
PRE-LEAVING CERTIFICATE EXAMINATION 2011 

Accounting - Higher Level 

(400 Marks) 

3 hour duration 

The paper is divided into 3 sections: 

Section 1: Financial Accounting (120 marks) 
This section has 4 questions (Numbers 1-4). The first question carries 120 marks and 
the remaining three questions carry 60 marks each. 
Candidates should answer either Question 1 only OR else attempt any TWO of the 
remaining three questions in this section 

Section 2: Financial Accounting (200 marks) 

This section has three questions (Numbers 5-7). Each question carries 100 marks. 
Candidates should answer any TWO questions. 

Section 3: Management Accounting (80 marks) 

This section has two questions (Numbers 8 and 9). Each question carries 80 marks. 
Candidates should answer ONE of these questions. 

Calculators 
Calculators may be used in answering the questions on this paper: 
However, it is very important that workings are shown in the 
answer-book(s) so that full credit can be given for correct work 
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Section 1 (120 Marks) 
Answer Question 1 OR 
any TWO other questions 

Q.1 Manufacturing Accounts

Ormonde Ltd, a manufacturing firm has an Authorised Share Capital of €950,000 
divided into 700,000 Ordinary share at €1 each and 250,000 7% preference share 
€1 each. The following trial balance was extracted from its books on 31/12/10. 

Buildings ( cost €500,000) 
Plant & Machinery (cost €200,000) 
Patents ( cost €80,000) 
Profit & Loss Balance at 1/1/10 
Bank 
Debtors & Creditors 
Purchases of raw materials 
Sales 
Sale of scrap materials 
Direct factory wages 
General factory overheads (inc 
Suspense) 
Selling and Distribution expenses 
Administration expenses 
8% Debentures (including €20,000 
issued on 1/4/10) 
Stocks on hand at 1/1/10 
Finished goods 
Raw materials 
Work in progress 
Interim dividends for 6 months 
Issued shared capital 
Ordinary Shares 
Preference Shares @7% 
VAT 

472,000 
132,000 
48,000 

89,000 
418,800 

119,600 
36,600 

31,600 
34,800 

73,000 
39,000 
34,000 
49,500 

1603100 

88,500 
78,400 
70,600 

766,500 
4,500 

160,000 

300,000 
100,000 

9,400 
1603100 

(i) The following information and instructions are to be taken into
account.

Stock on hand at 31/12/10 
Finished goods €75,000 
Raw materials €53,000 
Work in progress €27,000 

(ii) No record has been made in the books of raw materials costing
€13,800, which were in transit on 31/12/10. The invoice for these
goods had been received.

(iii) Included in the sale of scrap is €700 received for the sale of obsolete
machinery. The machinery had cost €4,500 on 1/7/06. The disposal
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took place on 30/9/10. The cheque had been entered in the Bank 
account. No other entry had been made in the books. 

(iv) It was discovered that goods which cost €5,000 to produce were sent to
a customer on a sale or return basis. These goods were charged to the
ebstomer in error at cost plus 25%. ..J 

(v) The suspense figure atise·s1'i7i" result of discount allowed €300 entered
only in the discount account.

(vi) Patent is being written off over 10 years.
(vii) During the year Ormonde Ltd built an extension to the warehouse.

The work was carried out by the company's owns employees. The
cost of their labour €26,000 is included in factory wages. The
materials costing €44,000 were taken from the firms stocks. No entry
had been made in the books in respect of this extension.

(viii) At the end of2010 the company revalued the land and buildings at
€800,000 ..

(ix) Depreciation is to be provided using the straight line method as
follows:
- Plant and machinery 20% per annum at cost
- Buildings 2% per annum (based on end of year value).

(x) The directors are proposing that
The preference dividend due be paid 
The total ordinary dividend for the year should be 19 cent per 
share. 
Provision should be made for debenture interest and 
corporation tax of €21,000. 

You are required to 
Prepare manufacturing, trading and profit and loss accounts for the year ended 
31/12/10.(75) 
Prepare a balance sheet as at 31/12/10( 4 5) 
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Q. 2 Farm Accounts

The following are the assets and liabilities of the Carter family who carry on a 
mixed farming business: farm buildings at cost €80,000: machinery at cost 
€55,000: electricity due €450: milk cheque due €1, 150: value of cattle €43,000: 
value of sheep €22,000: stock of fuel €700. 

The following is a summary taken from their cheque payments and lodgement 
book for the year ended 31/12/10 

Lodgements Chegue Payments 
Balance 2,500 Fertiliser 5,300 
Milk 24,000 Sheep 11,500 
Sheep 23,000 Dairy wages 700 
Cattle 18,500 Cattle 19,000 
Lambs 9,200 General farm expenses 9,600 
Calves 3,100 Light heat and fuel 4,400 
Ewe Premium 5,500 Drawings 12,700 
Wool 700 Repairs 7,100 
Beef Premium 3,600 Veterinary fees and medicines 4,700 
Forestry Premium 2,700 ACC loan and 18 mths interest 11,200 

at 8% pa on 30/6/10 
Balance 6,600 

92,800 92,800 

The following information and instructions are to be taken into account. 
a) Value of livestock on 31/12/10- cattle €48,000, sheep €24,000
b) Farm produce used by family during year milk €440, lamb €420
c) Farm expenses, fertiliser and veterinary fees are to be apportioned 60% to

"cattle and milk" and 40% to "sheep"
d) Other expenses are to be apportioned 80% to farm and 20% to household

(except depreciation which is all apportioned to the farm)
e) Depreciation to be provided on machinery at the rate of 20% of cost per

annum.
f) Veterinary fees and medicines include a cheque to VHI for €1,450.
g) On 31/12/10 milk cheque due €1,650, creditors for fertilisers amounted to

€760 and stock of fuel €840.

You are required to: 
Prepare a statement of capital for the farm on 1/1/10(15) 
Prepare enterprise analysis accounts for "cattle and milk" and "sheep" for the year 
ended 31/12/10.(20) 
Prepare a general profit and loss account for the year ended 31/12/10(20) 
Give two uses of farm accounts. (5) 
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. 3 Correction of errors 

The trial balance of Ben Arthurs, a garage owner, failed to agree on 31/12/10 and 
the difference was entered in a suspense account prior to the preparation of final 
accounts. On examination of the books the following errors were revealed. 

a) A debt of€600 owed privately to Arthurs by a business creditor had been
offset in full settlement against a business debt of €540 owed by Arthurs. No
entry had been made in the books in respect of this offset.

b) A motor car purchased on credit from J. Cronin for €9,000 was entered on the
incorrect side of Cronin's account and credited as €9,900 in the equipment
account.

c) Payments from business bank account for repairs to buildings €220 and
insurance of private house €380 were entered correctly in the bank account,
but respectively credited to buildings account and credited to insurance
account.

d) Arthurs had returned stock previously purchased on credit for €13,400 and had
entered this transaction in the relevant ledger accounts incorrectly as €14,300.
However a credit note subsequently arrived from the supplier showing a
restocking charge of €800. The only entry made in respect of this credit note
was a credit of €12,600 in the suppliers account.

e) Arthurs had won a private holiday prize for two worth €3,000 per ticket. One
ticket had been given to a salesman as part payment of salesman's commission
for the year, and the other to a creditor as payment of a debt of€3,700. The
only entry made was €500 in the drawings account.

Journalise the necessary corrections.(35) 
Show the suspense account(l 0) 
Prepare a statement of corrected net profit if the original profit was 
€49,500.(15) 
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Q. 4 Tabular Statements

The financial position of Wenger Ltd on 1/1/2010 is shown in the following 
Balance Sheet. 

Balance Sheet as at 31/12/2010 

Fixed Assets 
Land and Buildings 
Equipment 

Current Assets 
Stock 
Debtors 
Insurance Prepaid 

Cost 

420000 
160000 
580000 

Less creditors: amounts falling due within 1 year 
Creditors 81000 
Bank 38000 

Dep to 
date 

40000 
25000 
65000 

90000 
85000 
1200 

176,200 

Net 

380000 
135000 
515000 

119,000 57200 
-------

Financed by: 
Capital and Reserves 
Authorised-400,000 ordinary shares @€1 each 
Issued-290,000 ordinary shares @€1 each 
Share Premium 
Profit and Loss balance 

The following transactions took place in 2010 

Jan: Wenger Ltd decided to revalue the land and buildings on 
1/1/2005 at €650,000 which includes land now valued at 
€100,000 

572200 

290,000 
15,000 
267200 
572200 

Feb: A creditor who was owed €3,900 by Wenger Ltd accepted 
equipment the book value of which was €3,100 in full settlement 
of this debt. The equipment had cost €3,700 

March: Received a Bank statement showing a direct debit of €3,600 for 
fire insurance to cover the year ended 31/3/06 

April: A payment of €500 was received from a debtor whose debt had 
previously been written off as bad and now wishes to trade with 
Wenger Ltd again. This represents 40% of the original debt and 
the debtor has undertaken to pay the remainder of the debt by 
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January 2006. 

July: Wenger Ltd bought an adjoining business on 1/7/2005 which 
included Buildings €130,000, stock €65,000 and creditors 
€60,000. the purchase price was discharged by granting the 
seller 100,000 shares in Wenger Ltd at a premium of 45 cent 
each 

Sep: An interim dividend of 8c per share was paid on all paid up 
shares 

Dec: The buildings depreciation charge for the year is to be 2% of 
Book value. The depreciation charge is to be calculated from 
date of valuation and date of purchase. 

You are required to 
Record on a tabular statement the effect each of the above transaction had on the 
relevant asset and liability and ascertain the total assets and liabilities on 
31/12/2010 (60) 
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SECTION 2 Answer two Questions 

Q. 5 Interpretation of Accounts

The following figures have been extracted from the final accounts of Morcon Ltd a 
producer in the Construction Industry for the year ended 31 December 2010 

Trading and Profit and Loss account for 
year ended 31/12/2010 

Sales 
Cost of Goods Sold 
Total Operating Expenses for year 
Interest for year 
Net profit for year 
Proposed dividends 
Retained Profit for year 

Balance Sheet as at 31/12/2005 
Intangible Assets 
Tangible Assets 

€ 
940,000 
690,000 

(202,000) 
(15,000) 

33,000 
(28,000) 

5,000 

130,000 
800,000 

Current Assets (incl stock 60,000, debtors 66,000) 
Trade Creditors 
Dividends 

10% Debentures 2014/2020 
Issued Capital 

650,000 Ordinary Shares @ €1 each 
100,000 12% Preference Shares €1 each 
Profit and Loss Balance 

Market value of one ordinary share = €1.50 

a) Calculate the following for the year 2010

Ratios and figures for 2009 

Earnings per ordinary share 
Dividend per ordinary share 
Quick ratio 
Market price of ordinary share 
Return on Capital employed 
Return on Equity funds 
Interest Cover 
Gearing 

930,000 

190,000 
(152,000) 
(28,000) 
940,000 

150,000 

650,000 
100,000 
40,000 

940,000 

(i) Cash sales if the period of credit given to debtors is 2 months
(ii) Earnings per share
(iii) The Ordinary dividend cover
(iv) Interest cover
(v) Number of years it would take one ordinary share to recover its market

value at present payout rate.
(50 marks) 
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b) Advise the bank manager as to whether a loan of€150,000 should be granted
to Morcon Ltd for further expansion Use ratios, percentages and other
information from the above to support your conclusions.( 40)

(c) Give 2 remedies for poor liquidity (10)

(100 marks) 

6 Incomplete records 

E.Cummins lodged €390,000 to a business bank account on 1/1/2010 and on the same
day purchased a business for €340,000, including the following assets and 
liabilities: buildings €275,000, trading stock €22,800, three months rates prepaid 
€3,600, debtors €46,500, wages due €9,600 and trade creditors €63,330. 
Cummins did not keep a full set of books during 2005 but estimates that the gross 
profit was 40% of sales and he was able to supply the following additional 
information on 31/12/2010: 
(i) Each week Cummins took from stock goods to the value of€120 and cash

€130 for household expenses.
(ii) On 1/10/2010 Cummins borrowed €450,000, part of which was used to

purchase an adjoining premises costing €290,000. It was agreed that
Cummins would pay interest on the last day of the month at the rate of 8%
per annum. The capital sum was to be repaid in one lump sum in the year
2017 and, to provide for this, the bank was instructed to transfer €3,800 on
the last day of every month from Cummins' s business account into an
investment fund.

(iii) During the year, Cummins lodged dividends €2,950 to the business bank
account and made the following payments: light and heat €8,600, interest
€5,000, wages and general expenses €95,880, equipment €25,600, rates for
twelve months €16200 and college fees €4,580.

(iv) Cummins estimated that 25% of the following: equipment, light and heat
used and interest payable should be attributed to the private section of the
premises. He further estimates that 70% of college fees should be attributed
to a family member and the remainder to an employee.

(v) Included in the assets and liabilities of the firm on 31/12/2010 were stock
€17,300 (including stock of fuel €200), debtors €3 7,800, trade creditors
€26,460, cash at bank €67,382, electricity due €460 and €105 interest earned
by the investment fund to date.

You are required to prepare, with workings, 
(a) Statement/Balance Sheet showing Cummins's profit or loss for the year ended

31/12/2010 (50)
(b) Trading, Profit and Loss Account, in as much detail as possible, for the year ended

31/12/2010. (40)
(c) Summary of the advice you would give to Cummins in relation to the information

given above. (10)
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7 Cash Flow Statement 

The following are the balance sheets of Rooskey plc as at 31 /12/09 and 31/12/10 

Balance Sheet as at 31/12/10 31/12/09 

Fixed Assets € € € € 
Cost 580 550 
Less Acc. Depreciation (125) 455 (140) 410 

Investments 60

Current assets 
Stock 385 345 
Debtors 173 121 

558 466 
Less Creditors: amounts falling due within 1 yr 

Trade creditors 202 210 
Bank 126 37 
Taxation 55 33 
Dividends 52 71 

(435) (351) 
Net current assets 123 115 

638 525 
Financed by 
Creditors amounts falling due after 1 year 

10% debentures 200 120 
Capital & Resenres 
Issued share capital 
€ 1 ordinary shares 350 250 
Share premium 30 
Profit & Loss account 58 155 

638 525 
NOTE Balance Sheet is in 000 s 

The following information is also available 
a) 100,000 shares were issued at €1.30 per share
b) Fixed assets which had cost €100,000 and on which total depreciation of

€40,000 had been provided were sold for €65,000
c) Debentures were received on 1/1/10
d) Dividends due and taxation due at 31/12/09 were paid. An interim

dividend of€30,000 was paid during the year.
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You are required to 
Prepare an abridged Profit and Loss Account to ascertain the operating 
profit for the year ended 31/12/10.(25) 
Reconcile the operating profit to net cash inflow from operating 
activities.(30) 
To prepare the cash flow statement ofRooskey plc from the year ended 
31/12/10 .(35) 
Give two reasons why profit and cash are not the same.(10) 

Section 3 (80 marks) 

Answer ONE question 

Question 8 Marginal Costing 

Roryc Ltd manufactures a component for the motor industry. The company's 
profit and loss account for the year ended 31 December 2011 was as follows: 

Sales (200,000 units @ €9 each 
Less 
Direct material 
Direct labour 
Production overheads 
Administration costs 
Selling costs 

Net profit 

Direct materials and direct labour are variable 
Production overheads are 80 % variable 
Administration costs are 40% fixed. 

450,000 
250,000 
500,000 
80,000 

100,000 

Apart from sales commission of 4% of sales, selling costs are fixed. 

You are required to: 

€ 
1,800,000 

(1,380,000) 
420,000 

a) Calculate the company's break-even volume and margin of safety in 2011

b) Calculate how many units must be sold in 2011 if the company wishes to earn
a net profit of €480,000 assuming the selling prices and variable costs remain
unchanged but that all fixed costs increase by 15%.
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c) The selling price the company must charge in 2011. If fixed costs are
increased by 20% but the volume of sales and the profit remain the same.

d) The number of units that would provide a profit of 13% of the sales revenue
from these units when the selling price is €10 

e) The profit the company would make in 2011 if it reduced its selling price to €8,
increased fixed costs by €12,000 and thereby increased the number of units sold to 
220,000 units, with all other cost levels and percentages remaining unchanged.(10) 

f) Define each of the following
(i) Cost Centre
(ii) Uncontrollable cost
(iii) Period cost

Question 9 
Production Budgeting 

(80) 

Arsenal Ltd has recently completed its sales forecast for the year ended 31-12-11 
It plans on selling two products- Basic for €150 and Superb for €180. All stocks 
are to be reduced by 15% from their opening levels by the end of 2005 and are 
valued using the FIFO method. 

Basic Superb 
Sales demand is ex ected to be 7000 units 6000 units 

Both products use the same raw materials and skilled labour but in different 
quantities per unit as follows: 

Basic 
Material A 5 kgs 
Material B 4kgs 
Skilled labour 3 hrs 

The skilled labour rate per hour is € 11. 
Stock of finished goods on 1 January 11 are expected to be 

Basic 
Superb 

300 units @ €85 each 
200 units @€110 each 

Stocks of raw materials on 1 January 11 are expected to be 

Pagel2ofl8 

Superb 
8 kgs 
5 kgs 
4 hrs 



Material A 6000kgs @ €2. 70 per kilo 
Material B 5600kgs @ €3 .20 per kilo 

The expected price of raw materials during 2011 are 
Material A@€3.30 per kilo 
Material B @€3.50 per kilo 

The company's production overheads are expected to be 
Variable €5 per skilled labour hour 
Fixed €130,000 per annum 

You are required to prepare for 31/12/11 Arsenal Ltd's 
a) Production budget in units
b) Raw materials usage budget in units
c) Raw materials purchase budget (in units and €)
d) Manufacturing budget
e) Budgeted trading account (80 marks) 
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Mock solution 

Purchases of raw materials 
Creditors 
Closing stock raw materials 

Sale of scra ale 

Solution to Q.1 
418,800+ 13800 
70,600 + 13,800 
53,000 + 13,800 

= 432,600 
84,400 

= 66,800 

Plant and Machinery ale 
Disposal 700 Bal 4500 Bal b/d 200,000 Disposal 4500 
Bal 3800 

Ace De ale 
Disposal 3,825 Bal b/d 
Bal c/d 103,950 P+L 

107775 

68,000 
39,775 

107775 

Plant 
Profit 

Sold 
Rest 

4500 X 

195,500 
20% X 9/12 = 
X 20% 

Backdate 4500 X 20% X4.25 years =3825 

Sales 766,500 - 6250 
Debtors 89000 - 6250 
Closing stock finished goods 75000 

Debtors 

+5000

Bal 195500 

Dis osal ale 
4,500 Scrap 

25 Ace dep 

675 
39100 
39775 

=760250 
= 82750 
80,000 

General factory overheads 

700 
3,825 

Bal 89000 Returns 6250 
Overheads 300 
Balance 

Debtors 300 
Bal 36600 

I 

Land and Buildings 500000 + 26000 + 44000
Direct wages 119600 26000 
Purchases of raw materials 432600 -44000 

Bal 
Extension 
Reval Res 

Land & Buildin s 
500000 Bal c/d 
70000 

230000 

800000 Reval Res 

570000 
93600 

= 388600 

Ace de ale 
39400 Bal b/d 

P&L 
28000 
11400 



Revaluation Reserve 
Bal c/d Land& 230000 

Buildings 
Ace Dep 39400 

X7% = 

= 

= 

= 

= 

= 

= 

Preference dividend 
100,000 
½ year paid 
½ year due 

Ordinary dividend = 
paid 
due 
Total for year 19c x 300,000 

Debenture interest 
140000x 8%

20000 X 8% X 9/12 

SINCE I WROTE THIS 

PAPER DIVIDENDS DUE 

NO LONGER ON COURSE

= 

7,000 
3,500 
3,500 

46000 
11000 
57000 

11200 
1200 
12400 

Manufacturing account of Ormonde Ltd for yr ending 31/12/10 (1) 
Raw materials 
Opening Stock (2) 39,000
Purchases (4) 388,600

427,600 
- closing stock (2} 66,800 

360,800 
Direct wages {4) 93,600 

454,400 
Dep of Plant & Machinery (4) 39,775
Dep of Land & Buildings (3) 11,400
General factory overheads (3) 36,900 88,075 

542,475 
Add WIP at 1/1 (2) 34,000

576,475 
Less WIP at 31-12 (2) 27,000

549,475 
Less sale of scrap (3) 3,800
Profit on disposal (4) 25 3,825 

545,650 
Trading Profit and loss AC for year ending 31-
12-10
Sales (4) 760,250
Less Cost of Sales 
Opening stock (2) 73,000
Cost of manufacture (2) 545,650



618,650 
(6) 80,000 538,650 

221,600 

(3) 34,800
(3) 8,000

42,800 
(2) 31,600

74,400 
147,200 

(4) 12,400
134,800

(2) 21,000
113,800 

(3) 46,000
(3) 11,000
(3) 3,500
(3) 3,500 64,000 

- Closing stock
Gross Profit
Less expenses 
Administration
Patent written off THESE 
DAYS A FACTORY 
OVERHEAD

Selling expenses 

Operating profit 
Less interest 
Net profit 
Less taxation 
Profit after tax 
Ordinary div paid 
Ordinary div due 
Pref div paid 
Pref div due 
Retained earnings for year 

49,800 
(1) 88,500+  

138,300 

Balance Sheet as at 31/12/10 
Intangible fixed assets 
Patents (3) 40,000
Tangible fixed assets Cost Acc dep NBV 

Buildings 800,000 - (2) 800,000
Plant & Machinery 195,500 (3) 103,950 91,550 891,550 

(2} 
931,550 

Current Assets 
Stock - raw materials (2) 66,800

-WIP (2) 27,000
- finished goods (2) 80,000

Debtors (3} 82,450 
256,250 

Creditors amts falling due in less than one year 
Trade creditors 84,400 (2) 
VAT 9,400 (3) 
Debenture interest due 12,400 (4) 
Dividends due 14,500 (3) 
Taxation 21,000 (2) 
Bank 78,400 (2) 220,100 
Working Capital 36,150 
Net assets 967,700 

Financed by: 
Creditors failing due after one year (2) 160,000
Capital & reserves 
Ordinary share Issued (2) 300,000
Preference share issued (2) 100,000



Revaluation reserve 
P & L balance 

Statement of capital on 1/1/10 

Assets 

Buildings 
Machinery 
Milk cheque due 
Cattle 
Sheep 
Fuel prepaid 
Bank 

Liabilities 

Electricity due 
Interest due 
ACCLoan 

Capital at 1/1 

Note 1 
Loan = €10,000 
Interest due = €800 
Expense = €400 
Note2 
Sale of milk 
- due at 1/1
+ due at 31/12

Note 3 
Farm exps 
60% cattle 
40% sheep 

Note4 
Fertilisers 
+ Crs at 31/12

Solution to Q. 2 

(20) 

(2) 450
(2) 800
(3) 10,000

24,000 
(1,150) 

1,650 

24,500 

9,600 
5760 
3840 

5,300 
760 

6060 

(4) 269,400

(1) 138,300

(2) 80,000
(2) 55,000
(2) 1,150
(1) 43,000
(1) 22,000
(2) 700
(2) 2,500

204350 

11,250 

(1) 
193,100 

807,700 

967,700 



 
60% cattle 3636 
40% sheep 2424 

Note5 
Vet 4700 
-VHI 1450 

3250 
60% cattle 1950 
40% sheep 1300 

Enterprise a/c - Cattle & milk 
Sale of milk (1)24500
Sale of cattle & calves (18,500+ 3, I 00) 1) 

21,600 
Beef premium (1) 3600
Drawings of milk 440

50140 
Less cost of sales 
Opening stock 1 43,000 
Purchases 1 19,000 

62,000 
- closing stock 48,000 

14,000 
General farm expenses 1 5,760 
Fertiliser 1 3,636 
Vet fees 1 1,950 
Dairy wages 1 700 26,046 

Cattle profit 24,094 

Enterprise a/c - sheep 
Sale of sheep (1) 

23,000 
Sale of lambs I 9,200 
Ewe premium 1 5,500 
Wool 1 700 
Drawings of lamb 1 420 

38,820 
Less cost of sales 
Opening stock 1 22,000 
Purchases 1 11,500 

33,500 
- closing stock (24,000) 

9,500 
General farm expenses 1 3,840 
Fertiliser 1 2,424 
Vet fees 1 1,300 17,064 
Sheep profit 21,756 



General Profit & Loss account for year ended 31/12/10 

Income 

Cattle Profit 
Sheep - Profit 
Forestry premium 

Expenditure 
Light & heat 
Depreciation on machinery 
Loan interest 
Repairs 
Farm profit 

Two uses of Farm accounts (2 x 4) 
► Used for tax purposes
► Used when applying for EU funding

2 

4 3,048 
I 11,000 
2 320 

1 5,680 
2 

24,094 
21,756 
2,700 

48,550 

20048 
28502 

oOo============ 

Solution to Q. 3 
a) 
Debit creditors 2 540 
Credit capital 2 540 
Being private debt offset against business. Creditor now corrected. 

b) 
Debit purchases 2 9,000 
Debit equipment 2 9,900 
Credit Cronin 2 18,000 
Credit Suspense 2 900 
Being purchase of stock incorrectly entered in creditors and equipment now corrected. 

c) 
Debit repairs 2 220 
Debit drawings 2 380 
Debit buildings 2 220 
Debit insurance 2 380 
Credit Suspense 2 1,200 
Being repairs and drawings incorrectly entered now corrected. 

d) 
Debit Purchases returns 2 1,700 
Debit creditors 2 10,900 
Credit Suspense 2 12,600 
Being purchases returns and restocking charge incorrectly recorded now corrected. 

e) 
Debit wages 2 3,000 



Debit creditors 
Credit capital 
Credit discount received 

2 3,700 

Debit Suspense 2 500 

2 
2 

6,000 
700 

Credit drawings 2 500 
Being capital introduced treated as drawings now corrected. 

Original difference 
Drawings 

Sus ensea/c 

14,200 
1 500 Equipment 

14,700 

Repairs 
Drawings 
Capital 
Equipment 
Creditors 

Statement of corrected net profit at 31/12110 
Balance as per original books 
Add discount received 

Less 

Purchases 
Repairs 
Insurance 
Purchases returns 
Wages 
Corrected net profit 

2 
2 
2 
2 
2 

1 900 
1 220 
1 380 
1 220 
1 380 

1 12,600 

14,700 

2 

9,000 
220 
380 

1,700 
3,000 

1 

49,500 
700 

50,200 

14,300 

35,900 

==============nOo============ 



Solution to Q. 4 

Assets 1-1-10 Jan. Feb March April July Sept. Dec Dec Dec Total 
Land 420000 230000(2) 130000(2) 780000 
+Bdgs

Acc dep (40000) 40000(2) (12300)(2) (12300) 

Equipment 160000 (3700)(2) 156300 

Ace dep (25000) 600(2) (24400) 

Debtors 85000 750(2) 85750 

Insurance 1200 3600(2) (3900)(3) 900(2) 
P.P. 

Stock 90000 65000(2) 155000 

Goodwill 10000(2) 10000 

-

691200 270000 (3100) 3600 750 205000 (12300) (3900) 1151250(3) 

Liabilities 
·-

Issued ord 290000 100000(2) 390000 
shares 

Share 15000 45000(2) 60000 
premmm 

Creditors 81000 (3900)(2) 60000(2) 137100 

Bank 38000 3600(2) (500)(2) 31200(2) 72300(1) 

P+L 267200 800(2) 1250(2) (31200)(2) (12300)(2) (3900)(3) 221850(4) 

Reval Res 270000(2) 270000 

Total 691200 

691200 270000 (3100) 3600 750 205000 (12300) (3900) 1151250 



Solution to Q 5 
Proposed dividends 
- Pref dividend
Ordinary dividend

= 28,000 
(12,000) 
16,000 

i) Cash sales if period of credit given

Trade debtors x 
Credit sales 

(1)66,000 X 

12

12 = 

2 

2 

2X = 

X = 

X 

792,000(2) 
396,000 Credit Sales 

Total Sales 940,000 
- Credit sales 396,000(1)
Cash sales 544,000 [10] 

ii) 
Earnings per share 

iii) 

Net Profit Pref Div 
(2)No. of issued ord shares

33,000(1) 12,000 

650,000(1) 

= 3.2c [8] 

Dividend cover 

X 

X 

Net Profit Pref Div (2) 

iv) 

Ordinary dividend 

33,000(1) 12,000(1) 

16,000(1) 

= 1.31 times [8] 

Interest cover 

Net Profit + Interest

Interest 

(2) 

100 

1 

100 

1 

(2)



33,000(1) + 15,000(1)
15,000(1) 

3.2 times [10] 

v) 
Dividend per share 

Ord dividend X 

No. of ord shares 

16,000 X 

650,000 

= 2.46c 

Market price per = 

share 
Dividend per share 

61 years [9] 

(2) 

100 
1 

100 
1 

150c (2) 

2.46c 

(1) 

(b) Advice to the bank manager as to whether a loan of €150,000 at 8% interest
should be granted to Morcon Ltd. for further expansion. Use relevant ratios and other
information to support your answer. (50)

Profitability [9] 3x3 

► Return on Shareholders' equity decreased from 6% in 2009 to 3.04%
in 2010

► Return on Capital Employed decreased from 9% in 2009 to 5 .1 % in
2010

► Indicates an unhealthy trend, and does not reward the shareholders
sufficiently for taking the risk, compared to the interest rate of 10%
being charged on debentures- also is only matching the return from
risk-free investments ofless than 3%

Liquidity [91 3x3

► Current Ratio is 1.05: 1 in 2010
► Quick ratio has decreased from 0.8:1 in 2009 to 0.72:1 in 2010
► Unsatisfactory position as the firm only has 72c for every €1 it owes

and is not in a position to meet its short term debts

Gearing {9/ 3x3 
► Gearing has increased from 20% of total capital in 2009 to 26.6% of total

capital in 20 IO



► the firm is lowly geared
► if the bank were to grant the loan, the gearing would change to 36.69%
► which would still maintain the firm's low gearing
► interest cover has decreased from 7 times in 2009 to a worrying 3 .2 times

in 2010
► trend is unhealthy and 3 .2times is inadequate
► if the firm were to get the loan, interest cover would change to 2.22 times

which is well below the minimum required of 4 times

Security [8] 3+ 3+ 2 

► Fixed assets of €650,000 are available as security on the loan - sufficient for a
loan of€150,000

► Real value of fixed assets and intangible assets should be questioned- as there
are no 'write offs' (depreciation)

► Debentures are redeemable in 2014/2015 and there is no debenture redemption
reserve

Above four points must be included and any other three 

Any 3: (3 x 5) 
Purpose (3+2) 

► The purpose of the loan is for expansion
► If it is a potentially profitable project, then it would be looked upon

more favourably

Sector (3+2) 
► The company operates in the Construction industry, which is a very

volatile industry, especially at the present time - Credit squeeze property
crash recession etc.

Market Value o{Shares (3+2) 
► The share price has decreased from €2 in 2009 to €1.50 in 2010
► Indicates a lack of confidence in the company and based on these trends is

likely to fall further.

Dividend policv (3+2) 

Summary 

► Based on this year's earnings the dividends proposed are excessive
dividend cover is 1.31 times, so the company is not keeping sufficient
resources in the business

► Profitability, liquidity, market value of shares ,dividend policy of the
company and the sector are all negative aspects.

► I would strongly advise the bank manager to reject the loan proposal

Two remedies for poor liquidity 3+2 



► Sale and Leaseback of fixed assets
► Issue more shares
► Tighter credit control



40 

Trading Profit and loss AC for year ending 31-
12-10
Sales
Less Cost of Sales
Opening stock
Purchases

- Closing stock
Cost of sales
Gross Profit
Add interest earned by the fund

Less expenses 

Interest 
Wages and general expenses 
Light and heat 
Rates 

NET LOSS 

Balance Sheet as at 31/12/10 
Fixed assets 

Premises 
Equipment 

(2)22800
(2)80043

102843
(2)(17100) 

(7) 6750
(7) 87654

(2)142905

85743 
57162 

(2) 105
57267

(7) 6645 ----
(7)15750 116799 

(2) (59532:

(2) 565,000

(3) 19,200



Goodwill 
Fund 

Current assets 

Stock 
Debtors 
Bank 

Rates Prepaid 
Fuel prepaid 

Current liabilities 

Creditors (2) 
26,460 

Electricity due (2) 
46 

0 
Interest due (3) 

4000 
Working capital 

Financed by: 
Capital 
+ Introduced
-Net loss

-Drawings
+Loan

Advice 
► The firm should not rely on estimates.(5)

A full set of double entry records should be kept.(5) 

(2) 17,100
(2( 37,800 

(2) 67,382
(3)4050
(4)200

126532 

(30920) 

(2)390,000
(2)2,950

(4)(59532) 

(8)(27,071) 
(2)450,000

(4) 65030
(3) 11505

660735

95612 
756347 

756347 



Solution Q 7 

Abridged Profit and Loss account for year ended 31/12/10 

Operating Profit (2) 60
Less interest (6) (20)
Profit before tax 40
Taxation (4) (55) 
Profit after tax (15) 
Dividends (4) (82)
Retained earnings for the year (97)
Retained Earnings at 1/1/10 (2) 155
Retained Earnings at 31/12/10 (2) 58

Reconciliation of operating profit to net cash flow from operating 

activities 

Operating Profit (2) 60
Add depreciation charge ( 5) 25
Less profit on disposal (5) (5)
Increase in stock (4) (40)
Increase in debtors (4) (52)
Decrease in creditors (4) (8)

��--

Net cash outflow from operating activities (20) (2)

Cash flow statement for year ending 31/12/10 

Operating Activities 
Net cash inflow from operating activities(!) 
Return on Investment and servicing of finance(]) 
Interest paid 
Taxation(]) 
Corporation tax 
Capital Expenditure andfinancial investment(]) 
Purchase of investments 
Sale of fixed assets 
Purchase of fixed assets 

Equity dividends paid(]) 
Dividends paid 
Net cash outflow before financing 
Financing(]) 
Receipt of debentures 
Issue of shares 
Share premium 
Decrease in cash 

Reconciliation of net cash flow to movement in net debt 

(4) (60)
(3) 65
(4)(130)

(2) 80
(2) 100
(2) 30

(20) 

(3) (20)

(3) (33)

(125) 

(3) (101)
(299)

210 
(2) (89)



Decrease in cash 
Receipt of debentures 
Change in net debt 
Net Debt at 1/1/10 
Net Debt at 31/12/10 

Two reasons why cash and profit are not the same 

(1) 
(2) 
(2) 
(1) 
(2) 

(89) 
(80) 
(169) 
(157) 
(326) 

► Purchase of fixed assets reduces cash but does not affect profit.(6)
► Receipts from debtors might be difficult to collect.(6)

Solution to Q. 8 

Sales 200,000 @ €9 
Less: variable costs 
Direct materials 
Direct labour 
Production overheads (1) 
Administration 
Sales commission (4% of sales) 
Contribution 
Less: fixed costs 
Production overheads ( 1) 
Selling expenses (without commission) 
Administration expenses 
Net Profit 

a) 
Breakeven point 
(3+3+4) 

Margin of safety 
(3+2) 

= Fixed costs 
CPU 

55173 units (10) 
budgeted sales 
200,000 
144827 units(5) 

b) Sales in units to provide a profit of €480,000

450,000 
250,000 
400,000 
48,000 
72,000 

100,000 
28,000 
32000 

160000 
2.90 

BEP 
55173 

Fixed costs for 2011 = 160000 + 15%
= €184000 

Fixed costs + target profit

= 

= 

CPU 

€184000 + €480,000
2.90 

228966 units (10) 

1,800,000 

1220,000 
580,000 

160000 
420,000 

Per unit 
€9.00 

€6.10 
€2.90 



c) Selling price for 2011
Fixed costs for 2011
160000 + 32000

Contribution required for 2011 
= fixed costs + profit

= 

= 192,000 + 420,000
= 612,000 

Contribution per unit 
= 612,000 

200,000 
= 3.06 (2) 

+ variable cost ( excluding commission)

(96%) selling price (excluding commission) 

to find selling price including commission 

d) 

FC 

192,000 

= 5.74(2) 

= 8.80(3) 

= 8.80 
0.96(3) 

€9.17 (13) 

CPU- Target profit% of selling price 

160000 
3.86-1.30 

62500 units (15) 

rl_220000 X 1.94= €426800 

-€172000 

Profit = €254800 (15) 

(5+5+5) 

(5+5+5) 

f) A cost centre is a part of the firm where costs are generated e.g. Production line for
labour and materials. (4)
Uncontrollable cost is over which the firm has no control e.g. Rates set by the
corporation.( 4)
Period costs are worked on a time basis e.g. Annual Rent.( 4)



Production budget 
Budgeted sales 
Add Closing stock 

Less opening stock 
Budgeted Production 
Materials usage budget 

Basic 
Superb 
Materials usage in kgs 

Solution to Q9 

Material A 

Basic 
(2) 7000
(2) 255

7255
(3)(300) 

6955 

(6955 X 5 34775 3 

(5970 X 8 47760 3 

82535 3 

Materials purchase budget 
Material usages 82535 
Add budgeted closing stock (2) 5100

87635 
Less budgeted opening stock (1) (6000)

Materials Purchases budget (kg) 81635 
Purchase price per kg (2) €3.30
Materials purchase budget € 269395.5

Purchase of raw materials 269395.5
198905
468300.50 

Budgeted manufacturing Ale 
Opening stock raw materials (6000x2.7 +5600x3.2) 
+ Purchases of raw materials

Superb 
(2) 6000
(2) 170

6170
(3) (200)

5970 

Material B 
(6955 X 4 27820 

(5970 X 5 29850 

57670 

3 

3 

3 

1) 

(2) 

34120 
468300.5 

( 

57670 
4760 
62430 
(5600) 

56830 
I €3.50 

198905 

(2) 
(1) ----



502420.5 
-closing stock of raw materials (5100x3.3+4760x3.5) 33490 (3) 
Cost of raw materials used

Direct labour 
Basic (6955 x 3 x 11) =229515 
Superb ( 5970 x 4 x 11) = 262680 (3) 

Variable overheads 
Basic (6955 x 3 x 5) 104325 
Superb (5970 x 4 x 5) 119400 
Fixed overheads 

COST OF MANUFACTURE (2) 

Budgeted Trading Ale

Sales (7,000 X 150) (1) 
(6000 X 180) (1) 

(1) 
Less cost of sales 
Opening Stock 300 X 85 (3) 25500

200x 110 (3) 22000
47500 

+ cost of manufacture (1) 1314850.5
1362350.5 

-closing stock 255 X 87.20 = 22236 
170 X 119.50 = 20315 (]OJ 42551 

COST OF SALES 
GROSS PROFIT (3) 

Value of closin2: stockrBreakdown of the 10 awarded above] 

Mat A 
MatB 
Labour 
Variable o/h 
Fixed o/h 

Fixed overheads 
Total hours 

130,000 
6955 X 3 + 5970 X 4 

Basic 
5x3.30= 16.50 
4x3.5= 14.00 
3 X 11 = 33.00

3 X 5 =15.00 

3 X 2.90 = 8.70 
87.20 

130000 / 44745 2.90 per direct labour hour 

Superb 
(1) 8 X 3.30 26.40 
(1) 5 X 3.50 17.50 
(1) 4 X 11 44.00 
(1) 4 x 5 20.00 
(1) 4 x2.90 11.60 

= 119.50 

468930.5 

492195 

223725(2) 
130000(2) 

1314850.5 

1050000 
1080000 
2130000 

1319799.5 
810200 

(1) 

(1) 
(1) 

(1) 

(1)




