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TASK 7.21  E & L Paint Shop:  Analysis & interpretation, In-
ternal control & Business ethics 

 

7.21.1 Consider the change in the mark-up. 
 (a) Calculate the mark-up percentage for 20.4 (the mark-up % for 20.3 was 70%). 
2 160 000 x 100 = 80% 
2 700 000    1 
 
 (b) The change in the mark-up percentage obviously caused a problem for the busi-

ness.  Explain what happened and how the problem can be solved. 
The extra 10% on the mark-up has apparently caused customers to shop elsewhere.  
The sales decreased significantly in total from R5 950 000 to R4 860 000, which caused the gross profit to 
drop by R290 000. 
 
7.21.2 Apart from selling paint the partners decided to offer a painting service since 20.3 
 (a) Calculate the profit made from the painting contracts for 20.4 (the corresponding 

figure for 20.3 was R90 000). 
R720 000 – 54 000 – 144 000 = R522 000 
 
 (b) The painters are threatening to resign.  What appears to be the problem?  What 

advice would you offer to the partners? 
The business has taken advantage of the painters they have employed.  
Although the fee income has risen 4 times from R180 000 to R720 000, they are each earning only R27 000 
(up from R18 000). 
The painters’ wages were 40% of the profit earned on the painting contracts in 20.3, but despite their in-
creases, this percentage dropped to 10.3% in 20.4. 
These financial statements are probably not published, so the painters are probably sensing from the size of 
the jobs they are doing that they are not being fairly paid or they are being over-worked. 
Advice: 
Consider employing another 2 or 3 painters and determine a more reasonable way of paying the painters, 
e.g. if painting contract income goes up by a certain percentage, so should the wages paid to the painters in 
total. 
 
 (c) In March 20.4 the municipality levied a fine on the partners of R200 000.  The 

painters had been disposing of the paint waste in the local river and the fish and 
plant life had died.  What would you say to the partners? 

The partners have been negligent.  
They should not allow their business to abuse the environment as someone else (i.e. the municipality) would 
have to clean up the mess, and someone else might be bearing the cost of the clean-up (i.e. the residents 
who pay rates to the municipality). 
The municipality has done the right thing by levying the fine. 
The partners must ensure that their employees clean up their mess properly and responsibly, even if it costs 
more to dispose of the waste in the proper way. 
 
7.21.3 Consider the salaries and wages to the manager and shop assistants.  There were 4 

shop assistants in 20.3.  One of them resigned and was not replaced. 
 (a) Are the partners likely to experience any problem relating to these employees? 
The salaries per assistant increased from R50 000 to R53 000, an increase of 6%.  
They might not be happy with this despite the fact that it approximately equal to the inflation rate in current 
times. 
The goods sold in 20.4 were 77% of those sold in 20.3 (judging from cost of sales), so the partners should 
make them understand that if customers decline, then workers might have to be retrenched accordingly. 
The manager received only a 2% increase so it is clear he will not be happy. 
These financial statements might not be published for all to see, but the partners are earning substantial 
profits despite not working at the shop. 
If the employees sense that they are not being fairly treated, they might well resign or become de-motivated 
and less efficient. 
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 (b) Explain the advice you would give to the partners in this regard. 
Assess the work that is being done by the manager and the assistants.  
If they do not deserve bigger increases, they must know what is expected of them in future. 
They cannot be blamed for results that are beyond their control, e.g. the increase in the mark-up percentage 
was probably decided by the partners. 
If so, the manager cannot be blamed for the drop in the number of customers. 
However, if poor service is the reason for the decline in sales, then they must be reprimanded. 
If the employees have all done their best, they need to be fairly rewarded. 
 
7.21.4 Consider the donations made by the partners through this business. 
 (a) Why would the partners have made a sizable donation to Toti Primary School in 

20.3? 
It is appropriate for businesses to support the local community as the community in turn supports the busi-
ness, especially if profits are significant.  
It is disappointing that something similar has not happened in 20.4. 
Maybe this is what is causing a drop in goodwill from the community in 20.4. 
 
 (b) GodfreyProjects.com is an organisation controlled by Gary Godfrey who is the 

campus manager of a local university.  He has promised to buy paint exclusively 
from E & L Paint Shop when they paint the university.  What comment would you 
make on the R100 000 in the Income Statement? 

This is obviously a bribe which is unethical.  
The partners and Gary Godfrey can face criminal charges. 
The other paint suppliers in the area have a right to complain bitterly about this situation. 
 
7.21.5 Consider the working capital items, i.e. stock, debtors and creditors.  Have these items 

been efficiently controlled or not?  Explain. 
The stock turnover rate has increased from 8 to 12 times, which means they have enough stock to last 1 
month.  
Whilst this means the stock is being efficiently controlled, they must ensure that the stock does not run out, 
especially if suppliers have production problems. 
The trading stock deficit dropped from R70 000 to R54 000 which indicates better control but is still not ide-
al, especially for large items like paint. 
The debtors are not being properly controlled.  
The collection period has worsened from 35 days to 50 days, whereas they should be paying in accordance 
with normal credit terms of 30 days. 
Bad debts increased from R36 800 to R66 300 which indicates poor control. 
Discount allowed dropped from R13 000 to R5 000 and this could be used as a strategy to make debtors pay 
more quickly. 
The creditors need not be paid so quickly.  They are being paid after 15 days whereas normal credit terms of 
30 days were applied in 20.4. 
 
7.21.6 Consider the other operating expenses not mentioned above. 
 (a) Identify those that have been well-controlled and provide evidence in each case. 
Electricity & water dropped from R19 500 to R17 300. 
Telephone dropped from R14 600 to R13 200. 
Property expenses dropped from R64 000 to R53 000 (but not wise if they are not maintaining the property 
properly, if rates are included here, note that these are beyond the control of the business). 
Sundry expenses have not shown a significant increase, so there does not appear to be a problem in this 
regard. 
 
 (b) Identify those that have not been well-controlled and provide evidence in each 

case. 
Entertainment of clients has increased from R8 000 to R35 000. 
Security guards dropped from R36 000 to R18 400 (probably not wise). 
Motor vehicle expenses increased from R32 000 to R56 000. 
Depreciation probably due to extra assets bought, so does not get controlled in the same way as expenses 
which affect cash. 
 
  



 

New Era Accounting:  Grade 11 222 Teacher’s Guide 

 (c) What advice would you offer the partners? 
Keep up the good control of those items that have been well-controlled.  
Compliment the manager and the employees on their roles in this regard, especially as they will have used 
the electricity and telephone. 
Investigate reasons for the worsening situation of those expenses that have not been well controlled, e.g. 
are the entertainment expenses genuine, are partners’ private car expenses being legally included in these 
figures, what new assets caused the increase in depreciation, are they needed for the business to operate? 
 
 

  


