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CA INTER 

FINANCIAL MANAGEMENT 

RECEIVABLES MANAGEMENT 

QUESTIONS 

Question 1 

TM Limited, a manufacturer of colour TV sets is considering the 

liberalization of existing credit  terms  to  three  of  their  large  customers  

A,  B  and  C.  The  credit  period  and  likely quantity  of  TV  sets  that  will  

be  sold  to  the  customers  in  addition  to  other  sales  are  as follows: 

Quantity sold (No. of TV Sets) 

Credit Period (Days) A B C 

0 10,000 10,000 - 

30 10,000 15,000 - 

60 10,000 20,000 10,000 

90 10,000 25,000 15,000 

The selling price per TV set is  `15,000. The expected contribution is  50% 

of the selling price. The cost of carrying receivable averages 20% per 

annum. 

You are required to COMPUTE the credit period to be allowed to each 

customer. (Assume 360 days in a year for calculation purposes). 

Question 2 

A regular customer of  your  company has approached to you  for  extension  

of credit facility for  purchasing of goods. On analysis  of past  performance 

and on the basis of information  supplied, the following pattern  of payment  

schedule emerges: 

Pattern of Payment Schedule 

At  the end of 30 days 20% of the bill 

At  the end of 60 days 30% of the bill. 

At  the end of 90 days 30% of the bill. 

At  the end of 100 days 18% of the bill. 

Non-recovery 2% of the bill. 
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The customer wants to enter into a firm commitment for purchase of goods 

of  `30 lakhs in 2019, deliveries to be made in equal quantities  on  the  first  

day of each quarter in the calendar year.  The price per unit of commodity is  

`300 on which a profit  of `10 per unit is expected to be made.  It  is 

anticipated that taking  up of  this  contract would mean an extra recurring 

expenditure of  `10,000 per  annum. If the opportunity cost  is 18% per 

annum, would you as the finance manager of the company RECOMMEND 

the grant of credit to the customer? Assume 1 year  = 360 days. 

Question 3 

Tony Limited, manufacturer of Colour TV sets  is considering the 

liberalization of existing credit  terms  to  three  of  their  large  customers  

A,  B  and  C.  The  credit  period  and  likely quantity  of  TV  sets  that  will  

be  sold  to  the  customers  in  addition  to  other  sales  are  as follows: 

Quantity sold (No. of TV Sets) 

Credit Period (Days) A B C 

0 1,000 1,000 - 

30 1,000 1,500 - 

60 1,000 2,000 1,000 

90 1,000 2,500 1,500 

The selling  price per  TV set  is  `  9,000. The expected contribution is 20% 

of the selling price. The cost of carrying receivable averages 20% per 

annum. 

You are required: 

a. COMPUTE the credit period to be allowed to each customer. 

(Assume 360 days in a year for calculation purposes).   

b. DEMONSTRATE the other problems the company might face in allowing 

the credit period as determined in (a) above? 
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Question 4 

MN  Ltd. has  a  current turnover  of  ` 30,00,000 p.a. Cost  of  Sale  is  

80%  of  turnover  and  Bad Debts  are  2%  of  turnover,  Cost  of  Sales  

includes  70%  variable  cost  and  30%  Fixed  Cost, while  company's  

required  rate  of  return  is  15%.  MN Ltd. currently allows 15 days credit 

to its customer,  but it is considering increase this  to 45 days  credit in 

order to increase turnover.    

It  has  been  estimated  that  this  change  in  policy  will  increase  

turnover  by  20%,  while  Bad Debts  will  increase  by  1%. It is not 

expected that the policy change will result in an increase in fixed cost and 

creditors and stock will be unchanged.    

Should MN Ltd. introduce the proposed policy? (Assume 360 days year)   

Question 5 

A firm has a total sales of ` 500 lakhs of which 80% is on credit. It is 

offering credit terms of 3/50,  net  130.  Of  the  total,  60%  of  customers  

avail  of  discount  and  the  balance  pay  in  130 days. Past experience 

indicates that bad debt losses are around 2% of credit sales. The firm 

spends about ` 3,00,000 per annum to administer its credit sales. These 

are avoidable as a factor is prepared to buy the firm's receivables. He will  

charge  4%  commission. He will pay advance against receivables to the firm 

at an interest rate of 20% after withholding 15% as reserve. 

i. What is the effective cost of factoring? Consider year as 360 days. 

ii. If  bank  finance  for  working  capital  is  available  at  19%  interest,  

should  the  firm avail  of factoring service 

Question 6 

A firm has a total sales of ` 15,00,000 and its average collection period is 

120 days. The past experience indicates that bad debt losses are 3% on 

sales. The expenditure incurred by the firm in administering receivable 

collection efforts are `100,000. A factor is prepared to buy the firm’s  

receivables  by  charging  4.5%  commission. The  factor  will  pay  advance  

on receivables  to  the  firm  at  an  interest  rate  of  20%  p.a.  after  

withholding  10%  as  reserve. Calculate net benefit to the firm. Assume 360 

days in a year. 



                                                                                                                                             

SANJAY SARAF SIR  
4 

Question 7 

The  Megatherm  Corporation  has  just  acquired  a  large  account. As  a  

result,  it  needs  an additional ` 90,000 in working capital immediately. It 

has been determined that there are three feasible sources of funds: 

a. Trade  credit:  The  company  buys  about ` 60,000 of  materials  per  

month  on  terms  of 2/20, net 80.  Discounts are taken. 

b. Bank  loan:  The  firm’s  bank  will  lend ` 1,20,000  at15  per  cent.    A  

10  percent compensating  balance  will  be  required,  which  otherwise  

would  not  be  maintained  by the company. 

c. A  factor  will  buy  the  company’s  receivables  (` 90,000  per  month),  

which  have  a collection period of 50 days.  The factor will advance up 

to 80 per cent of the face value of the receivables at 12 per cent on an 

annual basis.  The factor will also charge a 4 per cent fee on all 

receivables purchased.  It has been estimated that the factor’s services 

will save  the  company  a  credit  department  expense  and  bad-debt  

expenses  of ` 1,000  per month. 

On the basis of annual percentage cost, which alternative should the 

company select? 

Question 8 

As  a  part  of  the  strategy  to  increase  sales  and  profits,  the  sales  

manager  of  a  company proposes  to  sell  goods  to  a  group  of  new  

customers  with  12%  risk  of  non-payment.    This group  would  require  

one  month  credit  and  is  likely  to  increase  sales  by ` 80,000 p.a.  

Production and Selling expenses amount to 80% of sales and the income-

tax rate is 40%.  The company’s minimum required rate of return (after tax) 

is 30%. 

Should the sales manager’s proposal be accepted? 

Also find the degree of risk of non-payment that the company should be 

willing to assume if the required rate of return (after tax) were (i) 40%, (ii) 

50% and (iii) 60%. 


