
 
 

 
SECTION 2 (200 Marks) 

Answer ANY TWO questions 
 

 
5. Interpretation of Accounts 

The following figures have been extracted from the final accounts of Twomey Ltd, a manufacturer, in the dairy industry, 
for the year ended 31 December 2001. 

 
Trading and Profit and Loss account for  Ratios and figures for year ended  
year ended 31/12/2001  31/12/2000 
  € 
Sales 950,000 Earnings per share 26c 
Costs of goods sold  (570,000) Dividend per ordinary share 2.6c 
Total operating expenses for the year (210,000) Quick ratio 0.8 to 1 
Interest for year (12,000) Market value of ordinary share €1.95 
Net Profit for year 158,000 Return on capital employed 17% 
Proposed dividends (88,000) Return on equity funds 6.1% 
Retained profits for year 70,000 Interest cover 11 times 
  Gearing 36% 
    
 
Balance Sheet as at 31/12/2001 
 
Intangible Assets 120,000 
Fixed Assets 700,000 820,000 

  
 Current assets (including debtors €98,000, 
  stocks €42,000)  170,000 

Current Liabilities 
Trade creditors  (32,000) 

 Proposed dividends (88,000)   50,000 
  870,000 
  
 12% Debentures 2007/2008  100,000 
 Issued capital 
  450,000 Ordinary shares @ €1 each 450,000 
  200,000 12% preference shares @ €1 ea. 200,000 
 Profit and Loss Balance 120,000 770,000 
  870,000 
  
 Market Value of one Ordinary Share   €2.04 
 
 
 You are required to calculate the following for the year 2001: 

 
(a) 1. Cash sales if the average period of credit given to debtors is 2 months. 

2. Earnings per share. 
 3. Price Earnings Ratio. 
 4. How long it would take one ordinary share to recoup (recover) its market value based on  
  present dividend pay out rate. 
 5. The ordinary dividend cover.        (45) 

 
 (b) A friend of yours has been given the opportunity to buy ordinary shares in Twomey Ltd but  
  before doing so asks your opinion. What advice would you give? Use ratios, percentages and  
  any other information from the above to support your conclusions.     (55) 
   (100 marks) 
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