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CA INTER
FINANCIAL MANAGEMENT

Questions

1. Using the following information, complete this balance sheet:
Long-term debt to net worth 0.5 to 1
Total asset turnover 2.5 x
Average collection period* 18 days
Inventory turnover 9 x
Gross profit margin 10%
Acid-test ratio 1 to 1
*Assume a 360-day year and all sales on credit.

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

2.
1. Ratio of Net sales to Net working capital is a:

a) Profitability ratio
b) Liquidity ratio
c) Current ratio
d) Working capital turnover ratio

2. Long-term solvency is indicated by:
a) Debt/ equity ratio
b) Current Ratio
c) Operating ratio
d) Net profit ratio

3. Ratio of net profit before interest and tax to sales is:
a) Gross profit ratio
b) Net profit ratio
c) Operating profit ratio
d) Interest coverage ratio.

4. Observing changes in the financial variables across the years is:
a) Vertical analysis
b) Horizontal Analysis
c) Peer-firm Analysis
d) Industry Analysis.

5. The Receivable-Turnover ratio helps management to:
a) Managing resources
b) Managing inventory
c) Managing customer relationship
d) Managing working capital
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3. Following figures are available in the books Tirupati Ltd.
Fixed assets turnover ratio 8 times
Capital turnover ratio 2 times
Inventory Turnover 8 times
Receivable turnover 4 times
Payable turnover 6 times
G P Ratio 25%
Gross profit during the year amounts to ` 8,00,000. There is no long-term loan or overdraft.
Reserve  and  surplus  amount  to ` 2,00,000.  Ending  inventory  of  the  year  is ` 20,000 above
the beginning inventory.
Required:
CALCULATE various assets and liabilities and PREPARE a Balance sheet of Tirupati Ltd.

4. Assuming  the  current  ratio  of  a  Company  is  2,  STATE  in  each  of  the  following  cases
whether the ratio will improve or decline or will have no change:
(i) Payment of current liability
(ii) Purchase of fixed assets by cash
(iii) Cash collected from Customers
(iv) Bills receivable dishonoured
(v) Issue of new shares

5. Answer the following:
From the following information, PREPARE a summarised Balance Sheet as at 31st March, 20X6:
Working Capital Rs.2,40,000
Bank overdraft Rs.40,000
Fixed Assets to Proprietary ratio 0.75
Reserves and Surplus Rs.1,60,000
Current ratio 2.5
Liquid ratio 1.5

6. “Financial Leverage is a double-edged sword” DISCUSS

7. G Ltd. has furnished the following information relating to the year ended 31st March, 2017 and
31st March, 2018:

31st March, 2017 31st March, 2018
Share Capital 40,00,000 40,00,000
Reserve and Surplus 20,00,000 25,00,000
Long term loan 30,00,000 30,00,000
 Net profit ratio: 8%
 Gross profit ratio: 20%
 Long-term loan has been used to finance 40% of the fixed assets.
 Stock turnover with respect to cost of goods sold is 4.
 Debtors represent 90 days sales.
 The company holds cash equivalent to 1½ months cost of goods sold.
 Ignore taxation and assume 360 days in a year.
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You are required to prepare Balance Sheet as on 31st March, 2018 in following format:
Liabilities (`) Assets (`)

Share Capital - Fixed Assets -
Reserve and Surplus - Sundry Debtors -
Long-term loan - Closing Stock -
Sundry Creditors - Cash in hand -

8. The accountant of Moon Ltd. has reported the following data:
Gross profit ` 60,000
Gross Profit Margin 20 per cent
Total Assets Turnover 0.30:1
Net Worth to Total Assets 0.90:1
Current Ratio 1.5:1
Liquid Assets to Current Liability 1:1
Credit Sales to Total Sales 0.80:1
Average Collection Period 60 days
Assume 360 days in a year
You are required to complete the following:

Balance Sheet of Moon Ltd.
Liabilities ` Liabilities `

Net Worth Fixed Assets
Current Liabilities Stock

Debtors
Cash

Total Liabilities Total Assets

9. The summarized Balance Sheet of TPA Traders Ltd. for the year ended 31-03-20X8 is given
below:

(Rs.in lakhs)

The following further particulars are also given for the year

(in lakhs of rupee)
Sales 1,200
Earnings before interest and tax (EBIT) 300
Net profit after tax (PAT) 200
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Calculate  the  following  for  the  company  and  explain  the  significance  of  each  in  one  or
two sentences.
(i) Current ratio
(ii) Liquidity ratio
(iii) Profitability ratio
(iv) Profitability on fund employed
(v) Receivables’ (Debtor’s) Turnover ratio
(vi) Average  receivable  (debtor’s)  collection period
(vii) Stock Turnover ratio
(viii) Return on Equity

10. The following figures and ratios pertain to ABG Company Limited for the year ending 31st
March, 2016:
Annual Sales (credit) ` 50,00,000
Gross Profit Ratio 28%
Fixed assets turnover ratio (based on cost of goods sold) 1.5
Stock turnover ratio (based on cost of goods sold) 6
Quick ratio 1 : 1
Current ratio 1.5
Debtors collection period 45 days
Reserves and surplus to Share Capital 0.60 : 1
Capital gearing ratio 0.5
Fixed Assets to net worth 1.2 : 1
You  are  required  to  prepare  the  Balance  Sheet  as  at  31st  March,  2016  based  on  the above
information. Assume 360 days in a year.

11. With the following ratios and further information given below prepare a Trading Account,
Profit and Loss Account and Balance Sheet of ABC Company.
Fixed Assets `40,00,000
Closing Stock `4,00,000
Stock turnover ratio 10
Gross profit ratio 25 percent
Net profit ratio 20 percent
Net profit to capital 1/5
Capital to total liabilities 1/2
Fixed assets to capital 5/4
Fixed assets/Total current assets 5/7

12. VRA Limited has provided the following information for the year ending 31st March, 2015.
Debt Equity Ratio 2: 1
14% long term debt ` 50,00,000
Gross Profit Ratio 30%
Return on equity 50%
Income Tax Rate 35%
Capital Turnover Ratio 1.2 times
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Opening Stock ` 4,50,000
Closing Stock 8% of sales
You are required to prepare Trading and Profit and Loss Account for the year ending 31st
March, 2015.

13. You have been hired as an analyst for the Bank of Delhi and your team is working on an
independent  assessment  of  Meyland  Limited.  Meyland  Limited  specializes  in  the
production  of  freshly  imported  cheese  from  Switzerland.    Your  colleague  has  provided
you with the following data for your reference:

(a) In the annual report to the shareholders, the CEO of Meyland Limited wrote, “2012 was a
good year for the company with respect to our ability to meet our short-term obligations.
We  had  higher  liquidity  largely  due  to  an  increase  in  highly  liquid  current  assets
(cash, account receivables and short-term marketable securities).”  Is the CEO correct?
Explain and use only relevant information in your analysis.

(b) What  can  you  say  about  Meyland  Limited's  asset  management?  Be  as  complete  as
possible    given the above information, but do not use any irrelevant information.

(c) You  are  asked  to  provide  the  shareholders  with  an  assessment  of  Meyland  Limited's
solvency and leverage. Be as complete as possible given the above information, but do not
use any irrelevant information.
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14. Following is the abridged Balance Sheet of Ganesha Limited:
Balance Sheet as on 31-3-2013

With the help of the additional information furnished below, you are required to prepare
Trading and Profit & Loss Account and a Balance Sheet as on 31st March, 2014:
(i) The  company  went  in  for  reorganisation  of  capital  structure,  with  share  capital

remaining the same as follows:

(ii) Land and Buildings remained unchanged.  Additional plant and machinery has been
bought and a further ` 5,000 depreciation written off.
(The total fixed assets then constituted 60% of total gross fixed and current assets.)

(iii) Working capital ratio was 8 : 5.
(iv) Quick assets ratio was 1 : 1.
(v) The debtors (four-fifth of the quick assets) to sales ratio revealed a credit period of 2

months.  There were no cash sales.
(vi) Return on net worth was 10%.
(vii) Gross profit was at the rate of 15% of selling price.
(viii) Stock turnover was eight times for the year.

Ignore Taxation.

15. From the following information, prepare Balance Sheet of a firm:
Stock Turnover Ratio (based on cost of goods sold) - 7 times
Rate of Gross Profit to Sales - 25%
Sales to Fixed Assets - 2 times
Average debt collection period - 1.5 months
Current Ratio - 2
Liquidity Ratio - 1.25
Net Working Capital - ` 8,00,000
Net Worth to Fixed Assets - 0.9 times
Reserve and Surplus to Capital - 0.25 times
Long Term Debts - Nil
All Sales are on credit basis.

16. Comment on the Debt Service Coverage Ratio.
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