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e Has uploaded over 3000+ educational videos for CA Foundation and CA Inter
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e Known for his dynamic, conceptual and “fun-and-learn” teaching
style
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Indirect Taxes & Management Consultancy

e Elected as Convenor of The Jalna CA CPE Chapter of WIRC of ICAl For 2 consecutive
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e He Has Successfully Completed & Qualified Following Certificate Course Conducted By
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1. Forensic Accounting & Fraud Detection
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4. Public Finance & Accounting
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e A multi-faceted professional with a Chartered Accountancy qualification and a
Bachelor’s degree in Law.
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e Specializes in:

e Taxation at CA Intermediate and CS Executive levels

e Economics at CA Foundation level

e Known for simplifying complex concepts with crystal-clear explanations and practical
Insights.

e Expertin delivering Fasttrack batches with proven
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e Frequently invited as a visiting faculty for Taxation at
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life examples, and exam-oriented approach.
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QUESTION 1 (10 MARKS)

The following accounting information and financial ratios of A&R Limited relate to the year ended 31st
March, 2020:

Inventory Turnover Ratio 6 Times
Creditors Turnover Ratio 10 Times
Debtors Turnover Ratio 8 Times
Current Ratio 24
Gross Profit Ratio 25%

Total sales Rs.6,00,00,000; cash sales 25% of credit sales; cash purchases Rs.46,00,000; working
capital Rs.56,00,000; closing inventory is Rs.16,00,000 more than opening inventory.



You are required to CALCULATE:

i)
i)

V)

)

V)
Vi)

vii)

(
(
(
(
(
(
(
(

Average Inventory 1SN QSO

Purchases X\ b 8o 000

Average Debtors Lo Vo oD

Average Creditors LyLyo ood

Average Payment Period  34-S DXTS WY %7
Average Collection Period &S %3 > & |
Current Assets ~ AhL0Yy o%d

Jiii) Current Liabilities, X% 80 66O

Take 365 days a year



(i)

Computation of Average Inventory

Gross Profit = 25% of Rs.6,00,00,000 = Rs.1,50,00,000

Cost of goods sold (COGS) = Sales - Gross Profit
= Rs.6,00,00,000 - Rs.1,50,00,000
= Rs.4,50,00,000

COGS
Average Inventory

6 = Rs.4,50,00,000
Average inventory

Inventory Turnover Ratio =

Average inventory = Rs.75,00,000



(ii)

Computation of Purchase
Purchases = COGS @ Stock — Opening Stock)

= Rs.4,50,00,000 + 16,00,000*
Purchases = Rs.4,66,00,000
* Increase in Stock = Closing Stock — Opening Stock = Rs. (1>6,90,000



(iii) Computation of Average Debtors

Let Credit Sales be Rs.100, Cash sales = % x 100 = Rs.25

Total Sales = 100 + 25= Rs.125

Total sales is Rs.125 credit sales is Rs.100

Rs. 6,00,00,000 X 100
125

If total sales is Rs.6,00,00,000, then credit sales is =

Credit Sales = Rs.4,80,00,000
Cash Sales = (Rs.6,00,00,000 - Rs.4,80,00,000) = Rs.1,20,00,000



Debtors Turnover Ratio = Net-Gredit-Sales =8

Average debtors
_ Rs.4,80,00,000 i
Average debtors
Average Debtors = RS'4’80£;00,000

Average Debtors = Rs.60,00,000



(iv) Computation of Average Creditors

Credit Purchases = Purchases — Cash Purchases
= Rs.4.66,00,000 — Rs.46,00,000 = Rs.4,20,00,000
Creditors Turnover Ratio = Credit Purcha.ses
Average Creditors
10 _ Rs.4,20,00,000
Average Creditors

Average Creditors = Rs.42,00,000



(v) Computation of Average Payment Period

. _ Average Creditors
Average Payment Period = , ,
Average Daily Credit Purchases

_ Rs. 42,00,000 _ Rs. 42,00,000
~ (Credit Purchases B (Rs. 4,20.00,000)
( 365 ) 365
- RoA2D0IW -, 365 = 36.5 days
Rs.4,20,00,000
Alternatively
Average Payment Period = 365/Creditors Turnover Ratio
_ 365 _

= —=36.5days
10 Y



(vi) Computation of Average Collection Period

Average Debtors y

A Collection Period = 365
verage Lotect | Net Credit Sales
- _Rs.60,00,000 x 365 = 45.625.days
Rs.4,80,00,000

Alternatively

Average collection period = 35 :
Debtors Turnover Ratio

= 365 =45.625 days

8



(vii) Computation of Current Assets

_ Current Assets (CA)
Current Liabilities (CL)

Current Ratio

2.4 Current Liabilities = Current Assets

orCL= C—A
2.4

Further, Working capital = Current Assets — Current liabilities

So, Rs.56,00,000 = CA - (2:—'2

Rs.56,00,000 = % Or, 1.4 CA=Rs.1,34,40,000

CA =Rs.96,00,000



(viii) Computation of Current Liabilities

Rs.96,00,000

Current liabilities = = Rs.40,00,000




QUESTION 2 (5 MARKS)

MNP Limited has made plans festhe year 2019 -20. It is estimated that the companywill employ
total assets of Rs.S0,00,000;f assets being financed by debt at an interest cost of 9% p.a.
Thedirect costs for the year are’estimated at Rs. 30,00,000 and all other operating expenses are
estimated at Rs. 4,80,000. The sales revenue are estimated at Rs. 45,00,000. Taxrate is assumed

to be 40%. CALCULATE:

(i) Net profit margin (After tax); \\"® Ve
(i) Return on Assets (After tax); \ 2.2 L(\/(
(ii) Asset tumower; and  © Y Nuery
(v) RetumonEquity. \g  \7 /



The net profit is calculated as follows:

Rs.
Sales Revenue 45,00,000
Less: Direct Costs 30,00,000
Gross Profits 15,00,000
Less: Operating Expense 4,80,000
Earnings before Interest and tax (EBIT) 10,20,000
Less: Interest on debt (9% x 15,00,000) 1,35,000
Earnings before Tax) (EBT) 8,85,000
Less: Taxes (@ 40%) 3,54,000
Profit after Tax (PAT) 5,31,000




(i) Net Profit Margin (After Tax)

Net Profit Margin - = GG =

==
(ii) Return on Assets (ROA) (After tax) "/,.
ROA _ EBIT (14) — \\"g0
Total Assets —

Rs.10,20,000(1-0.4) _ Rs.6,12,000
Rs.50,00,000 Rs.50,00,000

=0.1224 = 1224 %

(iii) Asset Turnover

_ Sales _ Rs.45,00,000 _
Assets Rs.50,00,000

Asset Turnover

Asset Tumnover =0.9 times
(iv) Return on Equity (ROE)

PAT _ Rs.5,31,000

ROE = AT .
Equity Rs.35,00,000

=15.17%




QUESTION 3 (5 MARKS) AT RS

Using the following information, PREPARE and complete the Balance Sheet given below:

()  Total debtto networth Cous 2100 ORI ( 2
(i)  Totalassetsturnover ; 2
(ili)  Gross profit onsales : 30%
(iv)  Average collection period ; @0 days

(Assume 360 days in a year)

(v)  Inventory turnover ratio based on costof goods sold and year-end inventory @
(v) Acid test ratio ; 0.75



Balance Sheet
as on March 31,20X8

Liabilities Rs. | Assets Rs.
Equity Shares Capital 4,00,000 | Plantand Machinery —~
and other Fixed Assets
Reserves and Surplus 6,00,000 ¢ Vﬂ')
Total Debt: /\ Current Assets:

CurrentLiabilities @ Inventory 0o o
Debtors ‘g 33373
Cash  (LpF) [4\&F
\§ o o> 1) om"'s




SOLUTION

Balance Sheetas on March 31,20X8

Liabilities Rs. Assets Rs.

Equity Share Capital 4,00,000 | Plant and Machinery and other
Reserves & Surplus 6,00,000 | Fixed Assets 4,25,000

Total Debt: Current Assets:

Current liabilities 5,00,000 Inventory 7,00,000
Debtors o8
Cash 41,667
15,00,000 15,00,000




Net worth = Capital + Reserves and surplus
=4,00,000+6,00,000 =Rs.10,00,000
Total Debt 1

Networth 2
. Total debt =Rs. 5,00,000
Total Liabilityside =Rs. 4,00,000 + Rs. 6,00,000 + Rs. 5,00,000
=Rs. 15,00,000
= Total Assets

Sales
Total assets

Total Assets Turnover =

_ Sales
Rs.15,00,000

. Sales =Rs. 30,00,000
Gross Profit on Sales: 30%i.e. Rs. 9,00,000



.. Cost of Goods Sold (COGS) =Rs. 30,00,000-Rs. 9,00,000
= Rs.21,00,000

COGS
Inventory turnover =
Inventory

_Rs.21,00,000
Inventory

3

.. Inventory =Rs. 7,00,000



Averagedebtors

Average collection period =
Sales / day

_ Debtors
Rs.30,00,000/ 360

.. Debtors = Rs.3,33,333.
_ Current Assets - Stock (Quick Asset)

Acid test ratio ——
Current liabilities
0.75 _ Current Assets - Rs.7,00,000
' Rs.5,00,000
CurrentAssets = Rs.10,75,000.

Fixed Assets = T otal Assets — Current Assets
= Rs.15,00,000- Rs.10,75,000 = Rs.4,25,000

Cash and Bank balance = CurrentAssets — Inventory — Debtors
= Rs.10,75,000- Rs.7,00,000 - Rs.3,33,333 = Rs.41,667



QUESTION 4 (5 MARKS )

Following figures and ratios are related to a company Q Ltd. :

(i)  Sales for the year (all credit) ¢ 30,00,000
(i)  Gross Profit ratio 25 per cent
(iif) Fixed assets turnover (based on cost of goods sold) 1.5

(iv) Stock turnover (based on cost of goods sold) 6

(v)  Liquid ratio 1:

(vi) Current ratio

(vii) Receivables (Debtors) collection period 2 months

(viii) Reserves and surplus to share capital 0.6:1



(ix) Capital gearing ratio 0.5
(x) Fixed assets to net worth 1.20 : 1

You are required to calculate :

Closing stock, Fixed Assets, Current Assets, Debtors and Net worth.
A Y v X N

YIS S0 \ St 680 2S00 Sy \ 250000



SOLUTION

(i) Calculation of Closing Stock:
Cost of Goods Sold = Sales — Gross Profit (25% of Sales)
=% 30,00,000 - ¥ 7,50,000
=3 22,550,000
Closing Stock = Cost of Goods Sold / Stock Turnover
=% 22,50,000/6 =¥ 3,75,000

(ii) Calculation of Fixed Assets:
Fixed Assets = Cost of Goods Sold / Fixed Assets Turnover
=3 22,50,000/1.5
=3 15,00,000



(iii) Calculation of Current Assets:

Current Ratio = 1.5 and Liquid Ratio = 1 U\\O\w‘\t){ — ( W
Stock =15-1=05 TR - A
Current Assets = Amount of Stock x 1.5/0.5 \ <\ wﬁ‘g
=% 3,75,000 x 1.5/0.5 =% 11,25,000 X
(iv) Calculation of Debtors: = 2 SX - TS0
Debtors = Sales x Debtors Collection period /1 ZD ok = 3 Lo
=¥ 30,00,000 x2 /12 — f\SbcﬂQ
=3 500,000 L g
o Cyw '~ —
(v) Calculation of Net Worth:
Net worth = Fixed Assets /1.2

=¥ 15,00,00011.2 =% 12,50,000



QUESTION 5 (5 MARKS)

The following is the information of XML Ltd. relate to the year ended 31-03-2018 :

Gross Profit 20% of Sales
Net Profit 10% of Sales
Inventory Holding period 3 months
Receivable collection period 3 months
Non-Current Assets to Sales 1:4
Non-Current Assets to Current Assets 1:2
Current Ratio 2:1
Non-Current Liabilities to Current Liabilities 1:1
Share Capital to Reserve and Surplus 4:1

Non-current Assets as on 31st March, 2017 ¢ 50,00,000



Assume that:

(i)  No change in Non-Current Assets during the year 2017-18

(i) No depreciation charged on Non-Current Assets during the year 2017-18.
(ili) Ignoring Tax

You are required to Calculate cost of goods sold, Net profit, Inventory, Receivables and
Cash for the year ended on 31¢t March, 2018

Couy = \ G & b e
Nb\r\\ﬂ"‘u\/ = 2% Qbm
AN G D QYO

e = >
Cgnn =~ \D Q0 OO0



SOLUTION

Workings
Non Current Assets _ 1
Curent Assets 2
Or 50,00,000 _1
Curent Assets 2
So, Current Assets =% 1,00,00,000
Now further,
Non CurrentAssets _ 1
Sales 4
Or 50,00,000 =1
Sales 4

So, Sales =¥ 2,00,00,000



Calculation of Cost of Goods sold, Net profit, Inventory, Receivables and Cash:
(i) Costof Goods Sold (COGS):
Cost of Goods Sold = Sales- Gross Profit
=3 2,00,00,000 - 20% of ¥ 2,00,00,000

=% 1,60,00,000
(i)  Net Profit = 10% of Sales = 10% of ¥ 2,00,00,000
=% 20,00,000
(iii)  Inventory:
12 Months

Inventory Holding Period = :
Inventory Turover Ratio

Inventory Turnover Ratio =12/ 3 =4

_ COGS
AverageInventory




_ 1,60,00,000
Average Inventory

Average or Closing Inventory =¥ 40,00,000
(iv) Receivables :

12 Months
Re ceivablesTurnover Ratio

Receivable Collection Period =

Credit Sales
Average Accounts Receivable

Or Receivables Turnover Ratio =12/ 3=4 =

2,00,00,000
Average Accounts Receivable

Or 4=

So, Average Accounts Receivable/Receivables =% 50,00,000/-



Cash:

Cash* = Current Assets™ — Inventory- Receivables
Cash =% 1,00,00,000 - ¥ 40,00,000 - ¥ 50,00,000

=% 10,00,000

(it is assumed that no other current assets are included in the Current Asset)









