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A. Statement showing the Evaluation of Debtors Policies (Total Approach)

Particulars Present Proposed Proposed |Proposed Proposed
Policy i Policy B Policy C Policy D
‘3[} days (_40 da;s fa'O days ?0 days ?’5 days
A. |Expected Profit:
(a) Credit Sales 6,00,000 [6,30,000 6,48,000 6,75,000 6,90,000 Se ':"%3
(b) Total Cost other than -_F2
Bad Debts Vi=%
(i) Variable Costs [Sales 4,00,000 ,20,000 4,32,000 4,50,000 4,60,000 =
x 2/ 3] T Ve =24 o
i)Fixed Costs 50,00 50,000 50,000 X
7Y Teotoed G [14.50,000 )(4,70,00 000 ,00,000 10,000
—1(c) Bad Debts 6,000 9,450 12,960 20, 27800
(d) Expected Profit [(a) - [1,44,000 |1,50,550 1,53,040 1,54,750 1,52,400
| |(b) - (<)
B. [Opportunity Cost of e [7,500 &=|10,444 113380  «[16,667 - [21,250

Investments in
Receivables
& ‘Net Benefits (A — B)
Recommendation: The Proposed Paolicy A Th se in collection period by 10 days or total 40 days) should

be adopted since the net benefits under this policy are higher as compared to other policies.

Working Notes:

(i) Calculation of Fixed Cost = [Average Cost per unit — Variable Cost per unit] x No. of Units sold
=[2.25-"2.00] x (" 6,00,000/3)

="0.25x2,00,000 = 50,000

(i) Calculation of Opportunity Cost of Average Investments
Opportunity Cost = Total Cost x (Collection period/360) x (Rate of Return/100)

Present Policy =/4,50,000'x x (20/100) # >
Policy A = 4,70,000 x x (20/100) O&W\
Policy B =4,82,000 x (50/360) x (Z0/100) i\
Policy C =5,00,000 x x (267100)

Policy D =5,10,000 x (75/ 360) x{20/100)

Sodea % RK
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Cash Budget for the months of June, July, August and September

TELEGRAM: CA NOTE HUB

Particulars June () August (%) | Sept r(¥

Opening Balance 45,000 45,500 ) 5,000
Add: Receipts

Cash Sales (20% of respective month's Sales) 1,00,000 | 98,000 F 1,08,000 1,22,000

Collection from Debtors | 3,48,000 | 3,80,000)| 3,96,000 4,12,000

_Interest on Investments _(;T?‘\\M); 25,000
[ Total Receipts (A) CD 5,18,0004.5,23,50 5,49,500 C_E:Z:.Q;OOO 2
Payments
1months) April paid in June, and so on. 2,0(%0%3 2,1 0&59 2,60,%9 2,85}0%‘5‘,] /
Wages (% of previous month + %2 of Current month) 1,62,500 | 1,65,000 ,65,000 1,67,500
Overheads (1 month), previous month expenses paid CMAT) | (34T) +A) C.A )
now 0,000 (@38,000 (§) 37,500 (AP 60,800
Interest on Debentures (6% on ¥ 5,00,000) 30,000 - -
Instalment on Machinery (% 4,00,000 = 20 months) - 20,000 20,000
Advance Tax e = | ——
Total Payments (B) &3/ 432,5008 00
Closing Balance before investment in FD (A) - (B) 500)4, 90,500 52,000
Investment in Fixed Deposit (multiples of 1,000)
(Balancing Figure) -645 0 45000 |= 7,000
Closing Balance (required around ¥ 45,000) 1500§ é:BOO ) g45,0§_2
Working Notes: —
Computation of Collection from Debtors
Particulars April ) | May (%) [ June (%) | July () | August (%) | September (%)
Total Sales 4,20,000 | 5,00,000 | 4,90,000 [ 5,40,000 6,10,000 7
Cash Sales 0?0'/, 84,000 1,00,000 | 98,000 1,08,000 1,22,000
Credit Sales ) (3.36,000) (3,60,009 | 4,00,000 | 392,000 | 4,32,000 4,88,000
Receipt: ) ﬁ,
50% (_ \ 1,68,000 2,00,000 1,96,000 2,16,000
50% ) T 1,80,000 | 2,00,000 1,96,000

Total Receipts (38 '
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