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FINANCIAL ANALYSIS & PLANNING - RATIO ANALYSIS

Solution 1:

(i) Determination of Sales and Cost of goods sold:
Gross Profit Ratio = Z227°/% 100
ales
25 _ X12,00,000
Or, T00= = sales

Or, Sales = 1200000 7 4800,000

Cost of Goods Sold = Sales — Gross Profit
=3 48,000 - ¥ 12,00,000 =% 36,00,000

(i) Determination of Sundry Debtors:
Debtors’ velocity is 3 months or Debtors’ collection period is 3 months,

12 months

So, debtors’ turnover ratio = ————=4

3 months

, : Credit Sal 348,00,000
Debtors’ turnover ratio = e = =4

Average Accounts Receivable Bills Receivable + Sundry Debtors -

Or, Sundry Debtors + Bills receivable =¥ 12,00,000
Sundry Debtors =% 12,00,000 - ¥ 75,000 =% 11,25,000

(iii) Determination of Closing Stock
Stock Turnover Ratio = £&LeLG00dssold - 536 00,000 = 1.5

Average Stock

So, Average Stock = ¥ 24,00,000

Opening stock + Closing stock
2

Now Average Stock =

(Opening Stock +330,000) _
> =¥ 24,00,000

Or, Opening Stock +
Or 2 Opening Stock + ¥ 30,000 =¥ 48,00,000

Or 2 Opening Stock =% 47,70,000

Or, Opening Stock = ¥ 23,85,000

So, Closing Stock =¥ 23,85,000 + ¥ 30,000 =¥ 24,15,000

(iv) Determination of Sundry Creditors:
Creditors’ velocity of 2 months or credit period is 2 months.

. B . 12
So, Creditors’ turnover ratio = —22enths _ g

2 months

. . Credit Purch *
Creditors turnover ratio = ——————"2
verage Accounts Payables

= ¥ 36,30,000 =6

Sundry Creditors + Bills Payables

So Sundry Creditors + Bills Payable = ¥ 6,05,000
Or, Sundry Creditors + ¥ 30,000 =% 6,05,000

Or, Sundry Creditors =% 5,75,000

(v) Determination of Fixed Assets

. . Cost of Goods Sold
Fixed Assets Turnover Ratjo = -£2stof Goods Sold _ 4

Fixed Assets

Or, ¥ 36,00,000 = 4

Fixed Assets
Or, Fixed Asset =3 9,00,000
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Workings:

*Calculations of Credit Purchases:

Cost of goods sold = Opening Stock + Purchases — Closing Stock
¥ 36,00,000 =¥ 23,85,000 + Purchases — ¥ 24,15,000

Purchases (credit) = ¥ 36,30,000

Calculation of credit purchase also can be done as below:
Or Credit Purchases = Cost of goods sold + Difference in Opening Stock
Or Credit Purchases = 36,00,000 + 30,000 =¥ 36,30,000

Solution 2:

Working Notes:

(1) Total liability = Total Assets = ¥ 50,00,000
Debt to Total Assets Ratio = 0.40

Debt _
Total Assets =0.40
Debt _
Or, 50,00,000 0.40

So Debt =20,00,000

(2) Total Liabilities = ¥ 50,00,000
Equity share Capital + Reserves + Debt =¥ 50,00,000
So, Reserves =¥ 50,00,000 - ¥ 20,00,000 =% 20,00,000
So Reserves & Surplus =% 10,00,000

Long—term Debt o,
= % *
(3) Equity Shareholders’ Fund 30%

Long term Debt o
= 76
(20,00,000 + 10,00,000) 30%

Long Term Debt =¥ 9,00,000

(4) So, Accounts Payable =% 20,00,000 - ¥ 9,00,000
Accounts Payable =¥ 11,00,000

(5) Gross Profit to Sales = 20%

Cost of Goods sold = 80% of Sales =¥ 64,00,000

Sales = <= x 64,00,000 = 80,00,000

(6) Inventory Turnover = 360/55
COGS/Closing Inventory = 360/55
64,00,000/Closing Inventory = 360/55
Closing Inventory = 9,77,778

(7) Accounts Receivable Period = 36 days
Accménts {?eceivable x 360 = 36
redit sales

. 36 .
Accounts Receivables = Seo X Credit Sales

36
360

x 80,00,000 (Assumed all sales are on credit)

Accounts Receivable = ¥ 8,00,000

(8) Quick Ratio =0.9
Quick Assets =09
Current Liabilities '

www.canitinguru.com | @canitinguru

1.2


https://www.canitinguru.com/
https://t.me/canitinguru

Chapter - FINANCIAL ANALYSIS & PLANNING - RATIO ANALYSIS- SOLUTION

Cash + debtors = 0.9
11,00,000

Cash + 8,00,000 =¥ 9,90,000
Cash =% 1,90,000

(9) Fixed Assets = Total Assets — Current Assets = 50,00,000 - (9,77,778 + 8,00,000 + 1,90,000) = 30,32,222
Balance Sheet of ABC Industries as on 31st March 2021

Liabilities 3 Assets 3
Share Capital 20,00,000 Fixed Assets 30,32,222
Reserved Surplus 10,00,000 Current Assets:

Long term debt 9,00,000 Inventory 9,77,778
Accounts payable 11,00,000 Accounts 8,00,000
Receivables
Cash 1,90,000
Total 50,00,000 Total 50,00,000

(* Note: Equity shareholders’ fund represents equity in “Long term debts to equity ratio”. The question can be
solved assuming only share capital as ‘equity’)

Solution 3:

Calculation of Fixed Assets and Proprietor’s Funds
Fixed Assets _ 075

Proprietorrvs Fund 1
Fixed Assets = 0.75 Proprietor’s Fund
Proprietor’s Fund = Total Assets — Current Liabilities
Proprietor’s Fund = Fixed Assets + Current Assets — Current Liabilities
Proprietor’s Fund = Fixed Assets + Net Working Capital
Proprietor’s Fund = 0.75 Proprietor’s fund + Net Working Capital
0.25 Proprietor’s Fund =% 6,00,000

Proprietor’s Fund = ~2220.- 3 24,00,000

0.25
Therefore, Fixed Assets = 0.75 x ¥ 24,00,000
=¥ 18,00,000

Solution 4:
Ratios for the year 2005-2006(% in Lakhs)

. . OGS 320,860 .

(i) (a) Inventory Turnover Ratio =——— "t = ) 7.91 times
(b) Financial Leverage =% =% =2.98 times

EBIT 170

(c) Return on Investment= Capital Employed ~ Rs455 = 3.24%
d) ROE= — S = e = 1.77%
( ) Average Shareholders Funds w 1,924.5 ’

(e) Average Collection Period

Average sales per day = 2 232(;;65 =¥ 60.73 lakhs

31,495+% 1,168
Average Debtors _ 2 _ RL,3315 _ 22 days

Average Sales per day B 360.73 B 360.73

Average collection period =

(i) Brief Comment on the financial position of JKL Ltd. = The Profitability of operations of the
company are showing sharp decline due to increase in Operating expenses. The financial and
operating leverages are becoming adverse. The liquidity of the company is under great stress.

Solution 6:
a. Calculation of Quick Ratio
Quick Ratio = —Quick dssets _ _ X 330000 _ 4 9.1 tjmes

Current Liabilities % 3,00,000

b. Calculation of Fixed Assets Turnover Ratio
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Thus, Current Assets =

Fixed Asset Turnover Ratio =

Sales

_ X 35,00,000

Fixed Assets

c. Calculation of Proprietary Ratio

Proprietary Ratio = =

d. Calculation of Earnings per Equity shares (EPS)
Earnings per Equity Share =

Net Worth

3 1050,000

X 10,00,000

=0.6:1

Total Assets

X 17,50,000

PAT—Preference Share Dividend _

= 3.5times

%2,62,500—% 18,000

Number of Equity Shares

e. Calculation of Price Earnings Ratio (P/E Ratio)

P/E Ratio = Market Price of Equity Share _

EPS

6 _
1075 =3.926

Price — Earnings Ratio (P/E Ratio) = 3.93 times

Working Notes:
Net Working Capital = Current Assets — Current Liabilities

25-1=1.5
Net Working Capital X 2.5
1.5 1.5

Current Liabilities =¥ 7,50,000 — ¥ 4,50,000= ¥ 3,00,000

X 60,000

= X 450000x25 _ 57 50,000

=3 4.075 per Share =3 4.08

2. Total Assets Turnover Ratio = TTW& =
otal Assets
Sales = Total Assets Turnover x Total Assets
=2 x(%10,00,000 + ¥ 7,50,000) = ¥ 35,00,000
3. Cost of Goods Sold = 100 — 20 = 80% of Sales
= 80% of ¥ 35,00,000 =¥ 28,00,000
_ Costof Goods Sold _ %28,00,000 _
4. Average Stock = ——————— = > =3 4,00,000
Closing Stock = (Average Stock x 2) — Opening Stock
= (% 4,00,000x 2 ) — ¥ 3,80,000 =% 4,20,000
Quick Assets = Current Assets — Closing Stock
=% 7,50,000 - ¥ 4,20,000 =¥ 3,30,000
_ Total Assets (Debt Equity)1.5 _ %17,50,000 x 1.5 _
Net Worth = T1E = o5 =3 10,50,000
5. Profit After Tax (PAT) = Total Assets x Return on Total Assets =% 17,50,000x 15% =¥ 2,62,500
Solution 7:
(In ‘000)
Ratio Formula 2018-19 2019-20 2020-21 Industry
Average
Current Assets 1,320 _ 6,200 _ 8912 _ .
gl:[lir;ent Current Liabilities T2 - 2:94 3,456 1.80 5560 1.60 2.30:1
i Quick Assets 680 _ 3,200 _ 4,412 _ 20:
f;i:g E(e]lSJtick Current Liabilities 520 1.31 3,456 0.93 5560 0.79 1.20-1
ratio)
Receivable Credit Sales 3,600 - 8,640 14,400 7 times
Average Accounts Receivable (600 +600)/2 (600 +3000)/2 (3000 + 4,200)/2
turnover 6 = 4.80 =4
ratio
Inventory oGS 2480 5,664 2,600 = | 4.85times
turnover Average Inventory (640 + 640)/2 (640 + 3,000)/2 (3,000 + 4,500)/2
. 3.88 = 3.11 2.56
ratios
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Lona-term Long term debt 1 472 2 472 5 000 24%
deb?to Total Debt 100 1,992 x100 = 5,928 x 100 T0560 X 100
total debt 73.90% = 41.70% =47.35%
Debt-to-e Long term debt — 35%
uitv ratio q Shareholders’ equity x 100 3 128 x 100 5 272 x 100 7 752 x 100 =
y = 47.06% = 46.89% | 64.50%
Net profit Netprofit _728 1,344 1,680 _ 18%
ratiop Sales x 100 000 X 100 79,600 x 100 T6,000 X 100
_ =18.2% =14% =10.5%
Return on Net profit after taxes 728 1,344 1 680 10%
'[OtaLll Total assets X 5,120 x100 11,200 x 100 18312 x 100
assets 100 =14.22% =12% =9.17%
Interest —_EBIT _ 1,160 2,236 3,080 10
coverage Interest 2o - 967 | Sig =708 | =Gy =4.53
ratio
(times
interest
earned)
Conclusion:

In the last two years, the current ratio and quick ratio are less than the ideal ratio (2:1 and 1:1 respectively)
indicating that the company is not having enough resources to meet its current obligations. Receivables are
growing slower. Inventory turnover is slowing down as well, indicating a relative build-up in inventories or
increased investment in stock. High Long-term debt to total debt ratio and Debt to equity ratio compared to
that of industry average indicates high dependency on long term debt by the company. The net profit ratio is
declining substantially and is much lower than the industry norm. Additionally, though the Return on Total
Asset (ROTA) is near to industry average, it is declining as well. The interest coverage ratio measures how
many times a company can cover its current interest payment with its available earnings. A high interest
coverage ratio means that an enterprise can easily meet its interest obligations, however, it is declining in the
case of Jensen & Spencer and is also below the industry average indicating excessive use of debt or inefficient
operations.

On overall comparison of the industry average of key ratios than that of Jensen & Spencer, the company is in
deterioration position. The company’s profitability has declined steadily over the period. However, before
jumping to the conclusion relying only on the key ratios, it is pertinent to keep in mind the industry, the
company dealing in with i.e. manufacturing of pharmaceutical drugs. The pharmaceutical industry is one of
the major contributors to the economy and is expected to grow further. After the covid situation, people are
more cautious towards their health and are going to spend relatively more on health medicines. Thus, while
analyzing the loan proposal, both the factors, financial and non-financial, needs to be kept in mind.

Solution 8:
. _  Current Assets _ X3,75,000 _ .
(1) Current Ratio = Current Liabilities  %1,65000 2.27:1
. . Quick Assets _ X2,00,000 _ .
(2) Quick Ratio = Current Liabilities ~ ¥1,65,000 1.21:1

. . _  Debt _ %3,50,000 _ .
(3) Debt Equity Ratio = Tquty = 750000 - 0-467:1

EBIT 4.09—0.35—-0.25—-0.50

(4) Interest coverage Ratio = ————-= T = 6.36 times

EBIT _ 32.99

Pref.Dividend 0.2
(-0 047+ —— -05)

(5) Fixed Charge Coverage= = 3.44 times

Interest+

_ COGS _ %X11,00,000 _
(6) STR = % 1,50,000+ X 1,75,000 =6.77 times

Stock
2

_ Net Credit Sales _ X12,00,000 _ .
(7) DTR Debtors T 7%1,00000 12 times
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verage Collection Period = ——— = ays
8) A Collection Period = 225 = 30 day
. _ Gross Profit _ 4,00,000 _ o
(9) Gross Profit Ratio = > — x 100 = <5700 % 100 = 26.67%
. PAT _31,26,000 _ o
(10)  Net Profit Ratio = —-—— x 100 = 7z == 1200000 % 100 =8.4%
. . _ COGS+Adm.Exp.+Selling Exp. _ %(11,00,0004+50,000)+ 35,000+25,000 _ o
(11)  Operating Ratio = Net Solos x 100 = 2 15.00,000 x 100 =80.67%
. EBIT 32,99,000 _ o,
(12)  Return on Capital Employed = Taniial Employed. 100 = <1100000 * 100 =27.18%
. _ EAE _ %1,26,000—-% 20,000 _
(13)  Earnings per share = — T —— 35,000 =¥3.03
(14)  Return on Shareholder’s fund = #‘fﬁmd x 100 = 2coor % 100 = 16.8%
atio = == .85 times
15) P/ERatio= 2= =22 =% 14.85ti
(16)  Earning Yield = = x 100 = ~22>x 100 = 6.73%
Solution 9:
. . EAT+Tax +Interest _ 480+125+162 _ .
() Interest Coverage Ratio= — = = = 4.73 times
. . . EAT+Depreciation +Interes 480+4+155+162 .
(i)  Debt Service Coverage Ratio = ———= +;rm;fpa§ - = o= = 2.34times
Solution 10:
Computation of Ratios
Particulars 2009 2010
1. Gross Profit Ratio
64,000 76,000
Gross Profit/Sales 3,00,000 ¢ 100 3,74,000 * 100
=21.3% =20.3%
2. Operating Expense to Sales Ratio
49,000 _57,000
Operating Expenses/Total Sales Z00000 X 100 374000 X 100
=16.3% =152%
3. Operating Profit Ratio
_ 15,000 19,000
Operating Profit/ Total Sales 300,000 X 100 374,000 X 100
=5% = 5.08%
4. Capital Turnover Ratio
3,00,000 _ o 4 3,74,000 _ .
Sales/ Capital Employed Tooo00 ~ S UMeS Tazo00 - 2-04 times
5. Stock Turnover ratio
2,36,000 _ . 2,98,000 _ .
COGS/ Average Stock “too00 - 47times | TR0 = 3.9 times
15,000 o 17,000 o
Net Profit/ Net Worth Too000 X 100 =15% | —o0--x100=14.5%
7. Debtors Collection Period
50,000 82,000
Average Debtors/ Average Daily Sales [wn 1] 739.73 936.99
= 67.6 days = 87.5 days
Working note:
. _ . 2,70,000 3,42,000
(1) Average Daily Sales = Credit Sales/ 365 ~ —=2—— e
=¥739.73 =¥ 936.99

Analysis: The decline in the Gross profit ratio could be either due to a reduction in the selling price or increase
in the direct expenses. Similarly there is a decline in the ratio of Operating expenses to sales. And in depth
analysis reveals that the decline in the warehousing and the administrative expenses has been partly set off by
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an increase in the transport and the selling expenses. The operating profit ratio has remained the same in
spite of a decline in the Gross profit margin ratio.

The company has not been able to deploy its capital efficiently. This is indicated by a decline in the Capital
turnover from 3 to 2.5 times. In case the capital turnover would have remained at 3 the company would have
increased sales and profits by ¥ 67,000 and ¥ 3,350 respectively.

The decline in the stock turnover ratio implies that the company has increased its investment in stock. Return
on Net worth has declined indicating that the additional capital employed has failed to increase the volume of
sales proportionately. The increase in the Average collection period indicates that the company has become
liberal in extending credit on sales. However, there is a corresponding increase in the current assets due to
such a policy.

It appears as if the decision to expand the business has not shown the desired results.

Solution 12:
(a)Inventory turnover = Cost of goods sold/Average inventory
Since gross profit margin is 15 per cent, the cost of goods sold should be 85 per cent of the sales.

Cost of goods sold = 0.85 x ¥ 6,40,000 = % 5,44,000.
Thus, =% 5, 44,000 /Average inventory =5

Average inventory =¥ 5, 44,000/5 =% 1,08,800
(b) Average collection period = {Average Receivablesx360 days}/ Credit Sales

Average Receivables = (Opening Receivables+Closing Receivables)/2
Closing balance of receivables is found as follows:

54 <
Current assets (2.5 of current liabilities) 2,40,000
Less: Inventories 48,000
Cash 16,000 64,000
Receivables 1,76,000
Average Receivables = (31,76,000 + ¥ 80,000)/2 =% 1,28,000

So,
Average collection period = (% 1,28,000 x 360)/% 6, 40,000 = 72 days

Solution 14:

Working Notes:

(i) Cost of Goods Sold = Sales — Gross Profit (25% of sales)
=¥ 30,00,000 - ¥ 7,50,000=% 22,50,000

(ii) Closing Stock = Cost of Goods sold/ Stock turnover
=% 22,50,000/ 6 =% 3,75,000

(iii) Fixed Assets = Cost of Goods sold / Fixed Assets Turnover
=% 22,50,000/1.5
=% 15,00,000

(iv) Current Assets:
Current Ratio = 1.5 and Liquid ratio = 1
Stock=1.5-1=0.5
Current Assets = Amount of Stock x 1.5/0.5
=% 3,75,000 x 1.5/0.5=% 11,25,000

(v) Liquid Assets (Debtors and Cash)
= Current Assets — Stock
=% 11,25,000 - % 3,75,000 = ¥ 7,50,000

(vi) Debtors = Sales x Debtors collection period %
=¥ 30,00,000 x 2/12 =% 5,00,000
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(vii) Cash = Liquid Assets — Debtors

(viii) Net Worth = Fixed Assets / 1.2
=¥ 15,00,000/1.2=%12,50,000

(ix) Reserves & Surplus
Reserves & Share Capital =0.6 +1=1.6
Reserves & Surplus =% 12,50,000 x 0.6/1.6 =¥ 4,68,750

(x) Share Capital = Net Worth — Reserves & Surplus

=% 12,50,000 - % 4,68,750 =% 7,81,250

=% 7,50,000 - % 5,00,000 =% 2,50,000

(xi) Current liabilities = Current Assets / Current Ratio
=¥ 11,25,000/ 1.5 =% 7,50,000

(xii) Long-term debts
Capital Gearing ratio = long-term debts/Equity Shareholders’ Fund
Long —term Debts =¥ 12,50,000 x 0.5 =¥ 6,25,000

(a) Preparation of Balance Sheet of a Company

Balance Sheet

Liabilities Amount (3) Assets Amount (3)
Equity Share Capital 7,81,250 Fixed Assets 15,00,000
Reserves & Surplus 4,68,750 Current Assets
Long — term debts 6,25,000 Stock 3,75,000
Current Liabilities 7,50,000 Debtors 5,00,000

Cash 2,50,000
26,25,000 26,25,000
(b) Statement showing working capital Requirements
Q)

Current Assets
(i) Stocks 3,75,000
(i) Receivables 5,00,000
(iii) cash in hand & at bank 2,50,000

A. Current Assets: Total 11,25,000
Current Liabilities

B. Current Liabilities : 7,50,000
Total
Net Working Capital (A — B) 3,75,000
Add: Provision for 41,667
contingencies
(1/9" of Net Working Capital)
Working Capital Requirement

4,16,667

Solution 15:

(a) Dividend Yield on the Equity Shares =

(b) Dividend Coverage Ratio

()

Dividend per Share

Profit after Taxes

32,70,000

Preference =

Dividend Payable to Prefernce Shareholders 27,000 (0.09 x %3,00,000)

32 (0.20 x X10) o
X = — X =
Market Price per Share 100 340 100 = 5%

=10 times
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Profit after Taxes—Preference Share Dividend
Dividend Payable to Equity Shareholders at Current rate of X2 per share

(i) EquityCoverage Ratio =
32,70,000—%27,000

%1,60,000 (80,000 shares x 32) =1.52 times
. . _ Earnings available to Equity Shareholders _ %2,43,00 _
(C) Earnmgs per equity share= Number of Equity Shares outstanding T 80,000 ¥3.04 per share
. . . _ Market Price per Share _ 40 _ .
(d) Price-earning (P/E) ratio= Equityper Share = X301 - 13.2 times

Solution 16:
(a) Sales Gross Profit Ratio = -“/22rofl

Sales
20% = 35,00,000
Sales =¥ 25,00,000

Sales

(b) Sundry Debtors

Debtors Velocity = 12

Debtors Turnover Ratio

3= 12

Debtors Turnover Ratio

Debtor Turnover Ratio = 4 times

Sales
Average Receivable

Debtor Turnover Ratio =

325,00,000
Average Receivable

Average Receivable = ¥ 6,25,000

Average Receivable = Bills Receivable + Debtors
7 6,25,000 =% 60,000 + Debtors

Debtors =7 5,65,000

(c) Sundry Creditors
Creditors Turnover Ratio =

Purchases
Average Payable

322,00,000
Average Payable

Average Payable = ¥ 3,36,667

Average Payable = Bill Payable + Creditors
¥3,36,667 =3 36,667 + Creditors
Creditors =¥ 3,30,000

Working Notes:

() Cost of Goods sold = Net Sales — Gross Profit =% 25,00,000 - % 5,00,000 =% 20,00,000

(ii) Let Opening Stock = x
Therefore Closing Stock = x + ¥ 20,000
Stock Velocity = 12

Stock Turnover Ratio
12

~ "Stock Turnover Ratio

Stock Turnover Ratio = 2 times

Cost of Goods Sold
Average stock

(iii)  Stock Turnover Ratio =

2= %20,00,000
= 7 2x+2,00,000
2
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x =% 9,00,000
Opening Stock =% 9,00,000

Therefore, Closing Stock = ¥ 9,00,000 + ¥ 20,000 =% 11,00,000

(iv) Cost of Goods sold = Opening Stock + Purchases — Closing Stock

¥ 20,00,000 =¥ 9,00,000 + Purchases — ¥ 11,00,000
Purchases =% 22,00,000

(d) Stock =% 11,00,000

Solution 17:
(i) Computation of Opening Stock
Gross Profit =20 % of sales =20% of ¥ 40,00,000 =% 8,00,000

Cost of Goods Sold (COGS) = Sales - Gross Profit =¥ 40,00,000 - % 8,00,000 =¥ 32,00,000

COGS
Average Inventory

Inventory Turnover Ratio =

_ 332,00,000
or’ 8 B Average Inventory
Average Inventory
Now, Closing Stock
Opening Stock + Closing Stock
2

34,00,000

3 4,00,000

Or, Opening Stock + Opening Stock + ¥ 40,000 = ¥ 8,00,000
Or, 2 opening stock = 7,60,000
Opening stock =¥ 3,80,000

(ii) Computation of Bank Overdraft

. Current Assets(CA) _
Current Ratio = Current Liabilities(CL) =15

CA =1.5CL
or, CL = L4

1.5

Further, Working Capital = Current Assets — Current Liabilities

So,% 2,85,000 =1.5CL-CL
Or, S5 CL =% 2,85,000
CL =% 5,70,000

Bank Overdraft + Other CL =¥ 5,70,000
Other CL =¥ 5,70,000 - Bank Overdraft

Bank Overdraft - 2
NOW' Other CL 1
Bank Overdraft 2
Or, L ==

X5,70,000 - bank overdraft 1
Or, ¥ 11,40,000 - 2 bank overdraft = bank overdraft

Bank Overdraft = ¥ 3,80,000

Opening stock + % 40,000

Solution 18:
Balance Sheet
Liabilities Amount (3) Assets Amount (%)

Capital 8,00,000 Fixed Assets 7,20,000
Reserves & Surplus 1,60,000 Stock 1,60,000
Bank Overdraft 40,000 Current Assets 2,40,000
Sundry Creditors 1,20,000

11,20,000 11,20,000
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Working Notes
(1) Current Ratio =

Current Assets
Current Liabilities

25= Current Assets
) Current Liabilities

_ Working Capital+Current Liabilities
25= ————
Current Liabilities

Current Liabilities =% 1,60,000

(2) Working Capital = Current Assets — Current Liabilities
¥ 2,40,000 = Current Assets — ¥ 1,60,000
Current Assets =¥ 4,00,000

(3) Quick Liabilities = Current Liabilities — Bank overdraft
=% 1,60,000 - ¥ 40,000 =% 1,20,000

. . _ _ Quick Assets
(4) Quick Ratio = Quick Liabilities

_ Quick Assets
1.5= 21,20,000

Quick Assets =¥ 1,80,000

(5) Stock = Current Assets — Quick Assets
=% 4,00,000 - ¥ 1,80,000 =% 2,20,000

Fixed Assets  _
(6) Proprietary Fund 0.75
Fixed Assets = 0.75 Proprietary Fund

Working Capital = 0.25 Proprietary Fund
. _ X2,40,000
Proprietary Fund = ——=—

Proprietary Fund =¥ 9,60,000

(7) Fixed Assets = 0.7 x ¥ 9,60,000 = ¥ 7,20,000.

Solution 19:
Balance Sheet(In ¥)

Equity Share Capital 4,87,500 Fixed Assets 6,00,000
Reserves 5,000 Current Assets
P&L A/c 7,500 Stock 18,750
Debt's 5,00,000 Debtors 18,750
Current Liabilities 18,750 Other Current Assets 7,62,500
Other Current Liabilities 3,81,250

14,00,000 14,00,000

Working Notes:

(1) Let CL be x
CA = 2x
Net WC = CA - CL
4,00,000 = 2x — x
x = 4,00,000
CL =4,00,000
CA =4,00,000 x 2 =38,00,000

Fixed Assets  _
(2) Turnover =4

_ 600,000 _

Turnover

Turnover =% 1,50,000
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(3) GP = (25% of 1,50,000) = ¥ 37,500
(4) COGS = Sales — GP = 1,50,000 - 37,500 = ¥ 1,12,500

(5) Debtors = 1,50,000 x == =% 18,750
(6) Stock =1,12,500 x —> =¥ 18,750

(7) Creditors = 1,12,500 x 12—2 =3 18,750
(8) Net Profit = 1,50,000 x 5% = ¥ 7,500
(9) Reserve = = x 7,500 =% 5,000
Debt 1

(10)  Capital Gearing ratio = , =—
Equity Shareholderr sfunds

Capital employed = FA + Net WC
=% 6,00,000 + % 4,00,000
=¥ 10,00,000

Debt = 10,00,000 x % =¥ 5,00,000
Equity Shareholder’s Fund = 10,00,000 x - = % 5,00,000
(11)  Equity Share Capital = Equity Shareholder’s funds — Reserve — P & L A/c = 5,00,000 - 5,000 - 7,500

=34,87,500
Solution 21:
(a) Calculation of operating Expenses for the year ended 31 March, 2010.
)
Net profit [@ 6.25% of sales] 3,75,000
Add: Income Tax (@ 50%) 3,75,000
Profit Before Tax (PBT) 7,50,000
Add: Debenture Interest 60,000
Profit before interest and tax (PBIT) 8,10,000
Sales 60,00,000
Less: Cost of goods sold 18,00,000
PBIT 8,10,000 26,10,000
Operating Expenses 33,90,000
(b) Balance Sheet as on 31° March, 2010
Liabilities 4 Assets 4
Share Capital 10,50,000 | Fixed Assets 17,00,000
Reserve and Surplus 4,50,000 | Current Assets:
15% Debentures 4,00,000 | Stock 1,50,000
Sundry Creditors 2,00,000 | Debtors 2,00,000
Cash 50,000
21,00,000 21,00,000

Working Notes:
() Share capital and Reserves
The return on net worth is 25%. Therefore, the profit after tax of ¥ 3,75,000 should be equivalent to 25%
of the net worth.

Net worth x === =¥ 3,75,000

%3,75,000x100
. New worth = 22200

25
=% 15,00,000
The ratio of share capital to reserves is 7:3

Share Capital = 15,00,000 x —= =% 10,50,000
Reserves = 15,00,000x— = % 4,50,000

(i) Debentures
Interest on Debentures @ 15% =¥ 60,000
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~ Debentures = 2202 = 4,00,000

(iii)  Current Assets
Current Ratio =2
Sundry Creditors =¥ 2,00,000
~ Current Assets = 2 Current Liabilities
=2x2,00,000 =¥ 4,00,000

(iv)  Fixed Assets

(In%)
Liabilities:
Share Capital 10,50,000
Reserves 4,50,000
Debentures 4,00,000
Sundry Creditors 2,00,000
21,00,000
Less: Current Assets 4,00,000
Fixed Assets 17,00,000
(v) Composition of Current Assets
Inventory Turnover = 12
Cost of Goods Sold =12
Closing Stock
Closing Stock = %
Closing Stock =% 1,50,000
Composition: k4
Stock 1,50,000
Sundry Debtors 2,00,000
Cash (Balancing
Figure) 50,000
Total Current Assets | 4,00,000
Solution 22:
Balance Sheet
Liabilities 4 Assets 4
Creditors 60,000 Cash 42,000
Long term Debt 2,40,000 | Debtors 12,000
Shareholders’ funds 6,00,000 [ Inventory 54,000
Fixed assets 7,92,000
9,00,000 9,00,000

Working Note:
1. Gross Profit:
GP Margin = 20%
GP =3 54,000
~ Sales =¥2,70,000

2. Credit Sales
Credit sales = 80% of total sales
=2,70,000x 80%
=% 2,16,000.

3. Total Assets:
Total Assets Turnover =

Sales
Total Assets

-~ Total Assets = % =3 9,00,000

= 0.3 times
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4. Inventory Turnover :
Inventory Turnover = ICth 100
nventory
_ %2,70,000—% 54,000
4 B Inventory
Inventory =% 54,000
5. Debtors:
_ Credit Sales
Debtors = et days > 20 days
_ %2,16,000 _
= 360 days * 2 =312,000
6. Creditors: M = 40%
quity
Long term debt = 40% of equity
=6,00,000x% 40%
=% 2,40,000
Creditor + Long term debt + shareholders funds = ¥ 9,00,000
Creditor + ¥ 2,40,000 + ¥ 6,00,000 =¥ 9,00,000
~ Creditors =¥ 60,000.
7. Current Ratio:
.. C t Asset.
Current ratio = ———C————
18 _ Debtors+Inventory+Cash
. - Creditors
18 _ 12,000+54,000+Cash
: B 60,000
Cash =%42,000
8. Fixed Assets: It is the balancing figure on assets side.
Solution 25:
Balance Sheet
Liabilities 4 Assets L4
Equity Share Capital 1,00,000 | Fixed assets 60,000
Current Debt 24,000 Inventory 40,000
Long Term Debt 36,000 Cash 60,000
1,60,000 1,60,000

Working Notes:

1.

2.
3.
4

Total Debt = 0.60 x Owner equity = 0.60 x ¥ 1,00,000 =% 60,000

Current debt to Total debt = 0.40, hence current debt = 0.40 x 60,000 = ¥ 24,000

Fixed assets = 0.60 x Owners Equity = 0.60 x ¥ 1,00,000 =¥ 60,000

Total Equity = Total Debt + Owners equity = ¥ 60,000 + ¥ 1,00,000 =¥ 1,60,000

Total assets consisting of fixed assets and current assets must be equal to ¥ 1,60,000 (Assets =
Liabilities + Owners equity). Since Fixed assets are ¥ 60,000, hence Current assets should be ¥ 1,00,000
Total assets turnover = 2 Times : Inventory turnover = 8 times

Inventory _ 2 1

Total Assets 8 4

Inventory
%1,60,000

or 4 x Inventory = 1 x ¥ 1,60,000
=% 1,60,000

Or Inventory = 2% = ¥ 40,000

Balance on Asset side
~ Cash =% 1,60,000 - ¥ 60,000 — ¥ 40,000
=3 60,000

L
4
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Solution 26:
Balance Sheet
Liabilities Z Assets £4

Notes and payables 1,00,000 Cash 50,000
Long-term debt 1,00,000 Accounts receivable 50,000
Common stock 1,00,000 Inventory 1,00,000
Retained earnings 1,00,000 Plant and equipment 2,00,000
Total liabilities and equity 4,00,000 Total assets 4,00,000

Working Notes
Long—term debt _ 0.5 = Long—term debt
Net worth T 2,00,000

Long - term debt = ¥ 1,00,000
Total liabilities and net worth = ¥ 4,00,000
Total assets =¥ 4,00,000

Sales =25= Sales
Total assets <>~ 4,00,000

Sales =% 10,00,000
Cost of goods sold = (0.9) (% 10,00,000) = ¥ 9,00,000.

Cost of goods sold _ 9,00,000

Inventory Inventory

Inventory =% 1,00,000

Receivables X 360
10,00,000 =18 days

Receivables = ¥ 50,000

Cash +50000 _ 4
1,00,000 B

Cash =¥ 50,000

Plant and equipment =% 2,00,000.

Solution 28:
1. Balance Sheet
Liabilities £4 Assets L4
Share Capital (WNS6) 7,81,250 | Fixed Assets (WN 3) 15,00,000
Reserves (WNS6) 4,68,750 | Current Assets
Long-Term Loans (Balancing Figure) | 6,25,000 | Stock (WN4) 3,75,000
Current Liabilities (WN8) 7,50,000 [ Debtors (WN5) 5,00,000
Bank (WN9) 2,50,000 11,25,000
Total 26,25,000 | Total 26,25,000

Working Notes
1. Gross Profit Ratio= 25%of sales. So, Gross Profit = 25% x ¥ 30,00,000= % 7,50,000
2. Cost of Goods Sold (COGS)= Sales — Gross Profit =¥ 30,00,000 - ¥7,50,000 = ¥ 22,50,000

. _ COGS _ X22,50,000 _ .

3. Fixed Assets Turnover (based on COGS)= ————= ——>=——= 1.5 times.
Hence, Fixed Assets= w= ¥ 15,00,000
4. Stock Turnover = - Coas___ 22250000 _g times. So, Inventory = 2222290 —3 375,000
nventory Inventory 6
5. Debt Collection Period= 2 months. So, Debtors= Sales X%= ¥ 30,00,000 x 1—22= ¥ 5,00,000
Fixed _ %15,00,000 _ _ %15,00,000 _

6. - o= NetWorth 1.20. So, Net Worth = — =3 12,50,000

ReAssetsserve & Surplus to Share Capital = 0.6:1
Reserve & Surplus =12,50,000 x % =3 4,68,750

Share Capital = 12,50,000 x 1—16 =37,81,250

Current Assets
Current Liabilities

8. Quick Ratio= Quick Assets =1 time. SO, Current Assets—Stock =1

Quick Liabilities Current Liabilities

7. Current Ratio = = 1.5 times. So, Current Assets = 1.5 x Current Liabilities.
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1.5 X Current Liabilities—X 3,75,000 _ 1

Current Liabilities

Current Liabilities = ¥ 7,50,000
9. Hence, Current assets= 1.5 x 7,50,000 =% 11,25,000
Current Assets = Inventory + Debtors + Cash & Bank
¥11,25,000 =¥ 3,75,000 + ¥ 5,00,000 + Cash & Bank

Cash & Bank =% 2,50,000

10. Verification of Long Term Loans: Capital Gearing Ratio =

times.

Note: in the absence of information, Share Capital = Equity Share Capital only.

Preference Capital+Debt _

Equity Shareholders Funds

Net Worth = WN6 =¥ 12,50,000. Debt is taken as balancing figure from the B/s above.

2. Statement of Working Capital Requirements

Nil+% 6,25,000 _
312,550,000 0.5

Particulars Computation 4
A. Current Assets Stock (WN4) 3,75,000
Debtors (WN5) 5,00,000
Bank (WN9) 2,50,000 11,25,000
B. Current Liabilities (WNS8) 7,50,000
C. Net Working Capital (A — B) 100% —10% =90% 3,75,000
D. 10% Provision for Contingencies 10%(on Item E)=1/9™on Item C 41,667
E. Required Net Working Capital 100% 416,667
Solution 29:
Projected Profit and Loss Account for the year ended 31-3-2010
To Cost of Goods Sold 2,04,000 | By Sales 2,40,000
To Gross Profit 36,000
2,40,000 2,40,000
To Debenture Interest 1,000 By Gross Profit 36,000
To Depreciation 5,000
To Administration and Other
Expenses 17,000
To Net Profit 13,000
36,000 36,000
Projected Balance Sheet as at 31° March, 2010
Liabilities Z Assets £4
Share Capital 1,00,000 | Fixed Assets
Profit and Loss A/c(17,000 + 13,000) 30,000 Land &Buildings 80,000
Plant &Machinery
5% Debentures 20,000 60,000
Less: Depreciation
Current Liabilities 20,000 40,000
Trade Creditors 50,000 Current Assets
Stock
30,000
Debtors
40,000
Bank
10,000 80,000
2,00,000 2,00,000
Working Notes:
1.
Particulars % 4
Share Capital 50% 1,00,000
Other Shareholders Funds 15% 30,000
5% Debentures 10% 20,000
Trade Creditors 25% 50,000
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[ Total

[ 100%

[ 2,00,000

o N

9.

10.
11.

. Total liabilities = Total Assets

¥2,00,000 = Total Assets

Fixed Assets = 60% of total gross fixed assets and current assets

=¥ 2,00,000 x 60/100 =% 1,20,000

Net Plant & Machinery =¥ 1,20,000 - ¥ 80,000 =% 40,000
Depreciation increased by ¥ 5,000

~Depreciation =¥ 15,000 + 3 5,000 =¥ 20,000

Gross Plant and Machinery = ¥ 40,000 + ¥ 20,000 =% 60,000

Current Assets = Total Assets — Fixed Assets
=3 2,00,000 - ¥ 1,20,000 =¥ 80,000

. . Current Assets—Stock
QUICk Ratio= Current Liabilities =1

- 380000-Stock _ 4
B 350,000 -
< 50,000 =3 80,000 - Stock

Stock =¥ 80,000 - ¥ 50,000 =% 30,000

Debtors = 4/5" of Quick Assets
= (¥ 80,000 - 30,000) x 4/5 =¥ 40,000

Debtors Turnover Ratio= —2229 _ x 365 = 60 days

Credit Sales
40,000 x 12
= —_— X =
rodicsces X 365 =2 months

2 credit sales = 4,380,000
Credit sales = 4,80,000/2 = 2,40,000

Gross Profit (15% of Sales) ¥ 2,40,000 x 15/100 =¥ 36,000
Return on net worth (Profit after tax)
Net worth =¥ 1,00,000 + ¥ 30,000
=¥ 1,30,000
Net profit = ¥ 1,30,000 x 10/100 =7 13,000
Debenture interest = ¥ 20,000 x 5/100 =% 1,000
Quick Assets = ¥ 50,000
Debtors + Bank = ¥ 50,000
¥ 40,000 + Bank = ¥ 50,000
Bank =¥ 10,000

Solution 30:
Profit and Loss Statement of Check& Co.

Particulars

Amount (3)

Sales
Less: Variable Cost(60% on Sales)

50,00,000
30,00,000

Contribution
Less:

Fixed cost(Balancing Figure)

20,00,000
9,00,000

EBIT

Less: Interest (Balancing Figure)

11,00,000
6,00,000

EBT(10% of sales of ¥ 50,00,000)
Less: Tax

5,00,000
NIL

EAT

5,00,000

Balance Sheet of M/s Check& Co.

Liabilities Amount (3) Assets Amount (3)
Share capital 5,00,000 Fixed Assets 41,66,667
Reserves & Surplus 15,00,000 Current Assets
12% Term loan 50,00,000 Stock 10,00,000
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Current Liabilities 5,00,000 Debtors 416,667
Other Current Assets 83,333

Other Non Current assets 18,33,333

75,00,000 75,00,000

Working Notes:

1.

Current Assets
Current Liabilities

= 3 times.

Current Ratio =

Current Assets = 3 x Current Liabilities.
Net Working Capital = Current Assets — Current Liabilities = ¥ 10,00,000.
3 x Current Liabilities — Current Liabilities =¥ 10,00,000 = 2 x Current Liabilities =% 10,00,000

Current Liabilities = 251000000 _ 5 5,00,000

2

Current Assets = 3 x ¥ 5,00,000 =% 15,00,000

2.

Current Assets 315,00,000

Stock B Stock

=3
2

Stock = ¥ 15,00,000 x = = Z 10,00,000

3.

10.

11.

12.

13.

. . Quick Assets _ .
Quick Ratio = Quick Liabilities 1time.

Current Assets—Stock =1
Current Liabilities—Bank OD
%15,00,000—%10,00,000 _ 1

%5,00,000—Bank OD

Bank OD = ¥ Nil.

. Sales  _ Sales  _
Stock Turnover Ratio = Trventory "~ T10,00.000 5

Sales =% 10,00,000 x 5 =% 50,00,000

. _ Sales _ 350,00,000 _
Fixed Assets T/O " Net Fixed Assets  Net Fixed Assets 1.2

Net Fixed Assets = =222 = ¥ 41,66,667

Average Collection Period = 30 days. Assuming 1 year = 360 days, Debtors = Sales x 2% -%50,00,000

360
30 _
X 60 - T4,1 6,667

EBIT _ _EBIT _ _ 5 0q

Financial Leverage = BT - 500000 -

EBIT =% 5,00,000% 2.2 =% 11,00,000

_ Interest Amount _ 6,00,000 _
Long Term Loan = ————="—"=——= T ¥ 50,00,000.

Total External Liabilities = Long Term Liabilities + Current Liabilities = ¥ 50,00,000 + ¥ 5,00,000 =%
55,00,000

Total Liabilities X55,00,000
—————=275——+—=2.75.

Net Worth Net Worth
Net Worth = 22222%C. = 220,00,000
. _ Net worth _ %20,00,000 _
Number of Equity Shares = ———— er share o 50,000 Shares.

Equity share Capital = 50,000 shares x ¥ 10 =¥ 5,00,000
Retained Earnings = Net Worth — Share Capital = ¥ 20,00,000 - % 5,00,000 =¥ 15,00,000
Total Current Assets = Inventory + Debtors + Cash &Bank.

¥ 15,00,000=%F 10,00,000 + ¥ 4,16,667 + Cash & Bank.
Cash & Bank =¥ 83,333
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Solution 31:
Trading and Profit and Loss Account for the period ending 31* December, 2010
To Cost of Materials 3,60,000 [ By Sales 12,00,000
To Wages & Overheads 5,40,000
To Gross Profit c/d 3,00,000
12,00,000 12,00,000
To Expenses & Depreciation
(Balancing Figure) 2,46,800 | By Gross Profit b/d 3,00,000
To Net Profit 53,200
3,00,000 3,00,000
Projected Balance Sheet as on 31°% December, 2010
Liabilities 4 Assets g
Share Capital: Fixed Assets 7,60,000
Equity Share Capital 5,32,000 Current Assets
Preference Share Capital 1,90,000 Stock 1,80,000
Reserves & Surplus: Debtors 2.00,000 3,80,000
General Reserve 79,800
Profit & Loss A/c 53,200
Secured Loan:
Debentures 95,000
Current Liabilities:
Creditors 90,000
Bank Overdraft 1,00,000
11,40,000 11,40,000
Working Notes:
(1)
Sales: £4
Gross Profit 3,00,000
Ratio of Gross Profit 25%
Sales (% 3,00,000 x - 12,00,000
(2)
4
Cost of Sales: 12,00,000
Sales 3,00,000
Less: Gross Profit 9,00,000

(3) Assuming stock and debtors are the only Current Assets:

(a) Stock in Trade = =22 =% 1,80,000

(b) Debtors = 22250 =% 2,00,000

(4) Current Liabilities = % of ¥ 3,80,000 =¥ 1,90,000

(5) Trade Creditors = % of ¥ 3,60,000 =¥ 90,000

(6) Bank Overdraft: Current Liabilities — Trade Creditors
=1,90,000 - 90,000 =% 1,00,000
(7) Material: 40% of ¥ 9,00,000 =¥ 3,60,000

(8) Fixed Assets to Capital employed = 80%
Working Capital to Capital employed = 20%
The amount of Working Capital being ¥ 1,90,000, the amount of Fixed Assets will be ¥1,90,000x 4 =%
7,60,000.

(9) Total Capital employed: Fixed Assets + Working Capital = ¥7,60,000 + ¥ 1,90,000 = ¥ 9,50,000
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(10)

Capital Gearing Ratio = 30%

Preference Shares + Debentures = 30% of ¥ 9,50,000 =¥ 2,85,000

(11)  Preference Shares = 2/3 of ¥ 2,85,000 =3 1,90,000
Debentures = 1/3 of ¥2,85,000 =¥ 95,000
(12) General Reserve & Profit & Loss A/c balance being 25% of Equity Capital
=1/50f%6,65,000 =% 1,33,000
(13)  Equity Capital = ¥ 5,32,000
(14)  Profit (10% on Equity Capital) = ¥ 53,200
(15) General Reserve (% 1,33,000 - ¥ 53,200) = ¥ 79,800
(16) Wages and Overheads = 60% of ¥ 9,00,000 =¥ 5,40,000
Solution 32:

Return on Equity = Net Profit Margin x Asset Turnover Ratio x Equity Multiplier

=0.1439 x 1.0455 x 2.0621 = 0.3102 or 31.02%

Working Notes:

Net Profit Margin = Net Income (% 4,212) + Revenue (% 29,261) = 0.1439, or 14.39%
Asset Turnover Ratio = Revenue (F 29,261) + Assets (¥ 27,987) = 1.0455 times

Equity Multiplier = Assets (% 27,987) + Shareholders’ Equity (% 13,572) = 2.0621 times

Solution 33:

(a) Capital Turnover Ratio =

Net Sales
Average Capital Employed

Net Sales ¥ 3,00,000
Capital Employed ¥2,25,000
Capital Turnover Ratio 1.33 Times
. . PAT.

(b) Net Operating Profit Ratio = —— x 100
PAT 380,000
Net Sales ¥ 3,00,000
Net Operating Profit Ratio 26.67%

(c) ROI = Net Operating Ratio x Capital Turnover Ratio
Net Operating Profit 26.67%
Capital Turnover Ratio 1.33 Times
ROI 35.47%

Solution 34:

ROI = Net Operating Profit Ratio x Capital Turnover Ratio
Ram Ltd = 5% x 4 times = 20%
Shyam Ltd = 6% x6 times = 36%

Working Notes:
Sales =% 1,80,000/ 15% =% 12,00,000

Capital Turnover Ratio =

12,00,000
2,00,000

Net Sales
Capital Employed

= 6 times

Solution 38:

Return on total assets=

(i) Return on total assets
EBIT (1-T) _ % 2.30 Crores (1—0.3)
Total Assets (FA + CA) X5.20 crores +X 7.80 crores

_ 2Lolcorores  ~ 91238 or 12.38%

X 13 crores
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(ii) Return on owner's equity (Amountin¥)

Financing policy (%)
Conservative Moderate Aggressive
Expected EBIT 2,30,00,000 2,30,00,000 2,30,00,000
Less: Interest
Short term Debt @ 12% 12,96,000 24,00,000 36,00,000
Long term Debt @ 16% 35,84,000 21,12,000 5,12,000
Earnings before tax (EBT) 1,81,20,000 1,84,88,000 1,88,88,000
Less: Tax @ 30% 54,36,000 55,46,400 56,66,400
Earnings after Tax (EAT) 1,26,84,000 1,29,41,600 1,32,21,600
Owner's Equity 5,00,00,000 5,00,00,000 5,00,00,000
Return on owner's equrty _ 1,26,84,000 _ 1,29,41,600 _ 1,32,21,600
Net Profit after taxes (EAT) ~ '5,00,00,000 ~75,00,00,000 ~ '5,00,00,000
= Owners' equity =0.2537 or =0.2588 or =0.2644 or
25.37% 25.88% 26.44%
(iii) Net Working capital (Z in crores)
Financing policy
Conservative Moderate Aggressive
Current Liabilities (Excluding 4.68 4.68 4.68
Short Term Debt)
Short term Debt 1.08 2.00 3.00
Total Current Liabilities 5.76 6.68 7.68
Current Assets 7.80 7.80 7.80
Net Working capital 7.80-5.76 7.80-6.68 7.80-7.68
= Current Assets - Current Liabilities =2.04 =1.12 =0.12
(iv) Current ratio (% in crores)
Financing policy
_ Conservative| Moderate Aggressive
s Current Assets _ 7.80 _ _ 780 _ _ 7.80 _
Current Ratio = Current Liabilities 576 1.35 |= 6.68 117 F 7.68 1.02

Advise: It is advisable to adopt aggressive financial policy, if the company wants high return as the return on
owner's equity is maximum in this policy i.e. 26.44%.

Solution 39:

Working Notes :
() Calculation of Sales = w = L1
ales 3

26,00,000 x 3 =1 x sales = Sales =¥ 78,00,000

(i) Calculation of Current Assets

Fixed Assets _ 13
Current Assets 11
26,00,000 13
S ey =— = Current Assets =3 22,00,000
urrent Assets 11

(i) Calculation of Raw Material Consumption and Direct Wages

g
Sales 78,00,000
Less : Gross Profit 11,70,000
Works Cost 66,30,000
Raw Material Consumption (20% of Work Cost) ¥ 13,26,000
Direct Wages (10% of Work Cost) ¥ 6,63,000
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(iv) Calculation of Stock of Raw Materials (= 3 months usage)
=13,26,000 x % =¥ 3,31,500

(v) Calculation of Stock of Finished Goods (= 6% of Works Cost)

= 66,30,000x —= =% 3,97,800

~ (vi) Calculation of Current liabilities

Current Assets _ 2
Current Liabilities 1
22,00,000
=2

Current Liabilities
Current Liabilities =% 11,00,000

(vii)  Calculation of Receivables
. . _ Receivables
Average collection period = ————— x 365

Recevables y 365 = 60 = Receivables = ¥ 12,82,191.78 or ¥ 12,82,192
~(viii)  Calculation of Long Term Loan
—onglambar -~ 2 - | ong Term Loan = ¥ 22,00,000

Current Liabilities

% = % = Long Term Loan = ¥ 22,00,000
(ix) Calculation of Cash balance
k4
Current Assets 22,00,000
Less : Receivables 12,82,192
Raw material stock 3,31,500
Finished goods stock 3,97,800 20,11,492
Cash balance 1,88,508
(x) Calculation of Net Worth
Fixed Assets 26,00,000
Current Assets 22,00,000
Total Assets 48,00,000
Less : Longterm Loan 22,00,000
Current Liabilities 11,00,000 33,00,000
Net Worth 15,00,000

Net Worth = Share Capital + Reserves = 15,00,000

) Capital == = Share Capital

Reserve & Surplus

15,00,000 x % =% 3,00,000

Reserve and Surplus =15,00,000 x% =3 12,00,000

Profit and Loss Account of PQR Ltd , for the year ended 31 March , 2020

Particulars 3 Particulars 4
To Direct Materials 13,26,000 | By Sales 78,00,000
To Direct Wages 6,63,000
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To Works (Overhead) Balancing Figure 46,41,000
To Gross Profit ¢/d (15% of Sales) 11,70,000 -
78,00,000 78,00,000
To Selling and Distribution Expenses 5,46,000 | By Gross Profit b/d 11,70,000
(balancing figures)
To Net Profit (8% of sales) 6,24,000 -
11,70,000 11,70,000
Balance Sheet of PQR Ltd. as at 31% March , 2020
Liabilities 3 Assets 3
Share Capital 3,00,000 Fixed Assets 26,00,000
Reserve & Surplus 12,00,000 | Current Assets :
Long term loans 22,00,000 | Stock of Raw Material 3,31,500
Current liabilities 11,00,000 | Stock of Finished goods 3,97,800
Receivables 12,82,192
Cash 1,88,508
48,00,000 48,00,000
Solution 40:
Ratios 2018 2019 2020
Current ratio 1.19 1.25 1.20
Acid test ratio 0.43 0.46 0.40
Average collection period 18 22 27
Inventory turnover NA* 8.2 6.1
Total debt to net worth 1.38 1.40 1.61
Long term debt to total 0.33 0.32 0.32
capitalization
Gross profit margin 0.200 0.163 0.132
Net profit margin 0.075 0.047 0.026
Assets turnover 2.80 2.76 2.24
Return on Assets 0.21 0.13 0.06

Analysis : The company’s profitability has declined steadily over the period . As only ¥ 50,000 is added to
retained earnings , the company must be paying substantial dividends . Receivables are growing slower ,
although the average collection period is still very reasonable relative to the terms given . Inventory turnover is
slowing as well , indicating a relative build-up in inventories . The increase in receivables and inventories ,
coupled with the fact that net worth has increased very little , has resulted in total debt — to — worth ratio
increasing to what would have to be regarded on an absolute basis as a high level.

The current and acid — test ratios have fluctuated , but the current ratio is not particularly inspiring . The lack of
deterioration in these ratio is clouded by the relative build up in both receivables and inventories , evidencing
deterioration in the liquidity of these two assets. Both the gross profit and net profit margins have declined
substantially. The relationship between the two suggests that the company has reduced the relative expenses
in 2019 in particular. The build up in inventories and receivables has resulted in a decline in asset turnover
ratio , and this, coupled with the decline in profitability , has resulted in a sharp decrease in the return on assets
ratio.

Solution 41:
Ratios Navya Ltd. Industry
Norms
) L Current Assets 52,80,000 - 2.50
1. Current Ratio = Current Liabilities 19,80,000 2.67
; . _ _ Sales 1,10,00,000 _ 8.00
2. Receivable Turnover Ratio= obiors 11.00,000 10.0
' . Sales 1,10,00,000 _ 9.00
3. Inventory turnover ratio = ——- 300000 =3.33
. _ __ Sales 1,10,00,000 _ 2.00
4. Total Asset Turnover Ratio = R 5700000 1.43
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5. Net Profit Ratio = efrofic 231000 _ 5 109 3.50%
: Sales 1,10,000 :
- - Net Profit 2,31,000 - o 7%
6. Return on Total Asset Toral Assors 75.00,000 3.00%
7. Return on Net Worth (Based on Net profit 231000 _ 4 g19, 10.5%
) — Net Profit 48,00,000
i Net Worth
_Total Debt 29,00,000 _ 0 60%
Total Assets 77,00,000 37.66%
Comments :

1. The position of Navya Ltd. is better than the industry norm with respect to Current Ratios and the Sales to
Debtors Ratio.

2. However, the position of sales to stock and sales to total assets is poor comparing to industry norm .

3. The firm also has its net profit ratios , net profit to total assets and net profit to total worth ratio much
lower than the industry norm.

4. Total debt to total assets ratio suggest that, the firm is geared at lower level and debt are used to Asset.

Solution 42:

() Calculation of Shareholders’ Fund:
Reserve & Surplus _ 05
Shareholder's Funds .

Reserve & Surplus =05
Equity Share Capital + Reserve & Surplus

Reserve & Surplus =05
10,00,000+ Reserve & Surplus

Reserve & Surplus = 5,00,000 + 0.5 Reserve & Surplus
0.5 Reserve & Surplus = 5,00,000

Reserve & Surplus = 10,00,000

Shareholders’ funds = 10,00,000 +10,00,000
Shareholders’ funds = ¥20,00,000

(i) Calculation of Value of Stock:

Sales =15
Shareholder's Funds :

Sales =1.5x20,00,000
Sales = 30,00,000

Gross Profit = 30,00,000 x 20% =6,00,000
Cost of Goods Sold = 30,00,000 - 6,00,000
=324,00,000

Stock velocity = 2 months

Average Stock _
Cost of Goods sold X 12 =2
Average Stock -

24,00,000 x12=2

Average stock = ¥4,00,000

(iii)  Calculation of Debtors:
Debtors Turnover Ratio = 6

Sales
Average Debtors B
30,00,000
Average Debtors B

Average Debtors = ¥5,00,000

(iv) Calculation of Current Liabilities:
Net Working Capital Turnover ratio = 2.5
Sales =25
Current Assets—Current Liabilities :
30,00,000 — 2 5
Current Assets—Current Liabilities :
Current Assets — Current Liabilities = 12,00,000.................. (1)

Current Ratio = 2.5
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Current Assets  _ 5
Current Liabilities

Current Assets = 2.5 Current Liabilities.....................

From (1) & (2),

2.5 Current Liabilities — Current Liabilities = 12,00,000

1.5 Current Liabilities = 12,00,000
Current Liabilities = ¥8,00,000

(v)  Calculation of Cash Balance:
Current Assets = 2.5 Current Liabilities

Current Assets = 2.5 (8,00,000) =20,00,000
(-) Debtors (5,00,000)
(-) Stock (4,00,000)
Cash Balance %11,00,000
Solution 43:

1. Working Notes:

(i)  Calculation of Sales

Fixed Assets _

L
Sales 3

1,30,00,000 _ %: Sales = % 3,90,00,000

Sales

(i)  Calculation of Current Assets

Fixed Assets _ 13

Sales 11

1,30,00,000
Current Assets

== Current Assets = 2 1,10,00,000

(iii) _Calculation of Raw Material Consumption and Direct Wages

K4
Sales 3,90,00,000
Less: Gross Profit (15 % of Sales) 58,50,000
Cost of Goods sold 3,31,50,000

Raw Material Consumption (20% of Cost of Goods Sold)
¥33,15,000

Wages (10% of Cost of Goods Sold)

(iv) Calculation of Stock of Raw Materials (= 3 months usage)

=66,30,000 x %= 216,57,500

(v)  Calculation of Stock of Finished Goods (= 6% of Cost of Goods Sold)

= 3,31,50,000 x —o==Z 19,89,000

(i)  Calculation of Current Liabilities

Current Assets
Current Liabilities

L1000000____5 _, cyrrent Liabilities = 2 55,00,000

Current Liabilities

(i) Calculation of Debtors

. . Debt
Average collection period =————

3,90,00,000
(iii)  Calculation of Long-term Loan

Long term Loan __ 2
Current Liabilities

1
Long Lermkoan - 2| ong term loan = % 1,10,00,000

55,00,000

Credit Sales

Debtors x 12 =2 =Debtors = 2 65,00,000

x 12 months

% 66,30,000 Direct
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(iv) Calculation of Cash Balance

4
Current assets 1,10,00,000
Less: Debtors 65,00,000
Raw materials stock 16,57,500
Finished goods stock 19,89,000 | 1,01,46,500
Cash balance 8,53,500
(v) Calculation of Net worth
Fixed Assets 1,30,00,000
Current Assets 1,10,00,000
Total Assets 2,40,00,000
Less: Long term Loan 1,10,00,000
Current Liabilities 55,00,000 1,65,00,000
Net worth 75,00,000

Net worth = Share capital + Reserves =% 75,00,000

Capital
Reserves and Surplus

Reserves and Surplus = %75,00,000 x % =3 60,00,000

= —= Share Capital =%75,00,000 x— =% 15,00,000

Profit and Loss Statement of ASD Ltd. for the year ended31st March, 2022

Particulars ® Particulars ®)
To Direct Materials consumed 66,30,000 [By |[Sales
To Direct Wages 33,15,000
To Works (Overhead) (Bal. fig.) 2,32,05,000 3:90,00,000
To Gross Profit c¢/d (15% of Sales) 58,50,000
3,90,00,000 3,90,00,000
o (S;;I:'nggaj])nd Distribution Expenses 2730000 [By |Gross Profit b/d 58.50000
To Net Profit (8% of Sales) 31,20,000
58,50,000 58,50,000
Balance Sheet of ASD Ltd. as at 31st March, 2022
Liabilities ) Assets ®)
Share Capital 15,00,000 Fixed Assets 1,30,00,000
Reserves and Surplus 60,00,000 Current Assets:
Long term loans 1,10,00,000 Stock of Raw Material 16,57,500
Current liabilities 55,00,000 Stock of Finished Goods 19,89,000
Debtors 65,00,000
Cash 8,53,500
2,40,00,000 2,40,00,000
Solution 44:
Liabilities ®) Assets ®)
Equity Share Capital 12,50,000 [Fixed Assets (cost) 20,58,000
Reserves & Surplus 2,50,000 |Less: Acc. Depreciation (3,43,000)
Long Term Loans 6,75,000 [Fixed Assets (WDV) 17,15,000
Bank Overdraft 60,000 [Stock 2,30,000
Payables 4,00,000 |Receivables 2,62,500
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Cash 4,27,500
Total 26,35,000 [Total 26,35,000
Working Notes:
() Sales ¥21,00,000
Less: Gross Profit (20%) 3_4,20,000
Cost of Goods Sold (COGS) % 16,80,000

.. . . A Receivabl

(ii) Receivables Turnover Velocity =—"—Z—==2025 ¢ 12
Credit Sales

2 =Average Receivables x 12

%21,00,000%75%

. 321,00,000X75%x%2
Average Receivables = T

Average Receivables =% 2,62,500
Closing Receivables = ¥ 2,62,500

. __Average Stock
(i) Stock Turnover Velocity =442 5 12
or15-= Average Stock x 12

X16,80,000
%16,80,000x1.5
Oor Average Stock =———-——==

Or Average Stock =¥ 2,10,000

Opening Stock + Closing Stock _
- =% 2,10, 000

Opening Stock + Closing Stock = ¥ 4,20,000 (1)
Also, Closing Stock-Opening Stock = ¥ 40,000 (2)
Solving (1) and (2), we get closing stock = ¥ 2,30,000

. . Current Assets _ Stock +Receivables + Cash
(IV) Current Ratio= Current Liabilities ~ Bank Overdraft + Creditors
Or 2 32,30,0004-32,62,5004+ Cash

60,000+ Creditors

Or % 1,20,000 + 2 Payables =% 4,92,500 + Cash
Or 2 Payables - Cash.= ¥ 3,72,500

Or Cash = 2 Payables — ¥ 3,72,500 (3)

. . Current Assets — Stock _  Debtor + Cash
Acid Test Ratio Current Liabilities Current Liabilities
Or 3 32,62,500+ Cash

2 60,000 + Creditors

Or ¥ 1,80,000 + 3 Payables = ¥ 5,25,000 + 2 Cash

Or 3 Payables — 2 Cash =3 3,45,000...........cccocevee.... 4)
Substitute (3) in (4)

Or 3 Payables — 2(2 Payables - % 3,72,500) = % 3,45,000
Or 3 Payables — 4 Payables + 3 7,45,000= % 3,45,000
(Payables) = % 3,45,000 - % 7,45,000

Payables = ¥ 4,00,000

So, Cash =2 x34,00,000 - % 3,72,5000

Cash = ¥ 4,27,500

(v) Long term Debt = 45% of Net Worth

Or ¥ 6,75,000 = 45% of Net Worth

Net Worth =¥ 15,00,000

(vi)  Equity Share Capital (ESC) + Reserves =% 15,00,000
Or ESC + 0.2ESC =% 15,00,000

Or 1.2 ESC =% 15,00,000

Equity Share Capital (ESC) =¥ 12,50,000

(vii) Reserves = 0.2 x ¥ 12,50,000

Reserves =¥ 2,50,000

(viii) Total of Liabilities=Total of Assets
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Or ¥ 12,50,000 + % 2,50,000 + % 6,75,000 +% 60,000 + ¥ 4,00,000 + Fixed Assets(FA) (WDV) +% 2,30,000 +%

2,62,000 +3 4,27,500

Or ¥ 26,35,000 =¥ 9,20,000 + FA(WDV)
FA (WDV) =% 17,15,000

Now FA(Cost) — Depreciation = FA(WDV)
Or FA(Cost) - FA(Cost)/6 = % 17,15,000
Or 5 FA(Cost)/6 = 3 17,15,000

Or FA(Cost) =¥ 17,15,000x 6/5

So, FA(Cost) =  20,58,000

Depreciation = ¥ 20,58,000/6 = ¥ 3,43,000

Solution 45:
1. Current Ratio = 3:1

Current Assets (CA)/Current Liability (CL) = 3:1

CA=3CL

WC =10,00,000

CA -CL=10,00,000
3CL - CL =10,00,000
2CL =10,00,000

10,00,000
CL =T

CL =%5,00,000
CA =3x5,00,000
CA =%¥15,00,000
2. Acid Test Ratio = CA — Stock / CL = 1:1
- 15,00,000— Stock =1
5,00,000
15,00,000 - stock = 5,00,000
Stock =%10,00,000
3. Stock Turnover ratio (on sales) = 5

Sales
Avg stock B
Sales =5
10,00,000

Sales = ¥50,00,000

4. Gross Profit = 50,00,000 x 40% = ¥20,00,000

Net profit (PBT) = 50,00,000 x 10% = ¥5,00,000

2. PBIT/PBT =2.2
PBIT = 2.2 x 5,00,000
PBIT=11,00,000

Interest = 11,00,000 - 5,00,000 = ¥6,00,000

Long term loan = 6’%(_)£0° =%¥50,00,000

6. Average collection period = 30 days

Receivables =2 x 50.00.000 = 4,16,667

7. Fixed Assets Turnover Ratio = 0.8
50,00,000/ Fixed Assets = 0.8
Fixed Assets =3¥62,50,000

Income Statement

Amount (%)
Sales 50,00,000
Less: Cost of Goods Sold 30,00,000
Gross Profit 20,00,000
Less: Operating Expenses 9,00,000
Less: Interest. 6,00,000
Net Profit 5,00,000
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Balance sheet

Liabilities Amount (3) Assets Amount (3)

Equity share capital 22,50,000|Fixed asset 62,50,000

Long term debt 50,00,000/Current assets:

Current liability 5,00,000/Stock 10,00,000

Receivables 4,16,667
Other 83,333 15,00,000
77,50,000 77,50,000
Solution 46:
Ratios Comment

Liquidity Current ratio has improved from last year and matching the industry average.
Quick ratio also improved than last year and above the industry average.

The reduced inventory levels (evidenced by higher inventory turnover ratio) have led
to better quick ratio in FY 2022 compared to FY 2021.

Further the decrease in current liabilities is greater than the collective decrease in
inventory and debtors as the current ratio have increase from FY2021 to FY 2022.

Operating  [Operating Income-ROI reduced from last year, but Operating Profit Margin has been

Profits maintained. This may happen due to decrease in operating cost. However, both the
ratios are still higher than the industry average.

Financing  [The company has reduced its debt capital by 1% and saved earnings for equity
shareholders. It also signifies that dependency on debt compared to other industry
players (60%) is low.

Return to the [Prabhu’s ROE is 26 per cent in 2021 and 28 per cent in 2022 compared to an industry

shareholders|average of 18 per cent. The ROE is stable and improved over the last year.

Solution 47:
1. Balance Sheet of Rudra Ltd.
Liabilities €9 Assets (3)
Capital 10,00,000 Fixed Assets 30,00,000
Reserves 20,00,000 Current Assets:
Long Term Loan @ 10% 30,00,000 Stock in Trade 20,00,000
Current Liabilities: Debtors 20,00,000
Creditors 10,00,000 Cash 5,00,000
Other Short-term 2,00,000
Current Liability (Other
STCL)
Outstanding Interest 3,00,000
75,00,000 75,00,000
Working Notes:
Let sales be ¥ x
Balance Sheet of Rudra Ltd.
Liabilities (3 Assets (3
Capital Reserves Fixed Assets Current x/4
Net Worth x/4 Assets:
Long Term Loan @ 10% x/4 Stock in Trade X/6
Debtors x/6
Cash 5,00,000
Current liabilities:
Creditors X/12
Other Short-term Current Liability
Outstanding Interest
Total Current Liabilities x/9+5,00,000/3
Total Total

www.canitinguru.com | @canitinguru

1.29


https://www.canitinguru.com/
https://t.me/canitinguru

Chapter - FINANCIAL ANALYSIS & PLANNING - RATIO ANALYSIS- SOLUTION

1. Fixed Asset Turnover =4 = x/Fixed Assets
Fixed Assets =x4

2. Stock Turnover = 6 =x/stock

Stock =X/ 6

3. Sales to net worth =4 = x /net worth
Net worth =x/4

4. Debt: Equity =1:1

Long Term Loan /Net worth =1/1

Long term loan = Net worth = x/ 4

5. Gross Profit to Cost =20%

GP / Sales — GP =20%
GP/x-GP =20%

GP =0.2x-0.2GP
1.2 GP =0.2x

GP =0.2x/1.2

GP =x/6

Cost of Goods Sold =X—-X/6=5/6X
6. COGS to creditors =10:1

COGS/ Creditors =10/1

(5 x/6) / Creditors =10/ 1
Creditors = 5x/60 =x/12
7. Stock /Debtor =1

Debtor = Stock =x/6

8. Current Ratio =3:1

(Stock +Debtors + Cash)/Current Liabilities = 3/1
(x/6 + x/6 +5,00,000)/ Current Liabilities =3
{x/3 +5,00,000}/3 =CL

CL =x/9 +5,00,000/3

9. CA = 3CL
= 3 {x/9 +% 5,00,000/3}
CA = x/3 +5,00,000

10. Net worth + Long Term Loan + Current Liability = Fixed Asset + Current Assets
{x/4 +x/4 + x/9 + % 5,00,000/3} = {x/4 +x/3+% 5,00,000}

{(x/4 +x/9 - x/3} = {% 5,00,000 - ¥ 5,00,000/ 3}
(9x+ 4x —12x)/36 = (315,00,000 - ¥ 5,00,000)/3
X /36 = %10,00,000/ 3
X = %1,20,00,000

11. Now, from above calculations, we get,

Fixed Asset =x/4 =%1,20,00,000/4 =% 30,00,000
Stock =x/6 =%1,20,00,000/6 =% 20,00,000
Debtor =x/6 =%1,20,00,000/6 =¥ 20,00,000
Net Worth =x/4 =% 30,00,000

Now, Capital to Reserveis 1:2

Capital =% 10,00,000

and, Reserve =% 20,00,000

Long Term Loan = x/4 = 30,00,000
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Outstanding Interest = 30,00,000x10% = 3,00,000
Creditors = x/12 =% 1,20,00,000 /12 =% 10,00,000

Current Liabilities = Creditors + Other STCL + Outstanding Interest
{x/9 + % 5,00,000/3} =¥ 10,00,000+ Other STCL + ¥ 3,00,000
{1,20,00,000/9 +% 5,00,000/3} = ¥ 13,00,000+ Other STCL

¥ 15,00,000 = Other STCL + ¥ 13,00,000

Other STCL =% 2,00,000
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