered, which
214.9 Directors sets out the rights,
responsibilities and duties of the
213  Shareholders directors, shareholders and

other stakeholders relating to
2.1.4  Authorised share capital the company
B they appoint independent

215 Memorandum of auditors

incorporation
C the number of authorised shares
that are sold

D the total number of shares that a
company may issue

E individuals who are appointed to
manage the company

(5 x1) (5)
VALUE LTD
The information relates to Value Ltd for the financial year ended 28 February 2025.
REQUIRED:

494 Prepare the Note for the Reconciliation of net profit before tax and cash
‘generated from operating activities on 28 February 20. (11)

2.3 Complete the Cash Flow Statement for the year ended 28 February 2025. (16)

2.4 Calculate the following financial indicators for the year ended
28,February 2025:

e Net asset value per share (3)
e Return on average capital employed (5)
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INFORMATION:

A.

NC/September 2025

Extract from the Statement of Comprehensive Income for the year

ended 28 February 2025:

R
Depreciation 526 000
Sales 3 200 000
Interest expense 204 000
Income tax (28% of profit) ?
Net profit after tax 1728 000
Extract from the Statement of Financial Position:
2025 2024
R R

Non-current assets at carrying value | 4 804 400 4 670 400
Current assets

Inventory 900 000 1 260 000
Trade and other receivables 156 600 69 600
Cash and cash equivalents 1715 200 50 000
Shareholders’ equity 5483 200 3.732 000
Ordinary share capital 4 015 200 3 220 000
Retained income 1 468 000 512 000
Non-current liabilities 1826 900 1-700 000
Current liabilities

Trade and other payables 266 100 2638 000
Bank overdraft 350 000

Shares and dividends:

e 700 000 shares were issued at the beginning of the financial year.
¢ An additional 320 000 shares were issued during the financial year at

R2,60.

e During the year 180 000 shares were repurchased.
¢ At the end of the year a total of 840 000 shares had been issued.
e The dividends that were owed on 28 February 2025 were paid on

15 March 2025.

e The interim dividends declared and paid during the year amounts to

R88 000.

Trade and other receivables:

2025 2024
R R
Trade debtors 68 000 39 000
Accrued income 46 600 30 600
SARS (Income tax) 42 000 —
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E. A new vehicle was purchased during the year for R1 060 000 and old
equipment was sold during the year at carrying value.
F Trade and other payables:
2025 2024
R R

Trade creditors 136 020 40 000

Income received in advance 46 080 68 000

Shareholders for dividends 84 000 134 000

SARS (Income tax) — 26 000
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QUESTION 3: INTERPRETATION OF FINANCIAL INFORMATION

(35 marks; 25 minutes)

BLUE LTD

You are provided with extracts from the financial records of Blue Ltd for the financial
year ended 30 June 2025.

REQUIRED:

3.1

3.2

3.3

3.4

3.5

Copyright reserved

Share price:

Shares are being offered to the existing shareholders at 130 cents each.
Would you consider buying additional shares in this company? Briefly
explain by quoting TWO financial indicators, with figures.

Liquidity:

Although the company is not experiencing any liquidity problems, the
directors are very coneerned about the liquidity of the company. Explain
why they are concerned. Quote TWO financial indicators with figures to
support their concerns.

Risk and gearing:

Blue Ltd is considering taking out an additional loan of R240 000 at an
interest rate of 17% p.a. What advice would you give the directors? Quote
TWO financial indicators with figures to support your answer.

Dividend payout policy:

Comment on the dividend payout policy by quoting figures and explain why
the directors decided to change the dividend payout policy.

Shareholding:
Mark is one of the shareholders in the company. He owned 200 000 shares
at the start of the year. He then purchased another 50 000 shares when the

new shares were issued on 1 January 2025.

3.8.1 Calculate Mark's % shareholding after the issuing of new shares
on 1 January 2025.

3.5.2  Calculate Mark's % shareholding after the repurchase of shares
on 1 May 2025.

3.5.3 How has Mark's % shareholding in the company been affected by
the repurchase of the shares?

NC/September 2025

(6)

(2)

(2)
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3.6 Earnings and returns:

As a shareholder of Blue Ltd, would you be satisfied with the performance
of the company for 20257 Quote TWO financial indicators with figures.

3.7 One director has queried the fact that, whilst the operating profit on sales
has improved, the percentage net profit before tax on sales has declined.
Provide a brief explanation to the director.

INFORMATION:

A. Share capital:

e 400 000 shares on 1 July 2024, R3 240 000

e 200 000 shares were issued on 1 January 2025 at R6,80.

e On 1 May 2025, 240 000 shares were repurchased from a deceased
shareholder at R7,70.

B. The following financial indicators were calculated on 30 June:

NC/September 2025

2025 2024
Operating profit on sales 27% 25%
Net profit before tax on sales 19% 24%
Current ratio 52:1 2,2 :1
Acid-test ratio 28:1 1,2:1
Stock turnover rate 6,2 times 4,7 times
Solvency ratio 33:1 6,5: 1
Debt-equity ratio 0,32: 1 0,06 : 1
Return on average capital employed
(ROTCE) gecap ploy 22% 31%
Return on shareholders' equit _
(ROSHE) quity 31% 36%
Earnings per share (EPS) 29 cents 33 cents
Dividends per share (DPS) 24 cents 18 cents
Dividend payout rate 82,7% 54,5%
Net asset value per share (NAV) 132 cents 127 cents
Market price 140 cents 150 cents
Interest on loan 17% 17%
Interest on fixed deposit 8% 8%

Copyright reserved

(5)

(4)

[35]

Please turn over



rccdowmicaded from Stanmorephysics.com

QUESTION 4: CORPORATE GOVERNANCE (20 marks; 20 minutes)

You are provided with extracts from the independent auditors' reports of Storm Ltd.

REQUIRED:

4.1

4.2

4.3

4.4

4.5

Explain why the shareholders would not be satisfied with the report.

The managing director informed the auditors that he plans to purchase the
unissued shares during the next year, without advertising the new issuing
to the shareholders or the public. What advice should the auditors give to
him? Explain.

Explain why it was necessary for the auditors to stipulate pages 11 to 23 in
the report.

Explain TWO important consequences for Dan and Brown, should it be
found that they were negligent in exercising their duties.

Corporate governance:

4.5.1 Explain the difference between executive directors and
non-executive directors.

45.2 As a shareholder, you are attending the AGM where new directors
will be appointed. List and explain TWO characteristics you would
be looking for in the new directors.

453 At the AGM, many shareholders complained that the
Remunerations Committee had been negligent in their duties and
that Mr French (CFO) did not deserve the fees that he was paid.
State TWO different points to justify their opinion. Quote figures
or financial indicators.

INFORMATION:

A.

Copyright reserved

Extract from the external auditors' report:

We have audited the financial statements set out on pages 11 to 23. We
are unable to express an opinion on the financial position of the company
and the results of their operations and cash flow for the year ended on
28 February 2025. It has not been prepared in accordance with
International Financial Reporting Standards and in a manner required by
the Companies Act of South Africa.

Dan and Brown

Chartered Accountants (CA)
Registered Accountants and Auditors
Menlyn, 31 March 2025

NC/September 2025
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B. Directors' fees:
2025 2024
R R
Director's fees paid to CFO 5 800 000 4-000.000
Total fees paid to 4 other directors 6 000 000 6 000 000
C. Financial indicators:
2025 2024
Earnings per share 54 cents 102 cents
Dividends per share 25 cents 90 cents
Net asset value per share {82 cents 714 cents
Return on average shareholders' equity 4,9% 5,3%
Return on average capital employed 6,4% 9,1%

Copyright reserved
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GRADE 12 ACCOUNTING FINANCIAL INDICATOR FORMULA SHEET

Gross profit x 100
Sales 1

Gross profit x 100
Cost of sales 1

Net profit before tax x 100
Sales 1

Net profit after tax x 100
Sales 1

Operating expenses x 100
Sales 1

Operating profit x 100
Sales 1

Total assets : Total liabilities

Current assets : Current liabilities

(Current assets — Inventories) : Current liabilities

Non-current liabilities : Shareholders' equity

(Trade & other receivables + Cash & cash equivalents) : Current liabilities

Average trading stock x 365
Cost of sales 1

(See Note 1 below)

Cost of sales
Average trading stock

Average debtors x 365' X
Credit sales 1

Average creditors x 365
Cost of sales 1

Net income after tax x 100
Average shareholders' equity 1

(See Note 2 below)

Net income after tax x 100
Number of issued shares 1

(See Note 3 below)

Net income before tax + Interest on loans

x 100

Average shareholders' equity + Average non-current liabilities 1

Shareholders' equity  x 100

Dividends for the year  x 100
Number of issued shares 1 Number of issued shares 1
Interim dividends x 100 Final dividends x 100
Number of issued shares 1 Number of issued shares 1

Dividends per share x 100
Earnings per share 1

Dividends for the year x 100
Net income after tax 1

Total fixed costs

NOTE: 1.

Selling price per unit — Variable costs per unit

number of shares is used in practice.

Trading stock at the end of a financial year may be used if required in a question.
Credit purchases may be used instead of cost of sales (figures will be the same if stock is constant).
3. If there is a change in the number of issued shares during a financial year, the weighted-average
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QUESTION 1

accouDespmivaded from Stanmorephysics.com NC/September 2025
Answer Book
1.1  Calculate the correct net profit before tax.
Net profit before tax 440 000
Interest expense (94 120)
10
1.2 ORDINARY SHARE CAPITAL
1 596 000 7
RETAINED INCOME
Balance at the end of the year 383 200 7
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Answer Book

NC/September 2025

1.3 Statement of Financial Position for the year ended 28 February 2025

Assets

Non-current assets

Current assets

Total assets

Equity and Liabilities

Shareholders' equity

Non-current liabilites

Current liabilities

Total equity and liabilities

31

Copyright reserved

TOTAL MARKS

55
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Answer Book

QUESTION 2

21 2471
2.1.2
2.1.3

214

219 5

VALUE LTD

2.2 Reconciliation of net profit before tax and cash generated from operating
activities.

Adjustments i.t.o.

11
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Answer Book

2.3 Cash Flow Statement for the year ended 28 February

NC/September 2025

2025

Cash flow from operating activities

Cash generated from operations

Interest paid

Cash flow from investing activities

Purchase of fixed assets

(1 060 000)

Cash flow from financing activities

Repurchase of shares

Net change in cash and cash equivalents

Cash and cash equivalents at the beginning of the year

Cash and cash equivalents at the end of the year

16

2.4 Calculate the following financial indicators:

Net asset value per share

WORKINGS

ANSWER

Return on average capital employed

WORKINGS

ANSWER

TOTAL MARKS

40
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Answer Book

QUESTION 3

3.1 Share price:

Shares are being offered to the existing shareholders at 130 cents each.
Would you consider buying additional shares in this company? Briefly
explain by quoting TWO financial indicators, with figures.

3.2 Liquidity:

Although the company is not experiencing any liquidity problems, the
directors are very concerned about the liquidity of the company. Explain
why they are concerned. Quote TWO financial indicators with figures to
support their concerns.

3.3 Risk and gearing:

Blue Ltd is considering taking out an additional loan of R240 000 at an
interest rate of 17% p.a. What advice would you give the directors?
Quote TWO financial indicators with figures to support your answer.

Copyright reserved Please turn over
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Answer Book

3.4 Dividend payout policy:

Comment on the dividend payout policy by quoting figures and explain
why the directors decided to change the dividend payout policy.

3
3.5 Shareholding:
3.5.1 | Calculate Mark’s % shareholding on 1 January 2025 after the issuing of
new shares.
3
3.5.2 | Calculate Mark's % shareholding after the repurchase of shares on
1 May 2025.
2
3.5.3 | How has Mark's % shareholding in the company been affected by the
repurchase of the shares?
2

Copyright reserved Please turn over



accouDewpmivaded from Stanmorephysics.com NC/September 2025

Answer Book

3.6 Earnings and returns:

As a shareholder of Blue Ltd, would you be satisfied with the
performance of the company for 20257 Quote TWO financial indicators
with figures.

5
3.7 One director has queried the fact that, whilst the operating profit on
sales has improved, the percentage net profit before tax on sales has
declined. Provide a brief explanation to the director.
4

TOTAL MARKS

35
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Answer Book

QUESTION 4

4.1 Explain why the shareholders would not be satisfied with the report.

4.2 The managing director informed the auditors that he plans to purchase
the unissued shares during the next year, without advertising the new

issuing to the shareholders or the public. What advice should the
auditors give to him? Explain.

4.3 Explain why it was necessary for the auditors to stipulate pages 11 to 23
in the report.

4.4 Explain TWO important consequences for Dan and Brown, should it be
found that they were negligent in exercising their duties.
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Answer Book

4.5 Corporate governance:

4.5.1 | Explain the difference between executive directors and non-executive
directors.

Executive directors:

Non-executive directors:

4.5.2 | As a shareholder, you are attending the AGM where new directors will
be appointed. List and explain TWO characteristics you would be
looking for in the new directors.

Characteristic: Explanation:

Characteristic: Explanation:

4.5.3 | At the AGM, many shareholders complained that the Remunerations
Committee had been negligent in their duties and that Mr French (CFO)
did not deserve the fees that he was paid. State TWO different points to
justify their opinion. Quote figures or financial indicators.

POINT 1

POINT 2

TOTAL MARKS

20

TOTAL.: 150
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Marking Guidelines

MARKING PRINCIPLES:

[

10.

13,

12.

13.

14,
15.

Unless otherwise stated in the marking guidelines, penalties for foreign items are applied
only if the learner is not losing marks elsewhere in the question for that item (no penalty
for misplaced item). No double penalty applied.

Penalties for placement or poor presentation (e.g. details) are applied only if the
candidate is earning marks on the figures for that item.

Unless otherwise stated, give full marks for correct answer. If answer is incorrect, mark
workings.

If a pre-adjustment figure is shown as a final figure, allocate the part-mark as a working
mark for that figure (ot the method mark for the answer). Note: If figures are stipulated in
the memo for components of workings, these do not carry the method mark for final
answer as well.

Unless otherwise indicated, the positive or negative effect of any figure must be
considered to award the mark. If no + or — sign or bracket is provided, assume that the
figure is positive.

Where indicated, part-marks may be awarded to differentiate between differing qualities of
answers from candidates.

If candidates provide more than the required number of responses, inspect all responses
to give benefit to the candidate. Penalties may be applied for foreign entries if candidates
earn full marks on a question (max. -2 per question).

Where penalties are applied, t.hé. rﬁarks for that section of the question cannot be a final
negative.

Where method mark(s) are awarded for operation, the marker must inspect
reasonableness of the answer.

'Operation' means 'check operation'. 'One part correct’ means operation and one part
correct.
Note: Check operation must be +, -, x, + as per learner's calculation (if valid) or per memo.

In calculations, do not award marks for workings if numberator & denominator are
swapped — this also applies to ratios.

In awarding method marks, ensure that learner do not get full marks for any item that is
incorrect at least in part. Indicate with a [XI.

Be aware of learners who provide valid alternatives beyond the marking guideline. Note
that one comment could contain different aspects.

Codes: f = foreign item; p = placement/presentation.

This memorandum is not for public distribution, as certain items might imply incorrect
treatment. The adjustments made are due to nuances in certain questions.
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Marking Guidelines
QUESTION 1
1.1 Calculate the correct net profit before tax.
Net profit before tax 440 000
Depreciation (164 080 — 146 080) (181000) ¥ ¥
Provision for bad debt adjustment 880v'v
Trading stock deficit (10 000) v'v
Rent income 40 000 v'v
Audit fees (12 000) v
Interest expense (94 120)
Net profit before tax 346 760 M* 10
1.2 ORDINARY SHARE CAPITAL
152 000 v Ordinary shares 836 000 v
(32 000) g’rsdci}r}ary shares repurchased at (176 000) &*
130 000 v Ordinary shares issued 936 000 M
250 000 v Ordinary shares 1 596 000 7
RETAINED INCOME
Balance at the beginning of the year 1?351%3 §38|Oz/
Net profit after tax (345 000 x 72%) 231‘;96%?753
32 000 shares repurchased (201 600 — 176 000) (25 600) v
see shares repurchased above
Dividends (36 000)B&1*
Interim 6 000 v
Final (250 000 x 0,12) 30 000 v
Balance at the end of the year 383 200 7

*Operation one part correct

Copyright reserved
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1.3

Marking Guidelines

NC/September 2025

Statement of Financial Position for the year ended 28 February 2025

Assets

Non-current assets 3 837 320 A*
axggoagggti 1,940 000v — 164 080'- 294 600+ 3181320
Financial asset:

Fixed deposit: Easy Bank (82(3200030)(04151)62%00) 656 000 v
Current assets (221 600 x 2,5) 554 000 MM
Inventory balancing figure 232532229'3%
Vigns ot recel[\;asglggo — 97 093] or [130 000-97 092,8] 111?87;'1'?2%"
(44 000 — 1 760v'+ 4Q 000 + 3 600v'+ 32 907/32 907,20v")

%%Sgo%"f o 000 » e 000v) 182980 B
Total assets 43913204
Equity and Liabilities

Shareholders' equity 1979200 4
Ordinary share capital see 1.2 above 1596 000 4
Retained income see 1.2 above 383200 4
Non-current liabilites 2190 520
Loan: Best Bank balancing figure 21905204
Current liabilities 221 600 M*
(64000 + 4 000 +3600+ + 12 0004) 83600
Shareholders for dividends see 1.2 above 30 000
Current portion of loan (9 000 x 12) 108 000 v/
Total equity and liabilities see total assets 4391320 4

31

“SARS (income tax) can be under T & Payables if income tax calel .::;:‘!' Gl

ated is more than R130 000
¥ Operation.one part correct

1 to @ max. of -2 for foreign items

TOTAL MARKS
55
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Marking Guidelines
QUESTION 2
2.1 2.11 cv
220 EV
213 Bv
214 DV
215 AV 5

2.2 Reconciliation of net profit before tax and cash generated from operating

activities.
Net profit before tax (1728 000 x 100/72) 2400 000 v
Adjustments i.t.o.
Depreciation 526 000 v
Interest paid 204 000 v
ﬁ?fi}nggeg:gr;ilt:d from operations before changes in 3130 000
Changes in working capital 389 100 4
Decrease in inventory (1 260 000 =900 000) 360 000 v'v
Increase in debtors (69 600 — 114 600) (45 000) vv
Increase in creditors (108 000 — 182 100) 74 100 vv
Cash generated from operations 3519100 4

11
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Marking Guidelines

2.3 Cash Flow Statement for the year ended 28 February 2025

Cash flow from operating activities

Cash generated from operations

Interest paid
Taxation paid (26 000v" + 672 000K + 42 000v') OR

(-26 000 — 672 000 — 42 000) (740 000) 71
Dividends paid (88 000 + 134 000) (222 000) vi4
Cash flow from investing activities
Purchase of fixed assets (1 060 000)

Proceeds from the sale of fixed assets _ ¢
(4 804 400v'+ 526 000v" — 1 060 000v — 4 670 400v ) OR . 400 000
(4 670 400 + 1 060 000 — 526 000 — 4 804 400)

Cash flow from financing activities

Proceeds from shares issued (320 000 x 2,60)/ 832 000 V’ and/or

Change in loan (1 826 900 — 1 700 000) 126 900
Repurchase of shares

Net change in cash and cash equivalents 2015 200

Cash and cash equivalents at the beginning of the year (300 000) vv

Cash and cash equivalents at the end of the year 1715200 v 16

2.4  Calculate the following financial indicators:

Net asset value per share

WORKINGS ANSWER

[4 015 200 + 1 468 000]
5483 200 v 100 652,8 cents ¥
840 000 v X 1 one part correct

Return on average capital employed

WORKINGS ANSWER
(2 604 000) 2 marks 40,9% M
2400 000 v+ 204 000 v/ 100 Accept 40,87%
¥ [(3 732 000 + 5 483 200) +(1 700 000 + 1 826 900)] X 1 one part correct
v v must be %; if no %,
¥ [9 215 200 3 526 900] assume it is percentage if
not specified.
6 371 050 (2 marks) 5
TOTAL MARKS
40
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QUESTION 3

3.1 Share price:

Shares are being offered to the existing shareholders at 130 cents each.
Would you consider buying additional shares in this company? Briefly
explain by quoting TWO financial indicators, with figures.

Yesv/, the shares are being sold at 130 cents which is lessv’ than both the
market price of 140 centsv' and NAV of 132 centsv’.

4
3.2 Liquidity:
Although the company is not experiencing any liquidity problems, the
directors are very concerned about the liquidity of the company. Explain why
they are concerned. Quote TWO financial indicators with figures to support
their concerns.
Financial indicator v end with figures v’
Current ratio viimproved from2,2: 11052 :1 v
Acid test ratio v’ increased from1,2:1t02,8:1 v
The company is keeping to much stock and not converting it into cash. v'v/
Debtors are not paying their accounts on time.
Too much cash tied up
Not using existing liquid assets effectively 6
3.3 Risk and gearing:
Blue Ltd is considering taking out an additional loan of R240 000 at an
interest rate of 17% p.a. What advice would you give the directors? Quote
TWO financial indicators with figures to support your answer.
Although the debt/equity ratio v has increased from 0,06:1 to 0,32:1 v'the
company is still low financial risk v/
The ROTCE v has decreased from 31% to 22% v/, this is still more than the
interest rate on loans of 17%. The company is negatively geared. v/
6
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3.4 Dividend payout policy:

Comment on the dividend payout policy by quoting figures and explain why
the directors decided to change the dividend payout policy.

The dividend pay out poilcy increase from 54,5% in 2024 to 82,7%v in 2025.
The directors decided to pay out more of the earnings in the form of dividends
to satisfy the shareholders and in so doing attracting more investors.v'v'

3.5 Shareholding:

3.5.1 | Calculate Mark's % shareholding on 1 January 2025 after the issuing of new
shares.

250 000 x 100
600 000 v 1

=417% 4

3.5.2 | Calculate Mark's % shareholding after the repurchase of shares on 1 May
2025.

250 000 x 100
360 000 1

=69,4% vv

3.5.3 | How has Mark's % shareholding in the company been affected by the
repurchase of the shares?

After the repurchase he became the majority shareholder, he now owns
69,4% vv
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3.6 Earnings and returns:

As a shareholder of Blue Ltd, would you be satisfied with the performance of
the company for 20257 Quote TWO financial indicators with figures.

Although the ROSHEY has decreased from 36% to 31%v/, it is still more
than the interest rate on alternative investments of 8%.v

The DPS v'has increased from 18 cents to 24 cents.v’

The EPS has decreased from 33:icents to 29 cents.

3.7 One director has queried the fact that, whilst the operating profit on sales has
improved, the percentage net profit before tax on sales has declined. Provide
a brief explanation to the director.

Less of the income was absorbed in operating expenses in 2025v/, thus the
increase in percentage operating profit on sales (27% as opposed to 25%)v".
The percentage net profit before tax on sales has decreased in 2025 (19%
as opposed to 24%)v" because interest expense impacted negatively on the
operating profit.v’

TOTAL MARKS
35
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QUESTION 4

4.1 Explain why the shareholders would not be satisfied with the report.

This is a bad audit report, it is a disclaimer.v” The report does not comply with
the Companies Act or with IFRS.v

4.2 The managing director informed the auditors that he plans to purchase the
unissued shares during the next year, without advertising the new issuing to

the shareholders or the public. What advice should the auditors give to him?
Explain.

It is unethical and illegal and is considered as insider trading. v’
The issuing of new shares must be advertised to the public according to the

Memorandum of Incorporation¥ and the Companies Act so that anyone can
buy the shares.v’

4.3 Explain why it was necessary for the auditors to stipulate pages 11 to 23 in
the report.

They are only responsible for the pages they stipulated in the report i.e. only
pages 11 to 23 of the financial statements are subject to the audit and have
been investigated.v'v’

They are not liable for the other information in the annual reports.

4.4 Explain TWO important consequences for Dan and Brown, should it be found
that they were negligent in exercising their duties.

They cannot be reappointed by the shareholders as auditors because their
integrity is questioned. v'v/

Possibility of disciplinary procedures by the professional body.v' v’

Can be sued if negligence can be proved against them as auditors.

Copyright reserved Please turn over



rccowmloaded from Stanmorephysics.com NC/September 2025

Marking Guidelines

4.5 Corporate governance:

451 Explain the difference between executive directors and non-executive
directors.
Executive directors: are involved with internal functioning (operations) of the
company/hands-on/decisions may be based on a narrow
view. v’
Non-executive directors: have a wider perspective of the business
environment; and act in the best interest of the
v
company. >
4.5.2 | As a shareholder, you are attending the AGM where new directors will be
appointed. List and explain TWO characteristics you would be looking for in
the new directors.
Characteristic: v v/ Explanation: v'v/
¢ A morallethical person: e The shareholders have entrusted
Integrity/honesty/ethical/moral/ sets their investment to the directors.
good example/work ethie/ e They need expertise to run a
responsible/no conflicts of interest/no company well.
accusations of nepotism e Company would not fall behind on the
e Clear of any criminal record global market.
¢ Qualified for the job: Relevant e Employees would respect director/
qualifications/member of professional have confidence in their ability.
body/management ¢ Be a confident ambassador for the
skills/competence/good company/deal with stakeholders.
judgement/communication skills
¢ Innovative/creative
e Experience in field/good track
record/references/aware of policies
¢ Up to date with current trends/
continuous professional development
o Collaborative/a good team player 4
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453 | At the AGM, many shareholders complained that the Remunerations

Committee had been negligent in their duties and that Mr French (CFO) did
not deserve the fees that he was paid. State TWO different points to justify
their opinion. Quote f‘ gures or f‘ nancaal ind‘icators

point: comm irectors’ fees
o Mr French has given hlmse a 45% increase (Remuneration
Committee did not do their duty) — collusion is possible

NC/September 2025
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T, R1 800 000 increase is more than 50% of fee of other
directors/Other directors did not receive an increase (maintained
at R1 50'_0" 000 each)
» additional response. Any ONE of:
POINT2 | EPS dropped (from 102c) to 54c¢ (by 48c)
e ROSHE dropped (from 5,3%) to 4,9%
e ROTCE dropped (from 9,1%) to 6,4% 4
TOTAL MARKS
20
TOTAL: 150
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