
                                                                                                                      

 SANJAY SARAF SIR                                                                                                                            1 

CA INTER  
FINANCIAL MANAGEMENT 

VOLUME II UNIT 1, UNIT 5 AND UNIT 6 
Questions 

Question 1 

Muffin ltd. is considering its working capital investment and financial policies for the 

next year.  Estimated  fixed  assets  and  current  liabilities  for  the  next  year  are ` 4  

crores  and ` 3.6  crores  respectively. Estimated Sales and EBIT depend on  current  

assets investment, particularly inventories  and  book-debts. The  financial  controller  

of  the company  is examining the following alternative Working Capital Policies: 

          (` Crores) 

Working Capital 
investment Policy 

Investment in Current 
Assets 

Estimated 
Sales 

EBIT 

Conservative 6 18.5 2.3 

Moderate 5.4 17 2.2 

Aggressive 4 15 2.1 

After evaluating  the  working  capital investment policy,  the  Financial  Controller  

has  advised  the adoption of the moderate working capital policy. The company is 

now examining the use of  long-term  and  short-term  borrowings  for  financing  its  

assets.  The  company  will  use  ` 3.3  crores  of  the  equity  funds.  The  corporate  

tax  rate  is  35%.  The  company  is considering the following debt alternatives. 

(` Crores) 

Financing Policy Short-term Debt Long-term Debt 

Conservative 1 1.5 

Moderate 1.5 1 

Aggressive   1.7 0.8 

Interest rate-Average 14% 18% 

You are required to calculate the following: 

i. Working Capital Investment for each policy: 

a. Net Working Capital position  

b. Rate of Return on assets  

c. Current ratio  
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ii. Financing for each policy: 

a. Net Working Capital position. 

b. Rate of Return on Shareholders’ equity. 

c. Current ratio. 

Question 2 

The following information is provided by the SUNSHINE Ltd. for the year ending 31st 

March, 2015. 

Raw Material storage period 30 days 

Work in progress conversion period 10 days 

Finished Goods storage period 18 days 

Debt Collection period 25 days 

Creditors' payment period 40 days 

Annual Operating Cost 18 Lacs 

(Including depreciation of ` 180,000) 

(1 year = 360 days) 

You are required to calculate: 

i. Operating Cycle period. 
ii. Number of Operating Cycles in a year. 
iii. Amount of working capital required for the company on a cash cost basis. 

iv. The company is a market leader in its product, there is virtually no competitor in 

the market. Based on a market research, it  is planning to discontinue sales on  

credit  and  deliver products based on pre-payments. Thereby, it can reduce its 

working capital requirement substantially. What would be the reduction in 

working capital requirement  due  to  such decision? 
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Question 3 

Delicious Enterprises has been operating its manufacturing facilities till 31.3.2017 on 

a single shift working with the following cost structure: 

 Per unit (`) 

Cost of Materials  6.00 

Wages (out of which 40% fixed)  5.00 

Overheads (out of which 80% fixed)  5.00 

Profit  2.00 

SellingPrice  18.00 

Sales during 2016-17 – `4,32,000.  

As at 31.3.2017 the company held: 

  (`) 

Stock of raw materials (at cost) 36,000 

Work-in-progress (valued at prime cost) 22,000 

Finished goods (valued at total cost) 72,000 

Sundry debtors 1,08,000 

In view of increased market demand, it is proposed to double production by working 

an extra  shift. It  is expected  that  a  10%  discount  will  be  available  from  suppliers  

of  raw materials in view of increased volume of business.  Selling price will remain 

the same.  The credit period allowed to customers will remain unaltered.  Credit 

availed of from suppliers will continue to remain at the present level i.e., 2 months.  

Lag in payment of wages and expenses will continue to remain half a month. 

You are required to assess the additional working capital requirements, if the policy 

to increase output is implemented. 
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Question 4 

Honey  Ltd.,  a  newly  formed  company  has  applied  to  the Beeling Bank  for  the  

first time for financing  it's Working Capital Requirements. The following informations  

are  available  about the projections for the current year:   

Estimated Level of 

Activity   

Completed  Units  of  Production  40,000  plus  unit  of  

work  in progress 10000 

Raw Material Cost   ` 60 per unit   

Direct Wages Cost   ` 20 per unit   

Overhead   ` 50 per unit (inclusive of Depreciation `10 per unit) 

Selling Price   ` 160 per unit   

Raw Material in Stock   Average 30 days consumption   

Work in Progress Stock   Material 100% and Conversion Cost 50%   

Finished Goods Stock 28000 Units   

Credit Allowed by the 

supplier 

30 days   

Credit Allowed to 

Purchasers 

60 days   

Direct Wages (Lag in 

payment) 

15 days   

Expected Cash Balance ` 3,00,000 

Assume  that  production  is  carried  on  evenly  throughout  the  year  (360  days)  

and  wages  and overheads accrue similarly. All sales are on the credit basis. You are 

required to calculate the Net Working Capital Requirement on Cash Cost Basis.   
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Question 5 

Pampers Limited  is  commencing  a  new  project  for  manufacture  of  a  plastic 
component.  The  following  cost  information  has  been  ascertained  for  annual  
production  of 12,000 units which is the full capacity: 

 Costs per unit (` ) 

Materials 40.00 

Direct labour and variable expenses 20.00 

Fixed manufacturing expenses 6.00 

Depreciation 10.00 

Fixed administration expenses 4.00 

 80.00 

The selling price per unit is expected to be ` 96 and the selling expenses ` 5 per unit,  

80% of which is variable. 

In the first two years of operations, production and sales are expected to be as 

follows: 

Year Production (No. of units) Sales (No. of units) 

1 6,000 5,000 

2 9,000 8,500 

To assess the working capital requirements, the following additional information is 

available: 

a.  Stock of materials 2.25 months’ average consumption 

b.  Work-in-process Nil 

c.  Debtors 1 month’s average sales. 

d.  Cash balance ` 10,000 

e.  Creditors for supply of 

materials 

1 month’s average purchase during the year. 

f.  Creditors for expenses 1 month’s average of all expenses during the year. 

Prepare, for the two years: 

i. A projected statement of Profit/Loss (Ignoring taxation); and 

ii. A projected statement of working capital requirements. 
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Question 6 

Gummy bears Ltd.,  a  company  newly  commencing  business  in  2013  has  the  

following projected Profit and Loss Account: 

 (`) (`) 

Sales  400,000 

Cost of goods sold  270,000 

Gross Profit  130,000 

Administrative Expenses 34,000  

Selling Expenses 30,000 64,000 

Profit before tax  66,000 

Provision for taxation  22,000 

Profit after tax  44,000 

The cost of goods sold has been arrived at as under:   

Materials used 147,000  

Wages and manufacturing Expenses 111,000  

Depreciation 42000  

 300,000  

Less: Stock of Finished goods  

30,000 

 

(10% of goods produced not yet sold)  

 270,000  

The figure given above relate only to finished goods and not to work-in-progress.  

Goods equal to 15% of the year’s production (in terms of physical units) will be in 

process on the average requiring full materials but only 40% of the other expenses.  

The company believes in keeping materials equal to two months’ consumption in 

stock. 

All expenses will be paid one month in advance.  Suppliers of materials will extend 1-

1/2 months credit.  Sales will be 20% for cash and the rest at two months’ credit.  

70% of the Income tax will be paid in advance in quarterly installments.  The 

company wishes to keep ` 8834 in cash. 10% has to be added to the estimated figure 

for unforeseen contingencies. 

Prepare an estimate of working capital.  

Note: All workings should form part of the answer. 
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Question 7 

The management of Bubbles Company Ltd. is planning to expand its business and 

consults you to prepare an estimated working capital statement. The records of the 

company  reveal  the following annual information: 

 (`) 

Sales –Domestic at one month’s credit 30,00,000 

Export at three month’s credit (sales price 10% below domestic price) 18,00,000 

Materials used (suppliers extend two months credit) 12,00,000 

Lag in payment of wages – ½ month 9,20,000 

Lag in payment of manufacturing expenses (cash) – 1 month 11,00,000 

Lag in payment of Adm. Expenses – 1 month 2,80,000 

Sales promotion expenses payable quarterly in advance 2,50,000 

Income tax payable in four installments of which one falls in the next 

financial year 

2,25,000 

Rate of gross profit is 20%. 

Ignore work-in-progress and depreciation. 

The company keeps one month’s stock of raw materials and 3 month200 finished 

goods (each) and believes in keeping ` 2,50,000 available to it including the overdraft 

limit of ` 75,000 not yet utilized by the company. 

The management is also of the opinion to make 12% margin for contingencies on 

computed figure.  

You are required to prepare the estimated working capital statement for the next 

year. 
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Question 8 

Marshmello Ltd.  is  in  the  manufacturing  business  and  it  acquires  raw  material  

from  X  Ltd.  on  a regular basis. As per the terms of agreement the payment must be 

made within 40 days of purchase. However A Ltd. has a choice of paying ` 98.50 per   

` 100 it owes to X Ltd. on or before 10th day of purchase. Should A Ltd. accept the 

offer of discount assuming average billing of A Ltd. with X Ltd. is ` 10,00,000 and an 

alternative investment yield a return of 15% and company pays the invoice.  

Question 9 

From the following data of Bunnies ltd. calculate the maximum permissible bank 

finance under the three methods suggested by the Tandon Committee : 

Liabilities ` in lacs 

Creditors 180 

Other current liabilities 60 

Bank borrowing 260 

Total 500 

Current Assets ` in lacs 

Raw material 250 

Work-in-progress 60 

Finished goods 80 

Receivables 200 

Other current assets 10 

Total current assets 600 

The total Core Current Assets (CCA) are ` 200 lacs 

 

 

 

 


