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CA INTERMEDIATE
Financial Management

Financial Analysis & Planning

QUESTIONS

Question 1.

The balance sheet of Tip Top Traders Pvt. Ltd. as on March 31, 2001 is given below :

Liabilities (Rs. in lakhs) Assets (Rs. in lakhs)
Paid-up share capital 10 Net fixed assets 25
Reserves and surplus 15 Cash and bank 5
Long term loan 10 Inventory 15
Trade creditors 15 Receivables 10
Accrued expenses 3
Provisions 2

55 55

The inventory on April 01, 2000 was Rs.10 lakh. The sales and purchases for the year
were Rs.80 lakh and Rs.50 lakh respectively.

You are required to calculate the following :

a. Gross profit margin
b. Current ratio
c. Quick ratio
d. Debt equity ratio
e. Debt asset ratio.

(3 + 3 + 1 + 2 + 1 = 10 marks)
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Question 2.

The following information is available for Jubilee Batteries Ltd.  for the year ended
March 31, 2000:

Total debt to equity ratio 2:5
Current ratio 2.4
Acid-test ratio 1.6
Cost of goods sold to inventory ratio 8
Current assets minus Current liabilities Rs.56 lakhs
Gross profit margin 20%
Average collection period 45 days

The capital structure of the company consists of equity share capital, reserves and
surplus and current liabilities. The assets of the company consists of fixed assets,
inventories, debtors and cash. The reserves and surplus amounts to two-third of
equity share capital and fixed assets amounts to 44% of the networth.

All the sales of the company are on credit basis. Assume 1 year = 360 days.

You are required to prepare the balance sheet of the company as on March 31,
2000.

(14 Marks)
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Question 3.

Pioneer Stationeries Ltd. has the following balance sheet and income statement for
the financial year 2000-01.

Balance sheet as on March 31, 2001

Owners equity and liabilities (Rs. in lakhs) Assets (Rs. in lakhs)
Paid up equity share capital 250 Net fixed assets 300
Reserves and surplus 150 Investments (long-term) 50
Sundry creditors 100 Inventories 100
Accrued expenses 60 Sundry debtors 100
Provisions 40 Cash and bank 50

600 600

Income statement for the year ended March 31, 2001
Net sales 1500
Cost of goods sold 1200
Gross profit 300
Selling, general and administrative expenses 100
Profit before tax 200
Tax 60
Profit after tax 140

It is assumed that the sales are entirely on credit basis.

You are required to

a. Calculate:

i. Current ratio
ii. Acid-test ratio
iii. Average collection period
iv. Debt-equity ratio
v. Return on investment
vi. Return on equity.

(Assume 1 year = 360 days)

b. Calculate the current ratio and the debt equity ratio if the inventories grow by
50%, and long-term debt is raised to the extent of 60% of the increase in
inventories, reserves and surplus increase by 20% of the increase in inventories
and trade credit increases by 20% of the increase in inventories.

c. Comment on the change in the current ratio and the debt-equity ratio.

(6 + 4 + 2 = 12 marks)
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ANSWERS

Question 1.

a. Gross profit margin

Sales - Cost of goods soldGross profit margin
Sales



Cost of sold =  Opening stock + Purchases – Closing stock
=  10 + 50 – 15 =  Rs.45 lakh∴ Sales =  Rs.80 lakh∴ Gross profit margin  = 80 - 45

80
= 0.4375 i.e. 43.75%

b. Current ratio

Current assetsCurrent ratio
Current liabilities


Current assets = Cash & bank + Inventory (i.e. closing stock) + Receivables
= 5 + 15 + 10 =  Rs.30 lakh

Current liabilities =  Trade creditors + Accrued expenses + Provisions
=  15 + 3 + 2 =  Rs.20 lakh

Current ratio = 30 1.50
20


c. Quick ratio

Current assets - InventoryQuick ratio
Current liabilities

 = 30 15 0.75
20



d. Debt equity ratio

Total debtDebt equity ratio =
Equity

Total debt   =  Long term loan + Trade creditors + Accrued expenses + Provisions
=  10 + 15 + 3 + 2 = Rs.30 lakh

Equity =  Paid up share capital + Reserves and surplus
=  10 + 15 =  Rs.25 lakh∴ Debt equity ratio = 30 1.20

25
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e. Debt asset ratio

Debt asset ratio = Total debt 30 0.545
Total asset 55

 

Question 2.

CACurrent ratio 2.4 or CA = 2.4 CL
CL
 

Also, CA - CL = 56
2.4CL - CL = 56

or 1.4 CL = 56

or CL 56  40 i.e. to 40 lakhs.
1.4
 ∴ CA = 2.4 x 40  =  96 i.e. Rs.96 lakhs.

CA - InventoriesAcid-test ratio  =  1.6 (given)
CL



or 96 - Inventories 1.6
40



or 96 -Inventories  =  64

or Inventories = 96 -64  =  32 i.e. Rs.32 lakhs.

Cost of goods sold 8
Inventory



or Cost of goods sold = 8 x Inventory = 8 x 32 = 256 i.e. Rs.256 lakhs

Gross profit margin  =  0.20 = Sales - Cost of goods sold
Sales

or 0.20  = Cost of goods sold1-
Sales

or Cost of goods sold = 0.80 Sales

or Sales = Cost of goods sold 256 320 i.e. Rs.320 lakhs.
0.80 0.80

 

Average collection period = Debtors 360
Sales
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or 45 = Debtors 360
320



or Debtors = 45  320  40 i.e. Rs.40 lakhs.
360


∴ Cash = CA - Debtors -Inventory= 96 - 40 - 32  =  24 i.e. Rs.24 lakhs

Total debt 2
Equity 5



Since debt only consists of current liabilities,

Total debt = CL = 40 i.e. Rs.40 lakhs∴ 40 2
Equity 5



or Equity = 40 5 100 i.e. Rs.100 lakhs.
2



Equity = Equity share capital + Reserves and surplus

or 100 = Equity share capital + 2/3 (Equity share capital)

or 100 = 5(Equity share capital)
3

or Equity share capital = 100 3 60  i.e. Rs.60 lakhs
5

∴Reserves and surplus = 100 - 60  = 40 i.e. Rs.40 lakhs

Fixed assets = 0.44 x 100  = 44 i.e. Rs.44 lakhs.

Jubilee Batteries Ltd.

Balance Sheet as on March 31, 2000

Liabilities Rs.lakh Assets Rs. lakhs
Equity share capital 60 Fixed assets 44
Reserves and surplus 40 Current assets:
Current liabilities 40 Inventory 32

Debtors 40
Cash 24

140 140
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Question 3.

a. i. Current ratio = Current assets (100 + 100 + 50) 250 1.25
Current liabilities (100 + 60 + 40) 200

  

ii. Acid-test ratio = Current assets - Inventories 250 100 150 0.75
Current liabilities 200 200


  

iii. Average collection period = Receivables balance 100 240 days
Average sales per day 1500 / 360

 

iv. Debt-equity ratio =
 

Total debt (100 + 60 + 40) 200 0.50
Equity 250 150 400

  


v. Return on investment  = EBIT * 200 1 0.3333 i.e., 33.33%
Total assets 600 300

  

vi. Return on equity =
 

PAT 140 140 0.35 35%
Equity 250 150 400

   


* Since there is no interest expense, EBIT = Profit before tax = 200.

b. Increase in inventories = Rs.  50 lakhs
Add: Inventories as on 31.03.2001 = Rs.100 lakhs

New balance of inventories = Rs.150 lakhs

Financing of the inventories

Long term debt = 50  0.60     =  Rs.30 lakhs
Reserves and surplus = 50 0.20     =  Rs.10 lakhs
Trade credit = 50  0.20     = Rs.10 lakhs

Rs.50 lakhs∴ Current ratio = 150 + 100 + 50 300 10  = 1.43 approx.
110* + 60 + 40 210 7

 

* New level of sundry creditors = 100 + 10 = 110.

Debt-equity ratio = [30 + (100 + 10) + 60 + 40] 240 0.5854
250 150 10 410

 
 

c. We find that the current ratio increases from 1.25 to 1.43 and the debt-equity
ratio increases from 0.50 to 0.5854. It can be seen that the current assets
increased by 20% and the current liabilities increased by 5%. Since the percentage
increase in current assets is greater than the percentage increase in current
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liabilities, the current ratio increases. [This has happened because the increase in
current assets (inventories) that is financed by long term funds (retained earnings
and long term debt) is greater than the increase in current assets that is financed
by the current liabilities.]

Further, it can be seen that as a result of the change, the total debt increased by
20% and the equity increased by 2.5%. Since the percentage increase in total debt
is more than the percentage increase in equity the debt equity ratio increases.
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