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Section A:  Finance: answer ONE of two questions. This section is worth 50 marks in total. 

Section B: Economics:  Answer ANY TWO of the three questions. Each question is worth 50 marks. This section is worth 100 marks in total.

You should answer only the required number of questions.

If you answer more than the required number of questions you should cancel (put a line through) the question(s) you do not want marked.

If you do not cancel extra questions, the examiner will mark the questions in the order presented in your answer book until the required number of questions have been marked.
Section A: Finance

Please answer only one of the following two questions  
Question 1 (50 Marks)

(a) Prepare the following: 

i. The Statement of Comprehensive Income for the year 31st December 2017 (16 Marks)

ii. The Bank Balance as at 31st December 2017?



  (10 Marks) 

[image: image1.emf]Marking:

PJ Davey's Statement of Comprehensive Income for the year ended 31st December 2017 1

€ €

Sales 69,000         3

Cost of Sales 44,000         3

Gross Profit 25,000         1

Operating Expenses

Insurance 4,250            2

Rent 2,750            2

Depreciation 5,500            12,500         3

Net/Operating Profit/Loss 12,500         1


[image: image2.emf]PJ Daveys's Bank Balance as at 31st December 2017

€ Marking:

Opening Balance 105,000       1

1st Jan 27,500 -        1

25th Jan 60,000 -        1

6th July 32,000         1

8th Aug 12,750 -        1

25th Sept 4,250 -           1

21st December 11,000         3

Closing Balance 43,500         1


b) Explain the following accounting concepts and provide examples of each.
I. Relevance
II. Prudence Concept
III. Going Concern

IV. Materiality
  (12 Marks)
[image: image3.png]Relevance.

Tnformation should oaly be included in financial statemeats i it s relevant. Relevance i taken to mean tht the
information has the abilit to nfluence the economsic decisions of users. The information must be provided in 3
timely manner i . time to nfluence those decisions

‘Materiality s a component of relevance. Information is material ifits omission or misstatement could influence.
the economii decisions of users.




[image: image4.png]Prudence
Tn conditions of uncertainty, a cautious approach should be taken, so that gains and assets are not overstated and
losses and liabilities are not understated. This means that

* Sales and profit should not be included in the income statement wntl the cash has been received or
that there is reasonable certanty that the cash maybe received.

* In contrast, losses should be recognised in the income statement as soon as they are foreseen and
considered reasonably certain.

An example of prudence can be seen in the allowance for receivables. As at the year end the entity does not
know which receivables will not be able to pay the balances due. I it did these Balances would need to be
written offas irrecoverable debts. However based on past experience and knowledge of the economy the entity
knows that i all probability not all receivables will be able to discharge the balances owed. The entiy therefore
sets up an allowance for receivables to reflect balances that the entity expects not t0 receive and this is deducted
from receivables in the statement of financial position. Therefore the figure reported for receivables can be
thought of as the funds the entity expects to receive as opposed to the total balances owed as at the year end.




[image: image5.png]Going Concern

Financial transactions are usually prepared on the assumption that the business will continue in operational
existence for the foreseeable future. This means that the financial statements are drawn up on the assumption
that there is 5o intention or necessity to close down the business.

If the financial statements are not prepared on the going concem basis then they must be prepared on what is
o s e reak p basi.The bk up bass reflects he fllowng:
‘Some non-current assets may be sold at less than their value on the statement of financial position.
whilst a machine may have a use for specific business, it may be scrap or no use o other

businesses.

* In contrast, property may be sold for a value in exces of that shown in the statement of financial
‘position based on original cost.

* Tfthe entire inventory is sold at once then it will not be sold for as much money as if it were sold
in the normal way.

“ Some receivables may decide notto pay the business if i is known the business i about to g0 into.
liquidation.

In most cases financial statements are prepared on a going concern basis unless there is evidence to the contrary.




[image: image6.png]Materiality
Materiality s a threshold quality that is demanded of al information given in the financial statements. When

immaterial information is given in the financial statements, the resulting clutter can impar the understand abilty
of the other information provided.

An item’s size is judged in the context both of the financial statements as a whole and of the other information
available to users that would affect their evaluation of the financial statements. An example of a material item is
the value of non-current assets of €/£250.000 in the financial statement of an entity with fotal assets of
€/£320,000. The non-current assets are materialto the financial statements of the entiy.




Note: Candidate must provide examples where appropriate.

c) The following information relates to Bia Ltd
Calculate the following: 

i. The current ratio. Answer: 1.98
ii. The acid test/quick ratio. Answer: 1.79
iii. The Trade Payable days. Answer: 42.0 Days 

iv. The Trade Receivable days. Answer: 49.5 Days 



(12 Marks)
Question 2 (50 Marks)
a) Prepare a cash budget for Sept and Oct, including the purchase of equipment and state if McNabb Ltd can afford the equipment.
  




(20 Marks) 

	
	Sept 
	Oct
	Marks

	In 
	
	
	

	Sales- Cash 
	16,185
	16,250
	4

	Sales – Credit 
	8,820
	8,715
	4

	Total 
	25,005
	24,965
	

	Out
	
	
	

	Purchases - Credit
	13,000
	13,050
	3

	General Expenses
	5,695
	5,711
	2

	Equipment
	0
	6,400
	3

	Total 
	18,695
	25,161
	

	Net
	6,310
	(196)
	1

	Op Balance 
	5,876
	12,186
	1

	Cl Balance 
	12,186
	11,990
	1


State if McNabb Ltd can afford the equipment for 1 mark. 

b) Critically evaluate the above statement. Your critique should also discuss how better budgeting can be achieved within organisations. 










(30 Marks)
Your answer should make reference to the article cited above and any other relevant articles advised.
The answer can include some of the following points but is not limited to the following:

· Problems with Budgeting

· Advantages of Budgeting

· Leaner/Better Budgeting

· Improve budgeting rather than abandoning it

· Budgeting process must be aligned to the organisation’s strategies and they must involve processes that are value-adding

· Critical success factors for better budgeting 

All valid points on budgeting will be considered and marked appropriately.
Note: For all theory questions all suggested solutions have been given as a guide. All reasonable answers will be considered and marked appropriately.
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