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“The finance function is the process of acquiring and utilising funds by a
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I. “Working Capital means total of Current Assets.”>—Mead, Mallott and Field
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Fiite
2 . ital _  Current Assets — Current Liabilities Hﬁ“‘%;\il
Net Working Capita 27 60,000 — 23,60,000 = ¥4,00,000

ON 2. ) '
ILL%’ST;iTgDmpany Ltd. has the following selected assets and Iiabili[i,_cg _
e $:

Cash _ »
Retained Earnings L iy
Equity Share Capital sl
Trade Receivables 69'0”“
Inventory L] l.gm}
Debentures ‘ : ,00‘0%
Provision for Taxa.tion S?,ij
Expenses outstanding 2]190{1
I.and and Building 3,0{)}9%
Goodwill 50’{]”‘]
Furniture . 25,001]
Long Term Bank Loans due for payment in the next montj 120 0
Cash Credit Limit fixed by Bank for next five years S’ODngq
Trade Payables *39:033

You are required to determine :
(1) Gross Working Capital (if) Net Working Capital

SOLUTION :
Total Current Assets = Cash + Trade Receivables + Inventory
= 45,000 + 60,000 + %1,11,000 = %2,16,000
Total Current Liabilities = Provision for Taxation + Exp. Outstanding + Bank
Loan due next month + Trade Payables
= 57,000 + 21,000 + ¥1,20,000 + X39,000
= R2,37,000
Gross Working Capital = Total Current Assets
=  %2,16,000 \
Net Working Capital = Current Assets — Current Liabilitiés ]
= R2,16,000 - ¥2,37,000 = (-) 21,000
HEV Gsft & err

: : (Types of Working Capital)
Wﬁiﬁmmﬂmﬁmmm%l T Tl ST & S8R W, 7
T SHHT ST 3 aqem |
. y;_:{ ) m g?: SITETT 9T (On the basis of Concept) — 9 4R W i
(;) Hhel Emfsﬁa ISt (Gross Working Capital)
(70) T8 refviet st (Neg Working Capital)
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Statement Showing Working Capital Requirement

Current Assets :
(/) Stock of Raw-Materials : :
Average Inventory holding period
Cost of yearly consumption 2 (weeks / months) y
52 weeks / 12 months

of raw material
(71) Work in process :
Average Time span of work in process
- (Weeks / months)
52 weeks / 12 months
Average Time span of work in process
50 (weeks / months)
+ ——
Xealy wages X o 52 weeks / 12 months

+ Yearly manufacturing and administrative overheads (excluding depreciaion)
Average Time span of work in process

» 30 5 (weeks / months) N,
100 52 weeks / 12 months

e : Work in process aﬁmmﬁmqﬁmmw%%mwﬁw

Cost of yearly consumption
of raw material




AL ok of finished goods :

st of goods produced (j e, Yearly cogy .
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TAW mater
AW materials + wages

ds exclud;
A\’erage ﬁnished g '\Cllldmg dﬂpfﬂtiuliun)

X—— _ (Weeks/ mon
ths
52 \&W-i——m
5 ptors :
(¥ ing Capital tied up in deb
Wworking : €010rs should he e«
cost of sales (excluding dePWCiatiﬁn‘] : be estimated on the basis of

oods produced (i.e. raw Average de
C ‘?;Ig; + wages + manufacturing,
%ﬁisﬂ'ﬂﬁve & selling overhead)
a( ] Cash and Bank Balance :
‘(

bt collection period
" (Weeks / months)
o , : L e
52 weeks / 12 months

(ie minimum cash balance required to be maintained =

.. Total Current Assets —
current Liabilities :
) (The working capital requirements are lower o
the extent such requirements are met through
current liabilities)
() Trade Creditors :

- Credit period allowed by creditors
Cost of yearly consumption (weeks / months)

. x = =
of raw material 52 weeks / 12 months

llllllllll

(if) Wages:
Average time lag in payment ol wages
(weeks / months)
52 weeks / 12 months

..........

Yearly wages X
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(iii) Overheads :

Average time lag in payment of overheads

Yearly Overheads (other (weeks / months) B s
than depreciation) S 52 weeks / 12 months
nt Liabilities)

Working Capital (Current Assets = Curre
Add - Provision for Contingencies ‘ miy
Estimated Working Capital requireme nt pakl A
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ILLUSTRATION 3.

From the following particulars of ABC Ltd., you are required to determine

working capital required by the company :

Per anp
?
(a) Average amount locked up in stocks :
Stock of raw materials 20,
Work-in progress 4,
Stock of finished goods 30,
(b) Average Credit given ;
Home Market 2 weeks Credit 2,60,
Foreign Market 6 weeks Credit 6,24,
(¢) Time available for payment :
For Purchases 4 weeks 1,56
For Wages 2 weeks 2,08,(
78,

For Manufacturing Exp 1 week

You may add 10% to allow for contingencies,
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U elling price s fixed at 260 per g
e solbing I O per unit, The
W and s0id 8T expected to be as undey - The number of units manufitured
. e 1,000, g
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1,800; lune 2 500

showing the requirement of we

Fg:‘w of Btocks. wking capital on monthly basis,

[USTRATION 6.
From the follos jowing information taken from the books of & manufacturing concern,

e the operating cycle in days -

 Average period of credit allowed by supplicrs 18 days
ok by (et
~ Average deblors ousstanding -
- Raw materials consumption o
* Total production ¢ g
R 11,500

20,000
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mwwaﬁjmﬁmmﬁﬁwmwsﬁmwﬁwmm%
$HIeTE AhE o &I 1 A STHM Tal o1 =ifen | |

(4) ﬁ?ﬁ{ Uael i oA (Cash Management Costs) — m TeY a?%q q.ﬂ%
WW%%%@WWEWW%,WWW|W@W
F1 f7H10 30 g9a 59 a7 &1 ot e A v e

(5) ST (Uncertainty) — I%E Terel 1 it +ff ol STST1 6 119 g
qﬁmmmeﬂrﬁ%@ﬁmﬂsﬁwﬁ%aﬁﬁaﬁmmﬁ%%%mﬁm
ﬁmﬂmﬁlﬁaﬁmﬁmwm%mWﬁ%ﬂWﬁwaﬁﬁmm
TEH] =1fen |

(6) muTaehtl ¥ wd & R o =t §IHAT (Firm’s Capacity to Bormoy ip
Emergent Situations)—3afe %12 %1 siaraesre) iterarelss 3UR o % ST T £ 7
%mwmﬁmmw%wﬁﬁwﬁﬁﬁmﬁﬁﬁwﬁmm%ﬁ
i &4 %1 "rE #1 e (Credit standing), ST & wey Teie seyfe

(7) waier &1 FREHIT (Attitude of Management) — Wsi%1 1 T qe1 SIRA
%WMW%W?IHWW%I S Jeie Fvvea 1 srien e 3
SIF Tewe A1 0 g 1w T A $eh Tawdia, fe o= e @1 et v
ﬁaf‘wnmém%?hmmwﬁm@m

(8) USler ot W(Efﬁciency ofManagement) — fS gaiY UTehi A Tehs T
F 4 dtera o sy § RIEERSRCC IE £ £ TR S ———

THS waer &t faferat srema e
(Methods or Devices of Cash Management)

ﬁ%ﬁuaﬁ;ﬁﬂ# (Techniques) steran afarait +ft avey vy &1 i Fee o

@
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\ MENT OF CASH

|l Cash B
!{i ﬂﬁ 'ér-sfz (Las Udge()
o 11.5

_ g A e
13} g T 579 (Cash Flow Ratios)n )
iy Atea (C
gav ATSE (Cash Management Moge)
or By

@ :
it AT .
) T gife ArSe (Miller-Orr Modet) umol Model)

m wAIle {Ca-sh Budget) — {5z

et P FERIT e @ 3R e ‘
i | afy % 2 g 6
o ﬂzﬁiﬁﬁmﬂﬁﬁ% '
" yfeaat (Cash Rece
I &S _ eceipls) : TFz =
a@ﬁ,ﬁﬁﬂﬁﬁmmmﬁ%%i Wi 9y g fasl, el 8 9

1. T8 sprar (Cash Payments) : _
mﬁmwﬁﬂﬁ'\m%n YT Wi : TR o, QT ST A

qﬁmaﬁﬁ&’?@",ﬁ-ﬁ’i‘!ﬁﬂﬁ A A
mﬁﬁmmwwwmﬁaﬂ%TWWW%ﬁ%

ﬂ-f.-g HSE o ICSYT A1 WEwd A0 SUAE
(Objects or Importance or Utility of Cash Budget)

(13.“3 the f:f:re cash rf;uirement) fﬁ?—: q e S
- gmating the : s) + T e o S T S T ¢
m,ﬁqqﬁﬁ%ﬁﬁmaﬂfmﬁ@ﬁﬁ?fﬁ-ﬁﬂ@ﬁﬁmaﬁwﬁ@'ﬂl
i qﬁmﬂﬂﬂww&uﬁﬁaﬁmﬁrﬁwﬁ%%l ‘
(2) fort WA 2 =foa @i &1 I &0 "WEEe (Helpful in the selection
: :mmﬁaﬁm@m%ﬁfﬂﬂﬁﬁwéﬁ
1 m%awﬂmﬁmlwwﬁmm%Wmeﬁﬁw
ﬂaﬁ\%mﬁﬁﬁﬁwwﬁm%ﬁ%ﬁmmmmsﬁmmmﬁ
m%mqﬁﬁﬂﬁﬁé\m%m%ﬁMWﬂﬁMqﬁwaw

(3) anfere TS P & | R (Helpful in the investment of
e 1 fEa-f w2 3 e i feRet

wﬂuﬁwaﬁﬁq@wnﬁl.@ s SR ®

g Cash Discount) [HS T

(4) e B T -a;ﬁ A & (Helpful in gettin )
' ﬁmmﬁmﬁ@rﬁmaﬂ:ﬁwmnﬁr
m%mmﬁm SIRER!
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U vd fagy o,

i -
Aty

11.6 : g
Freafe wa W A waTH § FWEEE (Helpful in planning ¢ |
(5) srei <) e 9T @ S ¢ f et w5 rp‘irchas;:j:

assets) : UFE =< | 7=

Q
| 3 e g e B A A | AR A A D 1 7y
syreafie |iEEl 4 mﬁ@mmwﬁﬁ“ﬁﬁwmﬁaﬁmfm %

(1]
-

3 v =1 e T A a A
ot ify & ferfroT "erdeh (Helpful in the g T
() e : il 'quﬁaﬁﬁﬁwﬁ%maﬁawnmgﬁggn%“m

. dividend policy)
proper dividend p mﬁwﬁ%lﬁﬁﬂ%ﬁﬂiﬁﬁmﬁwﬁg
3

3 afees A A= A AHe H ;
mﬁ@mélwmﬁmmwﬁmﬁmﬁmwhﬁmwm%
g 2 | 0
(7) aifers @t TX ek (Restricts Overspending) : UHg T912 VAR 5
e 7 9 gl TSI T 1 TS AT A A F U 6 ey g
mm?ﬁﬁqﬁ@ﬁm@m%%:ammmﬁmﬁmﬁmﬁaﬂ;m q“
F1 Tehe T o SR GHEAT HT HHha € | T
(8) Trewe WX wyraygui fa=1u1 (Effective Control on Cash) § T H 3y
mﬁmmmﬁaﬂ?wﬁaﬁwmm@aﬂw%ﬁ”ﬁf
HIV 1 T TNEL A g YERICHE HIEGTE! H1 S € | §
Tiehe asie dd oA i fafer™dl (Methods of preparing Cash Budget)
e e e 1 faferdi A @ fre oft Fofn & S Fe s T 2
(/) wifE sk 7T faf¥ (Receipt and Payment Method)
(1) TR env-e fafy = ‘g gare foerur’ fafy (Adjusted Profit and [ g
Method or Cash Flow Method) :
(iii) feafq faazo fafer (Balance Sheet Method)
(1) T 3% «ara fafer (Receipt and Payment Method) : 59 fafu #§ firg my
F1 a2 s7afty 1wl Aehg Wit SR Il 1 GaATHA e s $ ) 3w v e
mﬁjmmﬁaﬁaﬁmmmﬁﬁsﬁmméaﬂtmﬁamw
@Wﬂﬂmﬁmm%ﬁmﬁﬁmaﬂmﬁaaﬁnmmﬁm%l
g?ﬁ:%mﬁmmmm%mﬁwﬁdﬂaﬁm[sm#
(1) swe &t qafy futfa sEr (Determination of the Period of Budget) :
get) : T@
R SRt B TR e E i R ——
iﬂmm STl THIEH ¥ S0 S WAl § | WG (Seasonal) FE A w fa fad Ao
T ST HFA & 1 S0 T2 a1 R T wre ) arafes a7 Frsgfeon s 4
W%;l P Wt < W ST (Estimating the Cash Receipts) 1
m%ﬁmiﬂ“m‘mmmaaamﬁfwm?ﬁ@mmm%ﬁ‘
:m‘i"’:" %'mmmﬂ@@ﬂmﬁﬁ,ﬁﬁﬁﬁa@,ﬁﬁ@ﬁﬁmm
A 2 fiie Wi, sk § 1 fareht ot s 4 forg e Wi TS




HE ﬂﬁlﬁﬁﬁms‘ﬁr%a _ Ty ST YA e
'q'ﬁ‘—:‘m% Wﬂmgg%mm%am

Al R . -
: m?mﬂﬁmmam H %o fasy
I 4 TRE e T WSW¥%;E1

: mm%aﬁﬁ“ﬁmm di : .

ﬂa_mmw e “ﬁ@ﬂﬁm?%?ﬁ T e 1 S e e e 2
fﬂfﬁﬂ@ﬁﬁmmﬁﬂmﬂmwm'

mﬁmmmmaﬁmm%mwmﬁgmﬂﬁ%m

@-mm%lwﬁmmmmmam%\ ST UHS I

qu_g'ﬂiAﬂON 1:
summarised below are the income and expenditure forecasts for the months

yarch to July 2016:—

. PGCare Cash Budget for the month of May, June and July on the bas
following information :—
(1) Cash balance as on Ist May, 2016 was ¥12,000.
(2) Sales and Purchases all are on credit. Period of ¢
) month and allowed by creditors is 2 months.
(3) Lag in payment of Manufacturing EXpenses is one month.

e

redit allowed to debto

rect Expenses 1 :li month.

g 20,000 is due for delivery in July, payat

after 3 months.
payable in June and S¢

(4) Lagin payment of Indi

(5) Plant and Machinery costin
on delivery and the balance

(6) Advance tax of 26,000 each is ptember.



UFE T oy 2y o
CASH BUDGET (May to July 2015) N

SOLUTION :

frmforat (1) ToF 7ER F g 1 AFTH T (Closing Balance) sy
YRfEs ¥19 (Opening Balance) S STl el

(2) R F1 1 A Y SR T AT A S @ S70: a1l H g
mﬁhﬁ wﬁﬁaﬁnﬁﬁﬁﬁnﬁmﬁmiﬁrﬁ A S A F) T o w1 iy

T

Wawiy
R

%mm%am Hﬁ%quﬁ
1 TERE ST, e 7 % %

-.._.:mﬁﬂrsmzm%am ST R ST S A
nﬁﬁq-nﬁ'm awr o A R S % STIAS S 1 ST R e s A
&G mﬁaﬁwmﬁnm@m

May = Lor?8000+1ore8500 = 28250

i

n

wf‘«'?,,ﬂﬂ%—%efzgma

C Over. tlesmthltg bankm dm-mg the peﬂod A Ptf:
sh Budget for the above period from the following




=
t Bank on Ist April (estimated)
he payment of

yment of other expenses s -é- month,

10,000 is 10 be received in May 2016,




2= :Lh of other expenses of March will be paid in April; -‘-_th ofc e
will be paa‘d in May and so on. Hence, the payment for other expenses will pe N fq[] S of &%_
oy

Aprl = -é-th of 74,000+ 4 ; thof T4,800 = 24,700

May = g thof?4,800+7 7 thof 76,400 = 26200

!l

‘ﬁ|““ m];—-

June = th of ¥6,400 + - i th of ¥8,000 27,800

ILLUSTRATION 3. |
From the following prepare a Cash Budget for the month of January, 29y,
Cash in hand (estimated) on January, 1 320,000
Sales —December, 2011 50,000
January, 2012 z80 "ooo
~ 80% amount is Tecovered in the month of sale and the baj
subsequent month. = ey te
Purchases for the month of December, 2011 and January 2012
i are
$20,000 and ¥30,000 respectively. No credlt penud is allowed by the :us;;ﬁﬁd ok

A sale cemmssron of 5% is pald in cash in the month of sale itself,

SOLUTION : - CASH BUDGET
Jor the month of January, 2012




= be paid to workers %5 00 —
W ages 10 cach month. Rajan..
000. 1t has been decided by the Management (hyy . Balance at Bank on 11 January
In the case of deficit of fund Within the [5m;
{‘) ]nade \V]t.h the bank ¢ lim”. Of ?10,0005 armngel-nen{ can be
In the case of deficit of fung exceed;
(1) 742,000, issue of debentures ig 1o be Dr;?egnz(]jo 000 but within the limit of

(i) 1n 1he case of deficit of fund exceeding %42 ,000, is

sue of shares is preferred,
CASI-I BUDGE1

3 T

—

8,000 | 15,000

" sales - 60,000 | 40,000 | 45000 | 40,000

Total Receipts (A) 68,000 | 55000 | 45,000 | 40,000

ayments : Lt | o
48,000 | 80,000 | 81,000 | 90,000

50000 5000 | 5000 | 5000
53,000 | 85,000 | 86,000 | 95,000
15,000

30,000 | 41,000

55,000

ILLUSTRATION 5. | |
Prepare Cash Budget of Dehradun Fruit Co. Lid. for three months, i.e., April to
Iune, 2012 on the basis of data given below :—

(i) Sales :— 7 |
February 2012 60,000
March 2012 50,000
April to June 2012 80,000 per month.

Half the Sales are for Cash; 90% of Credit Sales are collected in the month

llowing Sales and the balance one month later.



11.12 _ _— — RAERE f&aaqih
¥ ways bought for cash to avail of cash discoun
paarter (April o June) was 20,000 bask,

(i) Fruitsareal tof 505, Ty

‘budget for the Secon 1S per mopy ?ur%

(iif) Wages & Salaries budget for the Second Quarter (Apri o Juny

per month. _ Ay Wasa g,

~ (iv) Manufacturing & other expenses budgeted fQI*'tthﬁhé,ﬁgr.(_-Apl_.i-l_.io]
- - lngy,

Cash Expenses (Manufacturing) 6,000 =

Depreciation 9,000

Selling Expenses 4,500

Administrative Expenses 5,000 (For April & Mgy

Also estimate the cash requirements of Dehradun Fruit Co, 14q, gy,

ly)
e 201y,

SOLUTION: CASH BUDGET
(April to June, 2012)

I T R o1 & o 98 g e

R TS T2 = 40,000 X — = 2 0007



oo B T

e

37,000 B o _
] i 3,000 e an
P b Sees 2,500 4,000
| La | -(Depreciation) 1 =Yg e 1 _‘=““*-—'===’ 00_ 38,500 W
1) & THE I T8 & o

{ © T e T2

o e fore #
/Uﬁm

o following particulars _
prom the _ » Prepare a Cash Bude
3&&1]!1"5 201 i udget for the half year ended on

22,000

[aformations
(i) Cash balance on 1st January, 2016 was 320,000,

(i) A machinery is to be purchased in March for ¥1,80,000 payable in two half
yearly instalments, the first to be paid in March.

(i) A sale commission of 5% on total sales is to be paid after two months of the
actual sales.

(iv) T40,000 being the amount of Ist call is expected to be received in February.
Securities premium amounting to ¥1 0,000 is also receivable with 1st call.

(v) Period of credit allowed to Customers 1 month
Period of credit allowed by Suppliers 2 months
Delay in payment of Wages ;]4- month
Delay in payment of Overheads 1 month

(vi) Assume cash sales to be 50% of total sales.

—




.14 1% T Ft

%

Wages have been calculated as follows :

Jan. Kb March — April g, .
y 7 3 z = .”;"“
il of previous month 2,000 3,000 4,000 4000 4409 500

7 thofcurrent month 9,000 12,000 12,000 13200 15000

16,500

11,000~ 15,000 16,000 17,200 19405

—
—_——

—_—
—_—

Prepare a cash budget for the quarter July-September 2016, from (1.

Informations :

_______

(i) Cash balance on 1st April 2016 was 23,000,

(if) A new machine s to be installed for 21,00,000 on credit, to be repaid by 0
equal instalments in July and August.




gividend of 20,000 is 1o pe e

n July
the cales are on credit. Half o uly,

f‘ﬂ ﬂ‘mi{;h a cash discount 0f 2% i it € dues ;
ol

montl:

qerials are purchased for cash on

e A
A Deley 0.2y ment of wages — mongp,
o :

i lah fi‘],f-

X Iy 23,000 | 16,200 2,200
s ﬂfcunﬂent mm;h’s sales (after dadllcﬁ'ng 2%) & - .

1,37,200 1,47,000 | 1,96,000 ,'

-+ sorevious month's sales i S SEYT G |
iR (A) 1,600,000 | 1,40,000 | 1,50,000

Eﬁ‘n‘zu"ﬁ 3.03,200 | 348200

50,000 | 50,000 |

. Manufacturing Overheads (after deducting |
" epreciation of ¥4,000 per month) S| scon | e
jr- ~ Total Payments (B) 2,%%& 3,01,000 i 3349'900'
} S Closing Balance (A - B) 16200, 520 | {H)m1
[ o SR, _ - (9800

(ji) et ST9-a {9 (Adjusted Profit and Loss Method) — 4 faft =6
s a2t foreer grn wafela fope o ensdi 1 uftn § e w6 e
51 el T S @ | g wne-a faeo g weikia el £ af 3w
b oa (8w, mmmmmmm)mm
i 30, =] <Al A gfe, Tardt weafdl < foska | wfat, o= 3 aﬁﬁﬁjﬁﬂiﬂﬁ
e TE o W Y ) SISt S ¢ | i b i § R e st | 9, =
mﬁa’fﬁﬁ,mﬁmﬁ!ﬁf%aﬂaﬁnﬁhmﬁmwﬁ.mﬁaﬂim%aﬁmﬁ
e sftt @Y1 6 ST 1 ] S

mwﬁﬁ,mwﬁWﬁmﬁmﬁmﬁﬁﬁﬂWWﬁmMW
TFAE : ]
Opening Cash Balance + Net Profit Shown by Forecasted Statement of Profit & Loss

+Non Cash Expenses + Decrease in Current Assets + Increase in Currf:m Llﬁbll]t;:,ii‘ .
+ Sale of Fixed Assets + Issue of Shares & Debentures etc. — Increase in Current Asse



R

116 48 v Sy %
= Dwmm in Current Liabiliﬂ## ~ Purchane of Fixed Assery i ?!‘va‘__}’%
- Redemption of Shares and Debentures ete. = Closing Cashy Fia -y

mﬂzmwmﬁfa‘MMﬁrm 9 fyenf Mﬁ'lm
# for; Ay w1 wifaem w0 svpetaa wd ferd s ¥ st g,
m. _ -Whﬁﬂwmﬂtl f"‘mm

ILLU.E“IRA TION 8.
From the following information prepare a Cash Budgey by aditeq
method ; mgf.“ &

by

BALANCE SHEET
ay al Ist April, 2011

STATEMENT OF PROFIT AN LOSS
Jor the year ended 31st March, 20)2




or 'Sﬂﬁﬁﬂ are Sf-'heduleﬂ

uilding is o 1Ssued dygiy
600; Trade Payablas %23 n‘;’&mﬂ, -'l%mﬂ;;; year. On 31st March,

e and O ceivables zsggug
'CASH BUDGET i Qmw‘“gg"mﬂsﬂs %3,000.

ror fafir (Balance Sheet Method) — 59 faft 3 stwmia weaiwal o
Wﬂﬁmﬁ)ﬁ%&ﬁiﬁﬂﬁaﬁmmmmm
SeTa A ra feerfy faeror’ sATE ST € | SHER YA WSl
- _"mmwmw%mﬁwﬁﬂmﬁﬁﬁaﬁmﬁrwﬂmﬁﬁ
m#ﬁ;';.ﬂwsﬁﬁﬁ?mﬁﬁmﬁﬂﬂﬂm?ﬁﬂwmﬁ

g T wmmﬁﬁﬁm%ﬂmaﬂmﬂﬁmﬁ

= i 2 o e ST e o Se-Tel A ) @
"%mﬂuﬁmﬂmmwﬁsﬁ -l
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11,18 _TWEWJ Uiy
0w,
ILLUSTRATION 9. ‘ v,
Prepare a Cash Budget by Balance Sheet Method from the i“rﬂrm-]ﬁ
On
2i

illustration 8. v,
n

SOLUTION : Cash Budget — Balance Sheet Method
FORECAST BALANCE SHEET
as at 3lst March, 2012

= ’ i (e~ E SR T
¥t AR By

. EQUITY & LIABILITIES :
Share Capital
Profit & Loss Balance
Debentures
Trade Payables
Outstanding Expenses

Il ASSETS :
Land and Building
Plant and Machinery
Furniture and Fixtures
Inventories
Trade Receivables
Prepaid Expenses
Cash Balance (Balancing Figure) 60y
| s
3350
Sy

(2) Treg waTg f&eRuT (Cash Flow Statement) — T '
Eoe 'FHHTI(Device)%r mmﬁwwwﬁ;ﬁ;ﬁ;i?%? fﬁﬂ‘“‘“‘fﬁ“
a;mafa(mﬁaﬁ)aﬁtaﬁafﬁ(ﬁﬂmﬁ)aﬁwﬁhm%[mwﬁ ﬂ%?{?mﬁ
ey & SR g o Hidl (Sources) A1 UFHT < 9 (Applications) mm?ﬂ
amﬁmﬁwwanwmmﬁgqvﬁaﬁ%mnﬁmﬁwm?

@gmﬁmaﬂﬁﬁmﬁﬁmﬁmw%mm‘ﬂmw@ﬁaﬁ l"
ﬁwaﬁaﬁ?@fjmﬁ%amﬂwaﬁf%mqﬂﬁﬁwwﬁmmﬁlmq;
ﬁmaﬁmwﬁwuﬁuﬁwwmﬁméﬁ%ﬁammm;
mﬁmwﬁnmmﬁwﬁﬂﬁwﬁmwmﬁmﬁaﬁ%l

m:mmﬁmmﬁmmwwﬁmﬁ%mmﬁm%

_(3)ﬁmmm(msmuwmio)—m 3 Lk
WA (Device) ® 1 T2 &1 4iom qen ﬁq.'ﬂ“laﬁsﬁqﬁfﬁﬁm%i
mﬁwm%lwwmmwﬁﬁ%&ﬁ§: |

(i) T3 3mas STIUT (Cash Turnover Ratio) — I ST Tk Yarel 1 Tt
mmﬁﬁawﬁﬁaﬁmm%}g%: |



11.19

ﬂ‘ﬂ anl!:‘ a:;;:ﬁﬂ (Casl;(sgver?g; Ratio) — 7 STU HeluA qo 39 T

Tﬁﬁ ﬂ‘ﬁﬂaﬁw Credit
1 FETTT ST ST i miﬂaﬁ;” A (Credi
7o Brefe e 2 T R T o g g e

Coveragc b= Annual Cash Flow Before Interest and Taxes
ash Interest + Principal Payments (——1—-—.-

1 —tax rate
- Flow means earnings before interest and taxes plus depreciation.

ﬁ-ﬂ fereh 2, wﬁmﬁwmé’r st Bt ifes T wen A

. ute Cash Coverage Ratio from the following data :




gl & for g 9 & frufo & weme 2

S ot 99 € @ 35 o1 R for =gaaE 9 awE (Liquidity) %1 feafq ygg

et v fagy
11.20 -ﬁ—ﬁm

Cash Flow Coverage Ratio .

23,48,000
34,000 + 70,000 (7 s'ﬁ%-)
£3,48,000
a 100

234,000 + ( ¥70,000 X 2=

_ 3348000 _ 5 imes,

= 71,74,000
340,000 + T80,000 (

Year Il =

.y
I~ 50%

74,70,000

240,000 + (380,000 x 100
i w = i
= 22.00,000 2.35 times.

T T A magmaqgﬁaﬁﬁaﬂ&n sfereh 2 | 3 T A 3
A s 2 | ﬂtﬁ#ﬁm

(iii) Treng @1 Ated 3 w9 | U (Cash to Average Daily p,
Ratio) — wm@mwﬁmaﬁqﬁﬁw%ﬁmmﬁ%ﬁmmﬁﬁ

Cash to Average Daily Purchase Ratio= —— Cash I?-alance____
: Average Daily Purchaseg

Da}"’S Durlng'lhe Perio-d

3% T 1 it 3 w9 A S I E S I 5 e s g

ILLUSTRATION 11.

data :

Compute the Cash to Average Daily Purchase Ratio of a firm from the following

Assume 360 days in a year,



iME '
I;NM’\ 11.2
N : oL 21
7
b, Y{?ar 1
o paily Purchases = X63,00,000 S
A 360 days 272,00,000
= 17,500 ;;60 days
; : 0,000
serage Daily Purchase Ratio = 252,500
0 17,500 265,000
- ¥20,000
3 days
3.25 days

ﬁﬁ&imwm (Days of Cash Avai
afefd HT 2 | TE STHUW fei Available) — % s ot =T
g @ ool 1 a5 shem i e # o form e

pays of Cash Available = Average Cash Balance

Average Daily Outflows

" Determine the days of Cash available from the following data :

LUTION
; S Rl . Opening Cash ; Closing Cash
_ 70,000 . 80.000 _ 545 00
Average Daily Cash Outflows = %—m—q = %15,000
Days of Cash Available - ﬁ‘;:‘gg:ﬁf: paance
.y = 5 Days

%15,000
75 e i € o 5 fedl 1 AP Wﬁmﬂﬁaﬁ%ﬁqmmm%m

(v) Trare wer-ww farg (Cash Break-even Point) = ¢ ST S T T T
3 Ve ot @ forg T A eaﬁuaﬂaﬁsqﬁmgrmmaﬁ%

W o <o & e 1 v it 4w 6w
: i Cash Fixed Costs
Cash Break-even Point = Contribution Per Unit

o Hra-w g




T2 Ud forgy o

" G, lling Price Per Uni(— v |

~ Contribution Per Uni = SElling RCC Rer LNt = Varabi, L:;?lﬁrxh ﬁ

fae wfrm-w g i 4 Tﬁ‘” 3:3 ﬁ ‘ﬁﬁw 21 Wy s 5 _cti?fﬂt

gmmmﬁ%wmmmuwmwﬁﬂﬂﬁ PR EH SR e v 2 T
[ 5,

®

ILLUSTRATION 13.
From the following data, compute

Total Cost basis !

sy o L e

PR

ing Costs

et MM e

Cash Fixed Operat
Depreciation

Sale Price Per Unit
Variable Cost Per Unit

SOLUTION :
_@M}{cd COSls

jreak-even Point on Cash Cost basis —
Break-even Po ¢ Contribution Per Unit

280,000
10 - F6

_ %80,000
T4 = 20,000 Unjgs

Total Fixed Costs

Break-even Point on Total Cost basis = —
Contribution Per Unj;

280,000 + 220,000

10 - %6
_ 100,000
%4 = 25,000 Units

(4) Tehg waY AT (Cash Management Model) — sz T Tlew o
H1 U 311 WA (Device) & foraeht w2 srgpery mmﬁ%mmﬁg

Id: ey ﬁmmz@ﬁﬁﬁﬁﬂﬁamaﬁmm%_mw




&
e c = Optinn.'lm Cash Balanr:e
o= Cash disbursement ofay
P
S

car (or month)

= Fixed cost per transaction
= Opportunity cost of one

fupee p.a. (or per month)

FLLUSTR ATION 14.

. Monthly cash requirements according to cash budget 50,000
Fixed Cost per transaction 2 10
Interest rate 12% p.a. |

Calculate optimum cash balance.
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OLUTION :
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- 2 S = 710,000
Therefore, optimum cash balance = 10,000
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Calculate the ‘Average Collection Period’ from the following ;
Credit Sales during the year 10,00,000
Accounts Receivables in the beginning T 80,009
Accounts Receivables at the end % 1,20,000

SOLUTION :

2 - o ¥10,00,000
Receivables Turnover Ratio = 0,00,0 x

10 fiiges
(380,000 + T1,20,000) % e

Average Collection Period = %%g;i = 1.2 months
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T s o fee et )& e 3 ot R e 1 o

AGING SCHEDULE OF ACCOUNTS RECEIVABLE
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VAT Sfats &t oy (Computation of Operating Leverage) :
REIGERSICrr (Operating Leverage) &% oy fisy THR HT N Hahe 2

; Contribution (Wﬁ)
Operating Leverage = Operating Profit @ )

= Sales - Variable Cost

= Sales — Variable Cos; — Fixed Cogt
s before interest ang tax™ (EBIT),

Contribution (3IRm)
Operating Profit (H=Tem )
Operating profit here means “*Eaming
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Degree of Operating cherage — Percentage Change in Operating Profits

Percentage Change in Sales
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(iii) FeTeA @Tw H U@ w AWHET ® I9ATH (Useful in understanding the
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-aming before Tax or EBT}“;?':\'H;‘-;;:-:,E.‘.
9 W€ 51 5 fawg Sifas 31 g 30 m,,q?'h%

4: BOH #1401 s (Contribution Le. Sales less var;

able Cost) 7 I
#3 (Eamning before tax or EB
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3 Contribution
b : =
Sobined Ley s Eamning before tax (EBT)
OR

Combined Leverage = Operating Leverage X Financial Leverage

Degree of Combined Leverage may be calculated as follows :
: . ~ _Percentage Change in EPS

Degree of Combined L ey erage Percentage ClangeiaSiles

() 9 37 37 F wfadst = O3 § Hm(uelpfulinlmdersm_ﬁas

Changes in Eaming Per Share or EPS) : 399 =gt w5 =1 EPS S 53+
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nﬁaﬁ%ﬁpsmiﬁmﬁwmﬁmti

(i) %= e @ Fafor (Assessment of Total Risk) : T57 Sad ¥4 59
T I  SH H1 719 F3 & 577 1 75 ey < e e S0
% HIF #9 3 EPS T AW B Yefvia w3

(iii) WaIe a@n fasfg sErw &
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(EPS-EBIT Analysis)
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mmammm 1 Al
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W@ﬂ%fummwwmmmﬁﬁﬁsmrﬁwﬁﬂﬂmmaﬁm
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ure exclusively comprising of equity

Example : Suppose
shares amounting 10 2 20,00,000 (in The firm now wishes 1o raisc
four alternative financial

20,00,000 for expansion. SUPPOsE

uﬁrafwm—mqémﬁ

- — -

q firm has a capital struct
z 100 shares).

the firm has

additional ¥
plans
(A) Itcan raise the entire amount through equity capital.
(B) It can raise 50% through equity capital and 50% through 8%
debentures. »
(C) Itcan raise entire amount through 8% debentures.
(D) It can raise 50% through equity capital and 50% through 8% preference
capital. RIEER.
Qe Assunic that firm is expecting an EBIT of ¥ 6,00,000 p-a. after expansion and the
taxrate is 40%.

~ Which financing plan should the firm select?

=
.

EPS under various financial plans
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/‘El'ﬂ'i'-!?ﬂ feg/&X (Indifference Point/Level) :

Serdtar fag /R EB]Tmﬁw%mmaaﬁﬁwﬁﬁ‘m?ﬂmﬁiaﬁ EPS ey
il EBITITE{EHW?IH‘G:WH’IWFﬁﬂh%ﬁﬂﬂ&ﬁ@i\EPS%‘&fqmaﬁw
2 | 37 v #, Ak EBIT 1 et ¥ EBIT & 3SRl & 9 ﬁwmﬁgm%a |,
a8 famita A1 fSEH T 9 ar S e (St QWW@W) ST
gfe # "erEs 01 | 3Heh fawid, 3 EBIT &7 9180 X EBIT %mwﬁm%
il 9 fareiTa A 9 FHe St =1 394 {1 1w € EpS # afg HEES 2t

Indifference level of EBIT can be obtained with the help of two methods -

(a) Algebraic Method, and

(b) Graphic Method

(a) Algebraic Method : According to algebraic method, the indifference leve of
EBIT can be ascertained as follows :
(EBIT-1;) (1 —t)- PD, (EBIT-I,) (1 -=t) - PD,
| N, . N,
Where,
EBIT = Indifference level of Earnings before interest and taxes between
the two alternative financing plans.
[} = Interest Charges in financing plan 1.
I = Interest Charges in financing plan 2. |

t = ftaxrate. ‘
PD;= Preference Dividend in financing plan 1. |
PD,=  Preference Dividend in financing plan 2.

N; = Number of Equity Shares in financing plan 1.

N> = Number of Equity Shares in financing plan 2.
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