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Introduction

I am a member of the team who marks Advanced
Financial Management. This article is designed to
give you, the candidate, an insight into my mind,
so that you can better understand what a marker
will be looking for when it comes to marking
your Advanced Financial Management script.

Insight into a marker’s thinking — appreciating what we are
trained to look for, what we award marks for, the reasons
why marks may not be awarded — will help you fulfil your
potential and gain the necessary marks to pass. It will help
you appreciate the points that will attract marks so that you
can better assess your answers when practicing questions.

This article uses three candidates’ answers to Question 1
from the AFM specimen exam. To support your reading of
this article, you should refer to the specimen exam on the
ACCA Practice Platform.

You may also find it interesting to refer to the published
answers for the specimen exam, noting the differences and
comparing the length and style to the candidates’ answers
seen in this article. It's important to remember that you don't
need to replicate the published answer to achieve a pass.
You can access the answers on the ACCA Practice Platform.
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Question 1

Observations on the requirement

Question 1 contains a number of requirements, as is usually
the case with a 50-mark question, and requires the
preparation of a report to the board of directors. It also
requires the use of numerical techniques to calculate costs
of capital and to discuss the findings from these calculations.

For the discussion elements, each relevant point will

generally be awarded 1 mark, although a well-discussed
point can be worth 2 marks. Remember, however, that to
discuss means to consider the pros and cons of an issue.

For the calculations in part (b), each part of the calculation will
generally be awarded 1 or 2 marks, depending on complexity.

A good answer to part (a) would look at each defence
strategy in turn and separately consider the feasibility and
the effectiveness of such a strategy.

A good answer to parts (b)(i)-(iii) would take a methodical
approach with clear and easy to follow workings.

A good answer to part (b)(iv) would discuss the outcome of
the calculations in (b)(i)-(iii) and what this would mean for
both the shareholders and the bond holders. It should also
include the key assumptions made in the earlier calculations.

A good answer to part (c) would include the arguments for
and against the approach taken to employee remuneration
and the possible issues arising from it.

Professional marks would be obtained from producing
answers which fully address the requirements.
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Specimen exam marked answers

Question 1 candidate one

Roll your cursor over each numbered note for the marks awarded and marker's comments to appear in the right side panel:

172 p

Marks awarded and comments:

o

1 mark awarded for a feasibility point — identifying there
are possible interested parties for the sell off of assets.

1 mark awarded for a feasibility point — possible going
concern issue.

1 mark awarded for an effectiveness point under onerous
contracts — making it unattractive to remove directors.

1 mark awarded for a feasibility point under onerous
contracts — may not be allowed under certain legislation.

1 mark awarded for a point on the feasibility of defence
strategies — categorised as being under sell-off assets.
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Roll your cursor over each numbered note for the marks awarded and marker's comments to appear in the right side panel:

2/2

Marks awarded and comments:

6.

10.
11.

12.

13.

14.

15.

16.

1 mark awarded for impact on the cost of capital.
1 mark awarded for impact on bond holders.

1 mark awarded for discussing long term negative
effects relating to bond holders.

1 mark awarded for discussing assumptions.
1 mark awarded for discussing assumptions.

1 mark awarded for discussing assumptions.
This is the maximum 3 marks for assumptions.

1 mark awarded for discussing the responsibility to act in line
with core principles.

1 mark awarded for discussing that the practice is not illegal,
but brings public scrutiny.

1 mark awarded for discussing negative coverage affecting
the business.

1 mark awarded for discussing the integrity of management
causing possible issues with investors/potential investors.

1 mark awarded for the overall view that it could be
considered acceptable.
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Roll your cursor over each of the highlighted cells in the spreadsheet to view the formulas that were used.

Roll your cursor over each numbered note for the marks awarded and marker's comments to appear in the right side panel:

=ERDENTDERE) * 8 20) B (B10+B12))*B14

1/3 p

Marks awarded and comments:

17.
18.
19.
20.

1 mark awarded — value of equity.

1 mark awarded - value of existing bonds.
1 mark awarded - cost of equity.

1 mark awarded — WACC.
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Marks awarded and comments:

21. 1 mark awarded - spot yield curve.
22. 3 marks awarded — value of new bonds.

23. 0 marks awarded for these calculations.

Roll your cursor over each of the highlighted cells in the spreadsheet to view the formulas that were used.
Roll your cursor over each numbered note for the marks awarded and marker's comments to appear in the right side panel:

~ EORARGEIE
22]

2/3 p
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Marks awarded and comments:

24. 1 mark awarded - revised cost of equity (OFR).
25. 2 marks awarded - revised WACC (OFR).

Roll your cursor over each of the highlighted cells in the spreadsheet to view the formulas that were used.
Roll your cursor over each numbered note for the marks awarded and marker's comments to appear in the right side panel:

= (Y (R VR + (B33 HBG3* B G B )(BS3/B72)*B64*0.75

3/3

OFR = own figure rule. This is when credit is awarded where a previous
error has been carried forward correctly in subsequent calculations.
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Notes on candidate one’s answer to Q1

Summary of marks: How could this answer have been improved?

TOTAL technical marks

Communication
Analysis and evaluation
Scepticism

Commercial acumen

TOTAL professional marks

OVERALL TOTAL

aa o w A~ b O

Professional skills summary

This candidate has demonstrated very good
communication skills and has obtained the available 5
marks here. This is because the format and structure of the
report have been met, the style, language and clarity of the
report are very good. The report is effective because the
answer is specific and relevant and it also adheres to chief
executive's proposal.

For analysis and evaluation there has been good use of the
data to determine suitable calculations, good use of the
data to support discussions and also to draw appropriate
conclusions. In this instance this answer would obtain 4
marks for analysis and evaluation.

For scepticism, there is no real focus on scepticism in
this answer and so there are no marks awarded for this.

In terms of commercial acumen, there are a number of
examples of using the information from the scenario and
also practical considerations to make commercial points,
such as the timing of the sales of individual centres and
consideration of the need to repay the loan principal.

All together this shows a reasonable demonstration of the
skill and would be worth 2 marks for commercial acumen.

This gives a total of 11 marks, but as there is a maximum
of 10 marks available, this is capped at 10 marks.

READ THE MIND OF AN AFM MARKER - Q1
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Specimen exam marked answers

Question 1 candidate two

Roll your cursor over each numbered note for the marks awarded and marker's comments to appear in the right side panel:

172 p

Marks awarded and comments:

N

1 mark awarded for effectiveness of selling-off assets.

1 mark awarded for feasibility of selling-off assets.

1 mark awarded for effectiveness of onerous contracts.

1 mark awarded for effectiveness of onerous contracts.

1 mark awarded for cost of capital discussion.
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Roll your cursor over each numbered note for the marks awarded and marker's comments to appear in the right side panel:

mm

(=]~ o]

2/2

Marks awarded and comments:

6. 1 mark awarded for discussing assumptions.
1 mark awarded for discussing assumptions.

8. 1 mark awarded for discussing assumptions.
This is the maximum 3 marks for assumptions.

9. 1 mark awarded for discussing impact on equity holders.

10. 1 mark awarded for discussing reputation risk.

11. 1 mark awarded for impact on employees and its follow
on effects.
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Marks awarded and comments:

12. 1 mark awarded - value of equity.

13. 0 marks awarded - value of existing debt.
14. 1 mark awarded - cost of equity.

15. 1 mark awarded - WACC (OFR).

Roll your cursor over each of the highlighted cells in the spreadsheet to view the formulas that were used. 16. 1 mark awarded —spot yield curve.

Roll your cursor over each numbered note for the marks awarded and marker's comments to appear in the right side panel: 17. 2 marks awarded for the value of existing bonds (OFR).
The year 4 redemption value error means 3 marks cannot
be awarded.

=BPEBERNEE 20085/ (B2+ B33 #R 2/ -3+B27*F23/-4

Jury vy
w|N

=y =
il »

OFR = own figure rule. This is when credit is awarded where a previous
error has been carried forward correctly in subsequent calculations.

172 p
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Marks awarded and comments:

18. 1 mark awarded — for (b(ii)) — market value of new bonds (OFR).
19. 1 mark — revised WACC (OFR).

Roll your cursor over each of the highlighted cells in the spreadsheet to view the formulas that were used.
Roll your cursor over each numbered note for the marks awarded and marker's comments to appear in the right side panel:

=B3ZBASHDOOB10+B34/(B4+B34)*B35

2/2

OFR = own figure rule. This is when credit is awarded where a previous
error has been carried forward correctly in subsequent calculations.
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Notes on candidate two’s answer to Q1

Summary of marks:

(a) 4
(b)(i) 3
(b)(ii) 4
(b)(iii) 1
(b)(iv) 5
() 2
TOTAL technical marks 19
Communication 4
Analysis and evaluation 2
Scepticism 1
Commercial acumen 0

TOTAL professional marks 7

OVERALL TOTAL 26/50

How could this answer have been improved?

Professional skills summary

This candidate has demonstrated good communication skills
and has obtained 4 marks here. This is because the format
and structure of the report have been met, the style,
language and clarity of the report are reasonable. The report
is effective because the answer is specific and relevant and it
also adheres to chief executive's proposal.

For analysis and evaluation there has been reasonable use of
the data to determine suitable calculations, although there
are some omissions in the analysis. There is good use of the
data to draw appropriate conclusions, although not much
support for the discussion and no clear demonstration of the

judgement of key matters and so this answer would obtain
2 marks for analysis and evaluation.

For scepticism, there is an effective challenge of some
of the information supplied and 1 mark would be awarded
for scepticism.

In terms of commercial acumen, there is no clear application
or explanation of commercial points in this answer, so there

are no marks awarded for this.

This gives a total of 7 marks out of 10 for the professional skills.
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15



Specimen exam marked answers

Question 1 candidate three

Roll your cursor over each numbered note for the marks awarded and marker's comments to appear in the right side panel:

an

Marks awarded and comments:

o

1 mark awarded for good feasibility point linked to
onerous contracts.

1 mark awarded for effectiveness of selling-off assets.
1 mark awarded for effectiveness of onerous contracts.

1 mark awarded for discussing the impact on equity holders
— as this appears to be related to directors

1 mark awarded for discussing the impact on equity holders.
1 mark awarded for discussing the impact on equity holders.

1 mark awarded for discussing that the low level of remuneration
could affect motivation of new staff.

1 mark awarded for discussing that company should live up to
its declaration of being socially responsible.

1 mark awarded for discussing positive image helping to attract
new customers.

READ THE MIND OF AN AFM MARKER - Q1
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Roll your cursor over each of the highlighted cells in the spreadsheet to view the formulas that were used.

Roll your cursor over each numbered note for the marks awarded and marker's comments to appear in the right side panel:

=AGEREEEA5+0.25*0.75)*0.9))+(0.25*0.75/(0.75+0.25*0.75))

1/2 p

Marks awarded and comments:

10.
11.
12.

13.

1 mark awarded - value of equity.
1 mark awarded - value of debt.

0 marks awarded - this is labelled as cost of capital, but only
considers equity, uses incorrect beta so can't get cost of equity
mark either.

0 marks awarded for these calculations.

READ THE MIND OF AN AFM MARKER - Q1

17



Marks awarded and comments:

14. 1 mark awarded for (b)(ii) market value of new bonds (OFR).
15. 1 mark awarded - revised cost of equity (OFR).

Roll your cursor over each of the highlighted cells in the spreadsheet to view the formulas that were used.
Roll your cursor over each numbered note for the marks awarded and marker's comments to appear in the right side panel:

=M PAET)2 5 ) TEWF5))5D.45*0.75/(0.55+0.45*0.75))

15| OFR = own figure rule. This is when credit is awarded where a previous
error has been carried forward correctly in subsequent calculations.
2/2
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Notes on candidate three’s answer to Q1

Summary of marks: How could this answer have been improved?

(a) 3
(b)(i) 2
(b)(ii) 1
(b)(iii) 1
(b)(iv) 3
(c) 3
TOTAL technical marks 13
Communication 3
Analysis and evaluation 1
Scepticism 0
Commercial acumen 1

TOTAL professional marks 5

OVERALL TOTAL 18/50

Professional skills summary

This candidate has demonstrated some communication skills
and has obtained 3 marks here. This is because the format and
structure of the report have not been fully adopted, however
the style, language and clarity of the answer are reasonable.
The report is effective because the answer is specific and
relevant and it also adheres to chief executive's proposal.

For analysis and evaluation there is insufficient use of the
data to determine suitable calculations. However there is use
of the data to draw an appropriate conclusion, although not
much support for the discussion and no clear demonstration
of the judgement of key matters and so this answer would
obtain 1 mark for analysis and evaluation.

For scepticism, there is no real focus on scepticism in this
answer and no challenge to the information supplied so
there are no marks awarded for this.

In terms of commercial acumen, there are examples of using
practical considerations to make commercial points,
particularly in the answer to part (c). All together this shows
some demonstration of the skill and would be worth 1 mark
for commercial acumen.

This gives a total of 5 marks out of 10 for the professional skills.
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For more tutor resources,
visit accaglobal.com/
tutor-resources

For more student resources,
visit accaglobal.com/
exam-resources
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