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(Nature and Scope of Management
Accounting)

UeHI A™iP &1 fAP™ (Evolution of Management Accounting)
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AIIHI AFID
(Management A ccounting)

3ref (Meaning)

YLD G ‘Udel’ (Management) <IT TP’ (Accounting)ﬁﬂ?@ﬁﬁﬂ%l mﬁ@m
P JIHHII Uge] R faaR faar S | vaueia @ 3 orar-fafd o 59 & 9 §9: wuifed fdban s
2| fb [ &1 RdRo &7, faraa 31 FEfa s aen guaeiiad &1 gearea a3 § yaeq @ forg
I8 HEE Bl &

"FEIDHI WD’ TRl B SGHE T B I | Nl g1 T TR Pl 1950 A ATA-3MRD
SINICT || tfﬁﬂﬁ‘.’I(Anglo-AmericanCoucil on Productivity) & dearer | ﬂg‘cﬁw Sﬁﬁ?ﬁl(U.S.A) Dl YHUI
meiﬁwf{amwmﬁfmwmlSWSIW?{FI(Studygroup)iﬁQﬁaﬁéﬁ
® Jd 9% AR Wb 3t IREING wTaractt # ‘UUS @l I’ WE BT HEl DIy A<H T8l ol
ATIFIRAD IR &l Sifeadist 3 9a= & Ao g9=a 92 [a= arif & fore yduesia adied o1
AR BRAT eGP 911 a1 2 |

AT YgdE g WHY dTdl B MMHR & STH B AHRIGIT S R gRT W4 ae fdbar St
21 @t Sushd & feq-hafes & fhar-aeral @ Gusp § Yea1 @ 91 98 W 349 fhaisil &1 a89=<ag &l
g | SUHH B AMI—ISl FUiRa w31 iR sl faiia Rafa &1 Jeaea o331 & forl @ 3t IRa
YUTTell &1 YT gafe Brar 8 | Ot o wadt smavasaisi @t gl wva fafcra fRQarol g1 @ wrh 21
it fdra o aren qen S4 Al @ fhaf~aa w34 are 9 21 3a: a8 faRf wwior yorrelt 9 smavadarn
1 IFHA el P B AR I D Seedi & ford [t sifaRaw o ot smavadan i 78 gkl B

fbg WTe H Aga Y DU FHY B IqHd 1 IS WR B IS 9AT WA R gad &
9 o[qpRUT Bl O f3ar 81 Ua- H arasaiiAdar (Professionalism) @ U9 A BRITHS &3 § IS Bl
favrem Jon ffeRI & wRIYY SR fAviE-art @1 fasdieve wwa gean 71 ForE fihan s@ @
r<Taty 1 fawa =€ w8 w21 Aes qun aRum & Joaied § uaey @ weraT ?g g1 & et
FHA Bl FMATIHAT BRAl B | AQWIHA Fa1 Hfasg & forg gt ygeie @ w9 A 3nfda Bt ¥ 1 yavy 9 31



6 TS wEied ta fafa say
e, e SR U JA1si @t aedsdl gsdl ® s fb a8 gausla sraf #1 geraan qen
gTaeiiere & A1 Huifed B d [ g 9a |

gRYIEIE  (Definitions)

TSP @B & 312, U [ 9 Wa Bl wHsH & forg o Aeaypl aRee & o 6§ S 59
EIT:FI'\’%:

1. I MR Icaredan aRkeg :

IEURI dEiE oA TR o B 39 ISR A IRGAEI § R 99y 3 U SushH
& i -FdRe Jon fav-ufafds & aRerem § weran ug=n 91"

TEEDRI @D Gl & TAIPRYI A [afd gl & o & gz geva-a3 & forg were &1 s |
ye=IfAf FRuiRer Gadt Aok §8 qE & SMUR W @7 B, S7IYd Uaw 6 Maadhdl & TR JaAAG sl
a1 39 UPR Iugad gRET # GaTisli & IRgeIHol W AR I T B
2. e TH. TR :

UGB TEIh BT HaH S @b G | & 9 gavy & forg suarh g1

TRI TSI <A BT SRATh= a0 Ja-d & fog 39 SUAfiar ¥ ey Sirsd & | S9d
AR A< a1 31 59 S A JUTYI, THABIV IR TRIHR0 HRAT 9161 b a8 gawa 31 fafd=
RS Bl ST A WP & & |
3. & ot A :

IEIDHI TGTD I-L@1 D1 AJRer a0 faweivor g 3R SH@! V4 Y 3 Yga 9 A §
foR1 ey 1 e aga 17

39 URYIYT & AR YT AEid A Ga 1 A Aifthd a1 8 31fid ST HuieR
AT TR BRI & | GIl BT 9 TPR A A, TNbR0 1 feeryor fban s & & a8 gevy o1 fafv=
HATE P AR S A IR FIIAA S A TR B H TS 8 | a1 B W01 720 fawa a
faavor ewr fde ST a9 S 21
4. Td. . feorl.:

@ 1Y B D BRI W GERII UgaM T HUIDd oGie a1 IH1 (e $A & STed W AWdb o4
P ST’ & YT Gidpd 21"

feort @1 1fAwa 7 & yaaala aare Uavt gRT a9 & oM @ folg 3791t BrRie™l qe aen
faf= fAfaal &1 RaeH 9 srf<gE B39 4 JQied s9 1 SuAT § |
5. FTRICYe 3t I yPpe<ved 3 TS YUs de:

i @ fdit Nt ureu Bl o eI i 3P HIE A TAR ST D YIHD AHTD
Pl ol Ahal 21

TTAR™ B AWHA AR gR1 B € DI W Jd1 Ya-ePH ™D Pl 3 Bl & | 39 IR¥TST |
@i fauFT 1 a1 YR 991 91 21 S99 Qa1 B ST U Bl SWhA Bl fceraan, gErern a9
YIS el @ g g1 21 =iy |
6. & mdied aefen wHiftigeE :

“YIRIPII AWThT | 39 AN Ug RN B FHE g Sl g9l [{aeE & o dJofeus
e fhanstt 3§ | gAE $A a1 e & qeared a Fde g [ s & forg smawas B
gl
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Definitions:

1. According to Anglo-American Council on Productivity:

"Management Accounting is the presentation of accounting information in such a way as to assist
management in the creation of policy and the day-to-day operation of an undertaking."

2. According to, ""Anthony Robert N:
"Management Accounting is concerned with accounting information that is useful to management."
3. According to T. G. Rose:

"Management Accounting is the adaptation and analysis of accounting information and its diagnosis and
explanation in such a way as to assist management ."

4. According to H. N. Treasury:

"The application of accounting knowledge to the purpose of producing and of interpreting accounting
and statistical informations designed to assist management in its function of promoting maximum efficiency and
in formulating and co-ordinating future plan and subsequently in measuring their execution."

5. According to, Institute of Chartered Accountants of England and Wales:

"Any form of accounting which enables a business to be conducted more efficiently can be regarded as
Management Accounting."

6. According to The American Accounting Association:

"Management Accounting includes the methods and concepts necessary for effective planning for choosing
among alternative business actions and for control through the evaluation and interpretation of performance."

faff=1 g fwTwisti & Sugea fadae @ I8 W © fob gavuata d@re 4 facia a6 el 1 59 TaR
faftag, favafia ik yara & Trar wrga fdan e & b e Faes sl a aaafs fhasi o sifas
afRerd 7 A FAlferd 31 9 STARN T2 e 99 S & |

USHHII AEIDh D &0 T 9 A

Characteristics or Nature of Management A ccounting)

USIDHRI RIS D1 B JG-9-T7 DI 370+ AR & IR TR @I FHDI Dl SUT] DRI T |
g PRGN H IR M T WISARAD A&l Pl U<l B H WA Igar 2 | 590 Mfiad Jaweadi
@B B Aeldia ge& de &

1. oGP Yol Sl B (Providing Accounting Information)

YSROR oiEih orl-fafdt | Hafd Gamn uR sneifRa ¥ 1 39 WHBI &1 U 9RA BT Bl
G AT BT WrAfAE BRI B4 81 39 YBR AUEd GHGI BT SYANT 9=y g1 [Afa |e=eh Aol oF
H fba1 A1 B | DR @@TH H GATISI Bl UKD 599 TR A fban o ® fb I g
JMATIHAIS B Y B | 37 @D 3ifws! o1 fafi= [ Aokl & Rigraded & forg Swar faan s
2| USAH AEih Uh Wal B ® AR T8 vay & faf= Wil & forg smavas o Sude &l B |

2. SR AR yuE fAgayon (Cause and Effect Analysis)

facha e+ arv-g @ R A AR siftm oo seia e a1 a1 s &= 9@ Hifaa
BT 2 | YaHah i ad™ip TP haH M Wl 81 Ya-Ed I A@Th | ‘BRI Q?l YHYIq"’'(Cause and Effect)
Ty B faaee e sran @1 afe ven 4 w1fA g8 @ 1 @1 @ SRl A @iordE # Sl 21 afe
ST g1 B T STl P Ueder: UM &R alel STl &l 1eadH {3 SIiel 81 & &SIl &l ger
faspa, fafa=1 =52 a1 wufal 39 <1<, o791 Yoil ofd W &l SRl 8 | $9 UPR UG- oididbd H BRI
3R YT HEH BT AT BT GH B |
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3. fafdre g Td @ERonsit &1 WART (Use of Special Techniques and
Concepts):

YA e S g1 399 ad-ia | U fawia fHaos 9 favewor, yag aRegied, sorest A, e

IReATH IR JedIdh-, @D M4l AfFAfera | fadl TR 61 da-iies 1 ST fdsan g, I8 a=en
@ aRRer don smavaar rgaR RediRa 3t amcht 7

4. Hgwyqel vl @91 (Taking Important Decisions):

e @ faff=1 wegel fvfa a9 4 wergan ugaran 31 a8 ue & forg Uit e
IueTe] BT 2 | ForuR a8 3= fAofal o1 snenfRa wxen 21 tefe armEl &1 9 fAofal ) g4 are
|AIfAT 99T B AFH & forg 391 sieaas fhan wiran 2| Aewygel vk a7 w9 fafv= Jarfeass Aot
@ gyl aR W faar fear e 2

5. Scwdl @t Wiy (Achieving of Objectives):

YISO B H A@IHA GAT H1 39 &1 | TANT {Ha1 S ® 91fd a8 Ae-e s Seedi &l
I BRA H AERD B G | UASRe FHE BT SUANT A3 BT fAw9vr B+ Ua Sl ol [RuiRa o=
% forg fban o 3| aRafds PSR- &1 siffereq den [RuiRa sl d sadt go s fafi=
faur ot SuAfRR & IR 9 Ig Y9 B YR 9919 BT MR YT HRal 21 afe fafy= fawrm = foro
fRuifRa Al ik arafas e | faeror urn s @ @ gR YuR @ Sur by o wad 21 3 @
Bl gore) fAI=I01 g YA IR I EieT= dab-ldl B G A 994 fbu o g1

6. fga snewl @1 sgareE @ (No Fixed Norms followed)

facha e A A= o geaal &1 IR w3 @ forg Afde Raa &1 srgav & o g,
Tafd @l 3R, e aEieE #§ U faedt faftre el &1 srgures wE @i 21 aefd va & yer
D YIIHTI WP B SUHRVT ol & U] S=h1 TN T AN A T 61 4 A1 8 et 21 il
1 fATAYT SHD TANT HRA drel Afdadl IR AR w=ar 21 33 ybR ey Rdremn ff vauaa aamareas
@ e TR IR AT B T | TS FRRAT SHTHS BT AU TH W TANT Bl 2| 37: SHihel B IRGABRT
39 IRE fban ren ® & 9 wven faviy & fog waife srgae a1 Suga 81 | 59 IR 3ifhs] 31 faveyor
FA B oy uAF | A [AgHl iR Su-RAgHl a1 srgaRe w1

7. ﬂﬂﬂ@!ﬁ?ﬂ -l | f& (Increase in Efficiency)

@D ol & TN BT I AT Dl HRIGEer H g & B | 94 fa9m a1 srgum & fog
&gl & AuiRor g1 SRigerer B ur fhar s Wl 7| PrRi-fHered Jeaied gavy-a3 gR1 Gererd
T SHEerl & fageil DI AT FA 1 GRS BT § TUvE JUR b HaH oM & forg war fban
ST bl © b PRIGEEl H g f& 81 b | AR Bl BRE-OMell Bl Aeiq FHIeN A HHARAT § AR <A1
IO BN 81 ISP A 30 WR TR AR G0 7g AT S 2

8. LA USTH Bl g ¥ f& fFAolg (Supplies Information and not Decisions)

SR J@ITAS Ta=-a3 DI a1 DI gl B g | SRR g9 F/1 Fofa fog o &1
Te FIRT a1 &1 3l & | arfrvor fasan Sl 8 | Yeruasl SamiTerd dadl ARt g9 &l 81 98
391 g FAofa 7€ yem wxar 21 very g1 fAafa= fAvfa o9 § Wt @1 van o S 21 ¢ siibst @
DY YA fhar SU I ue= & afRFdd 3R dricerar R AR aver 21
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9. ‘lﬂfﬂ"lﬁ ¥ WEF (Concerned with Forecasting)

TSRO ST WIS § w2 21 9 o iR qafga | vary o) |erdn uge B
tfiERie a1 &1 bt &t dor & forg g fasan s g | it v o @ forg gevg & 9ri geiF

@ forg S2eg A Al ueH & ol B
YSIHI QD Bl A

(Scope of Management A ccounting)

AEIFE B §F H UGB JEH U 741 § fepvn g1 a8 ol dadt sifdsi & Fdaa g aoiie
IUTE] Bl & | TE W) BRIAE & forw arefas € fewiv el B33 4 N Jerar &xear g1 96+ a1
faom, Adem qen Rgav & orf 4 W wEEd ugaE 39 @1 g ST 2 1957 H s
(Amesterdem) § HI—~ gu ATd TEUTD] & AR T (The Seventh International Conference of
Accounts) H @I @i @i, gorest g=ml, arslt fasm, saRa ufddeq, waifte gae faed aamea
yorTelt a1 RuRer, fafre darm va snfife sierm va vy a1 fIwia awe! & [da 3 Jgran 9gam ©®
& SR fan | yera dEied & Refafaa aw safde seaygul & 91 3 59 (v & &3 3
wuifdbd BRA &:-

1. fa=fg AWiPA (Financial Accounting)

faxita a1 AAEIRied 3PSt &1 TIER BT &1 Th W6 & IR H forftag 92 e siR
I FRArE & forg STarh 8§ 1 Fafd Rees wag bfas & forg f&an s @ wreg a8 fava siR adae
Siipel UR SNRa B ¥ | ya= &1 =1 ver +ff faxiia sifesi v snenRa 2ran & | wrd-Rsareq qeaiaa
B1 IR fofag 924 Ta 3fips BN &1 39 YBR TSR b $I faxiia a@ie- & fRee o1 Hay 2 21

2. AR @EiP+ (Cost Accounting)

NG g SRl 3 o o arma a1 iftda @ 18 dar @t ar [RuiRen g = Jeiie
St Bl ¢ | g8 A= Sysrl, Scarel ar ufthaisil @) o st &) @ fore faxiia sifes] &1 g3
Pl 2 | 9919 AR, = arTe, fAver e are g aReEred ar RuiRa a9 @6t gonfert faf=
e fhael & Ao g vay & oy were 8k 7

AN AEie I @ e iR faear &7 & SHer ard @1 ¥ o 9egre a2
fafr=1 i @ SRigGeear 1 sha AFe AUiRa B T faeRo s @ &1 & g1 59 TR,
AN WD YD AEIP Dl Teh AT Dh 3T 2 |

3. goifew w4 @Eﬂﬂ (Budgeting and Forecasting)

oIS &1 e "fasy § fh-ft RAf¥aa safd & forw wxen & AorFme, oAl iR deal o
sfieafea g1 faf= vl & fog @ RuiRa fag o7 § Jon 9 dedi ot o &g Swrafda fAfga
& oI 7| arafds Suaferl @1 gore 9 Ry 71U sifws] | g fAfa= furi & Rwrea & ar 3 gaw
11 Tob HU-YN TS 6l & | TR IR gaigar wfasgamh o ¢ f <t gs skl & aRomraey
w1 °fed B | gaigad e fAufa (Judgement) ¥, afd qWifeT T WGAAS ST ¥ IWfeT IR
gaiga™ <M1 g fafi= el & e d geuela sanres & forg suart 7

4. oy A= (Inventory Control)

B4 P A bl A1, Fafor @t ufbanei=a qra iR Affa a1 @ w=fad @ 21 e [Rfvea
3rafd & forg Wl ot &1 RuiRor B & forg Sgie= A wb-u B1 399 #ew 2 | wb-u g0 agaqol g
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T Wifs 3o v ¥ ARG Bl | era-d7 31 Ty g @ forg Wl @ = Wi siafa <gEaE
®R, AfAPTH WR, G: AR R o1 [uiRo 31 =12y | Tpy g Sari o @ o1 =0 a1
A WERIE B B | UG Bl Wbl @ (I 2g THTdt ey fRsn gonelt a9t savadar s B | yeeaig
FEUTeTeh Y4 ] AR Bl & fb P R Bl A 91 fha1 ha B TR0 | 39 YR Ta=ag Aol
o1 9 ey AT B eFT 9Erhd il 2 |

5. e Pl "foded <1 (Reporting to Management)

USRI SIEMITAd Bl T HI Ta= PI G ot fafi=1 fobansii & IR 4 ufdaes & wregw @ gea
@ | R Iushd a1 [ o 3 wer fa w1 3 ufiaes fag-vdi fm, Ya-fE, gaee
1 I ARADR APl B T H IR BT T § 1 fh A ST A IR a9 0 | TaDHIY AATITeTdh
TEY B [HE SARA UfdeT URga PRl § IR A ufiaes Wi, Aife el @ aiffe 8 |@ad g
34 ufdaesl § aw-g1A faavu, s yarg faavur, syars fJavon, we gftdaes, sgaiRafa faavon ik
TR 3NN o1 fdavvor 3nfe &1 Seor@ fbar S \awhar 21 A ufAae o ) BRIVl @) dad e
P H AEID B £
6. Wi a1 Ada= (Interpretation of Data)

YIHPI JEUTTh Ja-8 P ST & forw fafd= fawia fAaxvil &1 fRd=a oxar 21 A fQaror S=en
! facia don s Rafd & IR 4 o u=ga #=d 1 39 fAaxvil &1 gd &1 safidi & faavoi | o
PR AT fbal 1 AHhl g fral I THR D I AT & fAaRoll & A1 F7D a1 DI o1 |qebelt
g | Fd=m 31 b g1 59 faarvll & we@ 91 yary & 99 [RA 991 A 9gd fha s 71 afe st
Sfoa <7 9@ favayur g wiien 71 fb SRl @ 9 399 oa ey ATl 1 | €1 3rdva, fawia fAaxon
®1 Ades F=A1 S & Ar|ygel ® R fb 39 fQarei &1 AR w=en)

7. Ao fean-faf QEI AQft (Control Procedures and Methods)

Idred @ fafi=1 gcal &1 3fte A fde Ma=rh <1 v =1 & forw [a=or far [Afga
Tq ¥RAi DI ATTTIH BRAl B | AR Tl AN @ o4 & Hed WaY & eI+ IMfd Faredl & g
g fAderl g & forw omvue gk 2

8. idR® D&Yl (Internal Audit)

A% AT & fAsare &1 3dha{ B P foru MafR® 3rdervr ave o1 i1 3avd® 8 | YD
faur den safaa & arafds s ot gormn gd-RaiRa amei d @t ol @1 g9y 31 e 4 B
M RE B TR0 A1 R B TFBRI B SR B MRS e fafa afdadl & SRRl ®f 9
H T o1 HERIT Hel 2|

9. P AEIPA (Tax Accounting)

A TS B FIw & IR B e W g~ A@id- BT T Heedqol HRT 8 | HResii
H 3 faavur SR fdU S & 92 AR SRl Bt T0FT B SR 8 | D= ARBR, IS ARGR Tl R
|AI3M ERT &Y M a1 HR1 D WR B aR | ga=e-a3 d) G fean s 21 fafa= faymi 3 =
FR fAaRoll TR FR G Bl ARA g TN T A TR PR Dl A H RN B | 59 TR B @b
W YTHPH ETITed P Bl B gk | e 71

10. PRI G (Office Services)

YD AWMUl W BT AI=01 &) ¥ 319e & o1 Fehell 21 W FHDI B UHADRUI, BIscl
&3, ufdferfisvu, sgfefisvo, Fwiwo snfe sl @ Ju=1 HA & forg Fa1 o waar 21 9 fafda=
Frafea I3 e & IR § ufiees I ¥g FE o AHa
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UG Eih & Se¥d 3El Yo+

Objects or Purpose of Management Accounting

USRI oI Bl MIAAd I2ed <l Bl AfTHaH B 1 T Bl YATH HIA H Y= 93 B Aerdl
UgaI 21 I8 B fafi= faareli @1 39 0 @ uvgd Seas faan o ® & yeey v i wadt Aok om
H w9 g 9o JTa aded & Fefafaa aeaqul Sged &

1. fAaeE oo A AR (Planning and Policy Formulation):

YSHIHII AGTH Bl I ASHE a9H & oI yaeer Bl maeasd iiwsi ot Tt d=1 81 FHaeH
Hord: wfasy & forg fAvfa o & wafda 2 21 594 qaigam, @eg RuiRor iR Jofous srfarRal o
fRwage, anfe f wnfde @ 21 ve~uati er@mTers fanrd aRoml & fdavor SR o @ 3R 4fass & forg
A S H & I8 A= ugell & W | U1 ouih Bl & a1 i fawea faee & forg
9 FrfAedr W Il B | Y@ d@UTed R UM U U 3iieps de SHe1 fAgd ya= o7 &l
o wen [ MdRY & Tt F wer ggan 71

2. e A= § wers (Helpful in Controlling Performance)

TTY AT fafd qen aoredt s, onf} SRft erueia e gfaet e e | were
BRIl 1 BRI B B3 Fhsal A fAwfoa @ 3 S ® Jen ud@ sa1s @ o u a wiew RuifRe faw
W ¥ 1 Ta faey afda o ude 3H1E @ e ¥g Swiver 991 fw oren 71 o o wuifd| A
& forg wafda =afda @1 srféa Af¥eR &1 wRIdur 3R & s 31 aafds aRom @t gan ga-RediRa
el | B SRN B | gG 59 o B g1 fAeROl H DRI R AHal 8 T IR D AAeFD I Il
Haa B | ff= fvriia sl @ aorel S AR w3 92 deg RufRa w33 3 ufdan & @ dore fasan
STl 8 | Y- Ad@aTed fafi= 3 @ 9ea I9—aa @ B! b1 BRI BT 8 Td 349 fA9r @) Suae
i &1 Iz gD FAREUT (Monitoring )Rl & ISH THR Ya+8 Ja-Haid ei@id o fafi=1 gfdaai
el W YA Afdd d dri-fAwed & Aaser a3 4§ 99ef @ g 21

3. Wed-arf o Helld®P (Helpful in Organising )

TS G ¥ fafi= safdadl & v day U S31 9§ Hafdd 2id1 21 S99 PRI &1 ARGl
d1 SRerdd Afdeaa o1 ff IfAd 81 Ue=aa aW@ied daRld bl 91 =ATYA1, doiel $1 [ufio
T, T 0T W SRR A1 9201 fafi= sl @ SwreRia [RuiRa o=, senfe | wafda g1 9 9
P TP Y9G Td FHIA AERES STa1 TST B A AE-IS 8 & |

4. fawia UGl @ fAde 4 wene (Helpful in Interpreting Financial
Information):

TSIHII AT Bl Y& I Ty & forg fawiia o o1 39 &1 3 uvgd &3+ & & Iz it
@ AR 9HSA | 30 WY | Akt gae qaiat uss 3 o il § 9en varag Jifis fafa= fawia faavon
P Hecd Td IYAFIET B AHsM & A 78] 8 Fbd & | YIS IEarelsd ya=d & forg 34 faavoii o1
| 91 W A1 el 21 AR Saeds Bl A 98 9, Y- gEee, snfe @@ty dfaar #1 0
AN R & T @) a1 Agerargad [9st H 31 9 |

5. HHRAl B AMURT HIT (Motivating Employees)

TIHDHII B PII-AAIEH 2 IS fAwel H1 gAa $A 3§ ga= P [l Bl ¢ | FHaRal
& forg dea FyiRa = v 91 81 399 @gdl 1 o< &=+ & forg 9 w@a @1 IfmRa srgya #-d €1
HH-FIET P oM SR SWH GUR A & folg I=F 37 URVITY (Incentives) TS & AT B



12 YSIHI o™i Ud ki gy
6. fAvfg a9 4§ weEre (Helpful in Making Decisions)

Ta=-T9 Bl 3D Aeeaqui Ao o ged & | Swred & favar a1 fafadieso & ar 9 Rk o= s waa
21 S UPR 319 B W gR1 URRANIT B A1 73 Tb-iadt YAl DI UM A Faferd T BT 7 gol
TS 9l 2 | YaHHIa AT fafi=1 faweal @ e don aeriarn (Feasibility) 3 Hafdd ufdded GaR
Pl g 3R 34 faf= fAiwcdl & fa<ia g9l &1 Wt Joarea B 81 SHd §RT U] B T3 Ga-l
Hafugad fded o1 g A 91 Fe [oi o 3 derrs Bkt 2

7. e Pl "foded <1 (Reporting to Management)

TS @I+ 1 T TIRIfA® BRI AR Bt srere Rfd & aR | gewa 97 &1 g Han g
39 9 U9Y B 999 ¥ AR SfHa fAvig o | werar At 11 ussa a1 Rafia v 9 O sk s
ufddel & A1IH | A 91 o B 1 fAfa= fAuri @ et ) Syt a1 W ST uesy 3 g
U A FEUYT fhar S 2|

8. WH=Gd ¥ WP (Helpful in Co-ordinating)

TSP @b T IYPHRYN IR el © ol fafi=1 rgurii a1 faumd &1 fhansii &1 wwaa A
A |ed® T ¢ | AH Bl T8 BRI PRIHS Toifc T ER1 fBA1 S & | TaHDH R JEAMTeld TH<aas D
YfiepT 371 PR 2 T 98 A= g i fbaneli § e S &1 S i w7

YeP G B dRi
(Functions of Management A ccounting)

YI-HPI IADp EI-fafel &1 & T 31 B | Ys=eraia Aoy o1 & forg oiaie- &1 ifde i aife
T TART R &1 AMIIYhdl A 39D fABTI B Uredred fha1 8 | IS @it bl bS] Bl 39 ST
A TP B, TRJd B3 70 Adod w31 & $rf v g 10 E 5 SHR G 1 god iR fAaerh
1 A g 7 T B ¥ AR A9 99 | e dEied & §8 9edqUl Bl B 3R 9o B
CIRGRE

1. fRvEw gaigaM (Planning and Forecasting)

e~ Rdpe 4fdw § Jaur gR1 are fdu ST arel faf¥=1 <edl o 99 oxan g1 Aaaie Sl
Pl UT B & forg FHaIe iR q@aigaE smaeas € | Je-aald e & Ayl SRl 4 A TP PRI
IY-Tel AR Se-wrefd e $=- va wfds & forg qaigae am 4 f gaeg o) deraan &3 2|
YIHPI IAMITAP el bl RuiRa & @ fore fafi= daiie!, S swifdw, b e fafd, Wi area
fafd, @y yare fdexor, ya fa s/, o1fe &1 919 = g1 A dPie A= fhasi & fFaes & fog
IWRT B1 | $9 UPR YU oi@idd AR Fare aen gargas | Suart g d €1

2. HHBI B HEN (Modification of Data)

T ARGIh ol Wl ATl 1 WeNed B § HErIdl g 81 9 GIATI3i Bl $9 UhR
A FenyH fhar s 2 f6 3 yavy & fore Suarh a9 ot | afe Qs w6 @51 mawaear § a9 39 Sde,
&3, 91 B AFAR, TMEDI D YPR TAT YA UK HA H & dlel 94, T B JFAR i o fban
S Fehdll 21 3 UPR, Ife I i<l 3 NMaehdhdl © dl 32 Ide, g, fAufur ufthar § v arel w94,
IUTE Pi R, AT B IFAR Tfpd H AP 1 T & YR & E 1 qHBI P WY S AP
T TA ITART §1 ST & FIIDHII AEITAD TG D IMATADBAIAT B ITHY a1 Dl aipa bal
2| 91 ST I B B |
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3. fa<ha faweiwur gg Ad=A (Financial Analysis and Interpretation)

USRIHII QT i sl Bl AP S A UG B & PRI BT IR SMAT 3 HIX
oI 21 3 faxfig sifes WM da-itast &1 & wufdd U9 uvgd f6e o # | 9' W & Swada
gg=t H @i ® dPp-ld! ST B HHI 8 | IAUd YIUH- A@UTID 39 faT ifhs] Pl AR 71 A
faveivor 3iR fAdam wan & U9 32 IR-a@-ia vt # yReqd Ran g1 98 it it s aR A aem g
3HTHS TR HIAT & SR a1 Hifkd ql A [euid= Hal B | 98 driae! & fafi= fase @ wwmy A
I faarR f 21 & or & yesa @ forg fAvia o= 4 smar @ we

4. T Ags Y™ 11 (Facilitates Managerial Control)

Fr-Aee B REF0 FRA | Yea AWieH Iad SUART gl B |1 9l A@id @eEt A
g™ & a0 3t ik [ERE g 1 fafi= v iR afdmal & forg gwmg RuiRa o= fiy o« &1
IrR<fd® fAsare= fasan S & 9en gHl | $9 faaesi 3t o a6 SRit 21 39 IBR W6 H Idd afdd
& e o1 qearea fasan s waan & | Fsared Jeardd &1 a8 SRl 99 dr fafd den gered o
D HILGH A FHG B U 8, Sl USHHR oiaih & 3= A1 8 § |

5. HRYY (Communication)

TIPS oA B F<R AU ISP II5d AR B A1 ARl AU Bl 8| a8
P B A= wRi 921 HHeRal & arved ufided TR Sl g | 91 & fhardan &1 et A
I di, fafrel, dFeRl, WRER) sifievui, fe o wRIfta fag o § 1 fafi= &1 ) faa=fort
wrfRa A A o1 F &1 W SR AEraTers B | S 2

6. OIS JoAT B START (Use of Qualitative Information)

USRI TEIH B 87 Dacl Alfsd iHsi B TAN &6 & A T8 81 399 [UIneTsh st ol
W THa b Srar g 91 SHE1 AT fHa Sran 8 1 SereRuned, SWied 9uie 'R B H USRdig
AWITAD 9 Had fATd IAE bS] BT & YA HIal § dfcd 98 IR PR 9 GH&g Afdal &
JMpe, FeATEHl Ufida, ST A& Td 31 3 TGS Feikal P10 3™ o Fevell B | YOI
a1 &1 TR @ AifSE G o) Hif Terae 2 81 v B do @ i< wu 3 @ gd sea fafis
UE3N BT Fodih HRal

7. {994 (Co-ordination)

[ & GAT® Fared & forg fafi= fauri # a9 3maeds 3| Iead J@mrerd aofe T aen
fria s @ wegw 9 fafi= fafa At & v aaas &1 $rf 9= axan B fafa= Q@
dedi 3R SUARRI B THY-THI W S RN fFa1 S B 1 g a1 I8 wrd A= srgur
ST FHRIAT IGH W AERIAT UGAR g 3R Berd: WA Bl ARG 9S-I 2 |

8. @Tﬁﬁﬁ fAvfa @ & We”™® (Helpful in Strategic Decisions)

TSP A GTh et (o @ 4 gers 2 ¢ | I8 fafi= faseal 9 wafaa favervones
ol U Bl §; $9 TBR Ua FR1 G HIA1 A 81 o 21 A iy Scares &1 At an sremdt
<41, A fAvf, pREm @1 faar a1 fafddiesor 3 wwag 81 aad © 7 a6t Aok forn s
Tl
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YIPII Eihd U9 faxig udy

9. e @ fafi w=i A YA SUTE] HIHAT (Supplying Information to various
levels of Management)

e & Id% wR R [Avi @ qen i fharaas 3 e S gae 3t snavasar gs g
I=d e A9 fAvig oiar ® 92 RAufafes & fAvla &1 orf yawy & A9 wRi uR Bis a1 81 yaa
TGP T4 B A= Wi & forg Gaan ua™ o § difds iRl Aok form on wa | e w9a R g
o @t gfl gav 3 erigerer J g g s 21

o< s ta yea aEie | AT

Distinction Between Financial Accounting and Management Accounting

SITER (Financial Accounting) (Managemant Accounting)
L. T faxia @I 1 ST i@l BRE | SHDPI A@ihd, Hifadl 3R AreTnsi
(Objective) W@ & WivH |9 A= a9- 29 | &1 Avuu o1 & forw uaey &
1 foftag e @ don facia o | weran ug=m & S99 9 fban s
D 3 ¥ o I TF SR fasm | B
Refd o ST HA 2
2. BT faxiia <@ gegaa e |vewel oared wfas & fog 3mpst
(Nature) DI A [ARd BT 81 € Bl | D USAY (Projection) W HRIRIA Bl
I oFERI @1 A BRar ® |21 T8 VawiRie siidel @1 WA dad
Sl e g 7 9w & forg fofa o= & Fwa |
(Subject aRomHl & earea | HEfEa gl | fAuRl iR AR Sl @1 SR 31T
Matter) 2 T S WU RAsaed &1 FGER Bl & 9 s9d faf=
bt fobar S 21 faurt & aRumHl &1 el 31T
fwares 9 fan s 71
4. ez facha srEiea g5 ARad Supdl | yedla aEied sifarf & 2 @
(Compulsion) | § TR BRI GRS g Safh 3 | I8 A1 Pddl T Qdl BRI g AR
Refddl § 3 sravas 21 T T P YR 4 Yey & forw
WERD Bl 2
5. el faxa @ 9§ Bad aRafds YSBHII oidip- § aR<fded 3ibpsi
(Precision) 3Pl Pl Qg fhar oiar § 3R | IR dIs SR &1 @ wian 21
orrgd Tl el 2 R TR $e 3fbe STt g 2
6. ufdded 291 | O 9@ AR F AIMS—IGdl ORI | YIS iaipd & Ufdded Pad
(Reporting)  |facha fRufd sid e & forw daR | smaRe Suam & forw 2 g1 5=
fby S g1 59 gfidedl a1 9 dad| e & A= WR @ AW T R
e & fog av 9y | & b e 71
amref N SR B e R
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(Audit)

7. o faxita g § Paal Sl 9l | gEHS a@ied § dif2e qen sMifds
(Description) | @y foifdag fbar siren 21 o SIS &1 A fhar Sl &1 9oiR |
Aifesd gl § A1 S A g1 | ufovadi, Ieiioe SUd- §ud B
B3 W 929 ORI 3l & w9 | U¥Td, AR =6 o RAQ, ta 3/ T
81 foran o AEd 8| 39D &9 | € 9l R gTHd oEidd H AR
® dRR I 2 b s 31 gt s Wifte geai
¥ arq € fhar s wwan 2
8. Sferan facha o@ie+ d ufddeq 39 & | geud a@ied § ufade sfasha
(Quickness) | fopam i+t on w7 o darelt BRlt | Oqa fvan < 31 gy @ e
gl I R ufdaes A o 2
9. P facia o wM=g Wiea Rigal | vauaita omiea § a1 qd- RuiRa
g Td Ui gR1 e B gl &1 v =€ fBa S 2
(Accounting
Principles)
10. | 3@f@ (Period) | facia @WK e 39N 3@fd & fow | werahta SramUes S9 AyYl 3@fd A
TR Py o 1 - T @al | aHg- W g A g awan E
A=A TP gy & fov TR USIHRI W Bd JAR fPU FG, sHD
B &1 99 9§ a9 & wEfad fore = fadwy W @ s@fd fRaa =6
TN AR B AN- TR @ A A | B
o 71 i g Sa fafdy
fad W SR o ien 21 @
99 fReufa @1 wxen & =i fafy
he Hel 2|
11. | yepre= - B e @on enfdfe fRieer | veeas e faarur yee &
(Publication) | J fa=fra @ ST & mred o R fHr o § 3R 3%
Y13 fbT i 1 THId 8 fbar S 21 A Ardei_e
Yo €l B |
12. | speo facia <l &1 Sfber | RN | YSRa IEidh BT fbevr el fdha

ST Fehdl g1 Bul fEfay &
A At ¥

S Hohdl 2 Hifd A IRdfdD P
R IR 981 B &1 399 gafda
bl BT TN fbar S 2

USHH AEIh D SYDNYl UG b Adl Yorfordt

Tools and Techniques or Systems of Management A ccounting

T G e ar @t g 2g 3e USRI AR THNb! BT TAN fhar S B 1 I A @

IR & BIE TP qEiie Wi T MaTIHA3N B AYE TE T Ahell € | TSR oRgih A TG
IYBRUN 3R db-iiep BT fad== = far o <=1 2 -

1.

fawha A @ a@i®a (Financial Policy and Accounting)
TAS AT Bl PN U B B G- § Aol =1 gsa1 11 3 19 391 oit A g an won

R UTw fhg o wad €1 g8 W Aot s gsan g1 s st goil fid gaR &) sreria | ste goil At



16 YSHH oiEie Td fa<dia gey

qaifaer e goft @ 30 geR Fur dd-wreia 2 a1 reu-wreld, sad ft Rufvor Af-favas
|1 K1l § | Fol T Y A a1t P19 H 311 Yol i 30T P1 941 MU 91 2, 39 Afvea e
N gererag Aot &1 ard 31 SwR aftfa w3t FRofa gecagef @9 &1 S geuata aaiea faxda
o ot a@ie @ wreEw | R uRga a2

34l YBR HR G (Tax Planning) ¥l T 31 Aewaqul Ueq] & RO/ U=y &l Ya=aaid oiEre®
WERIA1 UgA B | 98 91 & @M & forg avis fafv= fesi oirk fifami 36 st ge™ e 71

2. faxig faa=ull &1 ey (Analysis of Financial Statements)

fa<ita faa=ull & faveiyor 31 Iea TSI BT $H TSR A TDHUN TAT UKG<H BRI HA1 51 & A
ygd & forw ST Rig 8 9% | 39 fawia 99! 3ief a2 dew IR-TH-1d! YN § T B Bl JIrH
b siren 21 facia fdaven @ faveryon @6t q@-iel § Jarers fawita faavor, squre faveryon, sy var
faawur, va R fawervor snfe snfie €1

3. Qﬁ?ﬁiﬁ AR AEih+ (Historical Cost Accounting)

ora fAfd = =g fbr i €, 99 39 a1 S9a 9gard 39 aR<fdd ARl B JErEg BRA S Joien
B Wi AT iR Bed ¥ | aRdfde AT 95t Tl T ART W 95t IRl B | S gl 9§ RN
@ Awea & IR 4§ g gRon SR S Ahdll B | AN oA Wegedqul df gl § fbeg S9! Suaifian
Hfaa 21

4. Toied) A= (Budgetary Control)

Ig T Ul yomell 8 o9 goiel &1 [Ras den A= & fore g fean siran 21 9ft srafcs
fauri & forg ugel 9 £ gore M TR &R forg @i 1 A gore Wderie sifews] aen vt Fvra-si
R YR B € | aR<fde Iucierl o1 g B foran Siren g aen gd-fuifRa aedi @ st e 3
SRR B | U WIS B IS Afdd B HR-FAIE &1 Jouied B d@dba § w9 8 uran 81 goiel #
FIa-FeiRor w1 qen fa=Ru s w1 e ga [gse & forg wewagut g 21

S. ¥919 AR fafd (Standard Costing)

A AT fafd ara Ao & Seedl @ fon ue Aecaypt a@Hie 81 UMY |RT i YoTrett
A arTdl B ge-fRuiRer $R forn s g1 g9 Aana @1 [uiRen A st @ @afkea faveyer w®
R Il B | aR<fdsd AnTal &1 Siffieraq fasan Siran 1 921 99 aRTEl | 3931 o 3t ot 2
I PIE fd=xor g o € 1 SHa1 favayur fdar Sian 8 3R S99 folv ScRerl SRl &1 gt v
I | 39 ISR T99 AR Y wen 3 SRf-gerere 31 9eM A W Bl § U9 I8 ‘Iuare g1
U&=’ (Management by Exception) &1 4G I9IRI 2 |

6. Hwa e fafff (Marginal Costing)

I AN @i 3 g fafY 2 S Saares 3 |43 (volume) § 11 dTel gRacd=1 @ aRumasy
Nl 3§ gY uRacHl A e 1 39 Jumell & Sinfd Swre 9 arTa o Wi (uRad=efie) iR Rer amm
# fawfora fban wiren 71 ReR @ &1 safRafia @« g SR & U wR &1 fora foran siran & den
UAP IS IPIS D IRUTHA AFTal ¥ g {3 B aRadsiia e &1 & a1 21 W o fafd swre=
o fAfI=1 1 @l ‘vg v wRen & fAfd= faurn den I=imT 9 ArMerRIedr BT 919 BRA § HE—IE gkl 2
IS AT B IFS-Flel= SYART A Hafda fAvfal &1 it Jearwa W ara fafY ot weraan | fao
ST qebell 21
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7. fAvfas @|I®A (Decision Accounting)

U9 D1 U Hecdqui BRI v o1 g1 Foia fiban # fafi=1 faeedl # & gema == &1 ord fAfea
g1 Golt =g, ae1sh a1 @Rial, o qed foran Wi, fafadiaror &1 fIwr, anfe & wefda smw fAofa 21 w@a
2| YT EIh YA Jebfedd BRIAE! & fAwia gudl 9 oM Bl 8 IR 39 UPR U= Bl Jad
I HIRIATE BT Ad B A AERIl GEAT 2 |

8. gﬂ"iﬂl‘lﬁ AEiP (Revaluation Accounting)

EL| gﬁ?{’ﬁfﬁl A@IPH (Replacement Accounting) W w&d 8 | gawd | fi\‘:ﬂ G| '\j’\’f«%ﬂ RECRIRCRC
BT Y& I B | 9 B AT 39 THR H Wit B fF GOl &1 arafds qea gumad o1 | Hear |
7 fg @1 3afd & IRM o 31 o 9ga e waifaa g 2 19edt (Batty) & Ig9AR, " 91 g8 drHal
$ a9 Wl Hufa & gfaRere | Gafda awaRaisii R oY 9F & fog agaa Rt @ @e a1 @
ferw g‘l"i?&ﬁv_v-l dGThA B U fban s 21 (Revaluation accounting is used to denote the methods
employed for overcoming the problems connected with fixed asset replacement in a period of rising prices )

9. Ao A (Control Accounting)

=01 AP PIE UUd w@TH UuTelt el & | fafe= wonfori W e gfaaa @xht € ok 5%
& =1 e | uga fban st 2 | e arTa-fafd sk geredt e faeron favewo & gfdas=i
S HIH A TN H AN S Fehd © | FAH0 @i # f«fke SgRIY (Internal check), 3MAR® 3idberon
(Internal audit), JETfADH STBETUT (Statutory audit) BT FAT=0T ITTA & forg w1 fasan <1 w@wan €1

10. 9SS LI HTTeit (Management Information Systems)

el ®1 AV q21 TP B P fov seige—e U™ &1 AP 2B 91 | ga= B
gfeafea =1 @t gaven W Aeaqul GUR gon 7 | Fies, wv=aa &R = & forg uawa &1 sifesi 3
gfef @t SR & | GAAT BT 7 UTRT FHRAT AT SHSD ITHY BRIATe! A1 01 qHA1Dp] & w9 H T3

fan < waan B
YGIHII AGIH Bl ATEID Td Heed
(Need and Importance of Management A ccounting)

g Sifed e S § U Igihd 9a= BT T IR UM 8 -1 2| JaHdhi
QTS JI--TF BT YD HEH IR ANI-GeH Bl 8 A SH WREE dl 8 | a9 IRare & I\ =
¥ g fg & PRI M Ya-HaNT AWIh BT HEd 9¢ TR & | TP adihd &) fATyones a2 TH w1 &1
&1 IR B dlel Al A GUR 901 Y97 & fafA=1 Wi &t g Jasd smavgsnar Fafid wa d@ R
fby O 2 | TeHala @i @ie F Hacl Ta B PRIGIAA 5l JSKI 8, 9 I8 HHATRA! Dl PRIGICTI
# g fg 94 N weEs A1 | yeua e @ Afofa e @

1. HRieH A afg (Increase Efficiency)

Y AT Tea™Ie AaTa $t drigeed 4 a f§ oxar 71 = fauri & forg @te
mfiv fARea fby &I 2 SR 391 «edl @l Suaf &1 I3 SRIGE B A9 B ITHIYI B 2 |
2. Sfe@ AN (Proper Planning)

Ue i EIRil ot Hera | fafa= aRaresi & forg diorn a7 | wwed @ uren @1 swifd
Tt fafi=1 fshansii &1 qaiga™ e 3 e BKil & | [aved favmnii smyR R 9eie 991 9 € 3iR
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AGURII YUl S B folg Tap "AReR d9ie” (Master Budget) S9T1IT 11T B | I Afdd 1 HII-R gl
A T 9U PR I ST B 1 59 UBR [RAT Bl {HAT-BATdl BT U Fafked <0 9 [RaeE fhar e 2

3. SH-fAeaes a1 'ﬂ?ﬂ'ﬁh_'l (Measurements of Performance)

gote™! fAI=I0T 92 Y99 R AW@ied 3 ygfadi eri-Asared @ 9199 &1 \9a 990 8 1 991
AN @A fafd § g PgiRa #7 Ry o1 € 8iR arafas dar@ @6t g9 @ | o 31 @i 2
39 UPR U UG Pl AR IR 3R AU IR # fa=aRoT (deviations) &1 Ul o H AERIS BIdl
2| afe aRAIfAP ARG TH19 AT A 3D 1 21 A IABT IR 301 Al el Fwred 71 goredt g
gorrett M Wt =Ral @ Teran @1 99 A | TS Bl 2

4. AYEPA 3MRBaH BT (Maximising Profitability)

veg & fafi=T da-ites 1 J& L3 STaIe @t T D1 ¥ &1 91 e @ ude Afdd
P PrRieHdr | g f§ BT a1 21 ARl @ 01 61 SUr Idred & R B HeM § HE’ke 2 B
Y- AP TSl Pl TERIT A ARAT B ATH Bl AfABaH B BT YIN fhan Siran 81 Fred 3
YA ShIS T AR A SMfAFTH YA BRP IS B AW dedl Bl Faiedq START B H NS B
21 Bora: fafEr ) g i gear 21

5. SYHIG3 B Aar | YUR (Improves Service to Customers)

TSR @i ¥ Sgad Bl S drell A v 3t gfawai | SEdi B w9 w3 H qere
el T 1 TR § A FHARNY A & AR ¥ A9 e © & A o 3§ 39 | I<are @t i s Bl
g | Fifds Jorac & forg g9 gge @ & MuilRa by o 81 59 Jor Sudiamst 1 S 1 ) S«
U dTel AT B 3MYfT Bt B 1 71 & Ieare H 9 £ a9 A Swdiawisii o 71 3t gl f g W
BRG]

6. T veEe RasuT (Effective Management Control)

YD WP D IYBRY] GAT Th-1b A=A & Fharsti & fHaoH, w9-aa iR A= § Jere
B ¥ 1 yaa RuiRa v aen arafds Awarea &1 Rafda gedre */sraare gRT 984’ (Management by
Exception) B W¥d ST & | YD Afdd 319 B BT Hedihd Bl & TAT SHD Br-fAwared A afe oig
o urn o @1 @ gR Frdardl @ el 2

ASB @D B A
(Limitations of Management A ccounting)

Y WE—e Bl & 9ATU &g BRIl A g9a! gurasiiaa difa 2l 21 yauaa ad@ied o daisi ot
IR A9 UpR R -

1. oE®d o 9 A™RT (Based on Accounting Information)

Y=t iGih fA 91 R AW@ih gR1 SUaie] by T sffpsi uR 3nenfRd g 2 1 UfaeiRie
AR F1 9fdsa & forg vk w31 3 s fasan e 31 vaerasra il @t graen e et S4 sitws
@ O-IN R R ovan g foms snuR W= 3 fAvia forg g 8 21 af fawia sifes favawi € o g
T dEid we faveyor 98 uem wR Aaar 21 fF yerat SEih 1 3 il R GUEd gasi
R AR A1 gsdl 21 3a: D gEeiierdn S favaaiaan @ i de Aifad g 71 o smavas
sifes fog g €1
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2. S DI AT (Lack of Knowledge)

YD QP D YA B fore Fafda &3 favdl & 519 ot navaswar Bkt 8 1 Y= B E@idb=
ﬁl@'i?ﬁ, ﬂTf%F-I'?I, 31%1"?]1?3[, Wﬂiﬁﬁi@'ﬁ, &ﬁmﬁ?ﬁ,(engineering),aﬂﬁm%qﬁﬁﬁmmﬁqﬂﬁﬁ
YD TE@IH $H1 YHTEYU] SUART fHa1 1 @bt g1 34 vl & 91 3t & JaedH @b & 91T
B WifAg o= <0 81 3: va Ife Aokaq ufsbar @ wwag Aafda 1 dad yaaa a@e ot el 99
G A afed 3 wafda fawdl @t Wt SR @A B 9 YSSi aRaied BT 99T SuARh @1 |ed
gl

3. IEyIe Avlg (Intuitive Decisions)

TeIfd yeraata e fafa= Rafaal @ JsnfAe fAveryor gwga w3ar 71 Ta deai iR siiwst R
naRe Aok o= werREr &xar &, iR i a8 va i o ol & & Aola sraay @ enuR R a forw o
21 g2 & Qo 2 b ygru-d3 FAvf a9 @) ot ufsbar A g=m &1 9aE R 3R [ Su gR1 Aok
R ggoq & feg =Y (invitation) 1 WERT o @ | 39 UHR J<@IUAD Aol gaadia si@idd ot
Syarfier @1 g @ 2 21

4. yemeA &1 fAdeq T8l (Not an Alternative to Administration)

YafRIBRI oI TRIma B Bis fAdbed TE IR Bl g | TaHHII oi@ipd P IYBIUI Td
AP+t DIl a 9™ B B | FAvfa 98| FRvia yaea g1 forg o € gen 39 Fofal @ et o
ga+t] 1 & fhar Sirar | 39foI Ue=aia ol &1 &1, Weldd §dl R (Supplementary or Service
function) graT &1 71 &1 fAvfg o= ¥ 3R 7 & S5 fobarag 4§ yavy A B rary 7 B B

5. S YN e (Top Heavy structure)

YGIHI AWIh UUTTell B RATYAT B H U fAd I FASAIcHD Iadrd Bl Aaegehdl gl 2 |
39 YUl &l BrRiEld SiR g4Tdl a9 & forw smes [gsl aen faffasl &1 arg w31 gsdar 81 39 R
ST Hehdl | BIC PR drell ATTATAP SPIsdl i Faared g HEM g1 & BRI 39 YUTell & TN
H1 IR J8d el PR AP B

6. fasrard) @R (Evolutionary stage)

TIHAI i@id dl 3 fadracTe sraven d ¢ qen 3t sifaw Reifa 9@ 7@ ugw w71 39
Ul §RT UYa SUSRTI Td G-l A ST 37T IRUmH U1 81 Wavd & | fazeon 3R Rdem 4 e
MY frspy U € YPR B TE 8 FEd § | YT AWid B IAUAT i Ry a6 ugan | nft @
TARM |

7. i ‘F"ﬂ? (Personal Bias )

fa<ita o &1 fRdem Swa Mdamaal @t avgar 9 ema @R naRa 2 @ iR 98 afad s9
JHY | YA Afdaa Aok ot a1 81 39 U faveinur iR fAdeq 9 aafdaera verard @6 qwrasn a1 gl
2 | @faa verara qen gduE fAufal @ axgfom o gnfada s )

8. LB G G G R (Psychological Resistance)

UG ST B AT DR § WS WHd § Helid IRadH HY ged & | ¢ gt iR
SufATEl &t At F=ET BRAL gl & DT 3P BIfF®d! (Personnel) TR YU TSdl 81 3R SHD BIRUT FRAT
& BB U A 3HS YRR B GHEE a9 T
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YPII E@ihd U9 faRig ge=a
L4 |

(Questions)
Y1 @Th Bl IR SO ugy fow ST /=1 SUART 8 ? 39 &1 AH131 BT guid Hifor |

Give a definition of Management Accounting.What is its utility for management ? Explain its limitation.
YIYDHII @D 1 § TADT T 83 § $HD 14l 61 quid Hiforg |
What is Management Accounting ? What is its scope? Explainits advantages.
TIIDHIA AT Dl GRS BIforg | s faeraansii iR W1st &1 quia Hiforg |
Define Management Accounting. Explain its characteristics and limitations. (B.Com. M. D. U. April 1996)
YYD AE@Th Bl Up A 3R &= 31 fad== PIRT | 39 y9y & foIe smavae SR Rl Bl
T ?
Discuss the nature and scope of Management Accounting .Why is it called an essential tool of manage-
ment?

(B.Com. M.D.U. April 1997)
YGIHII TEIh | IATYBT 1 AU 8?2 TaIHI @Idhd & &7 Bl quiF HIfOTg a0 FHHT fawiag
TP | IR DY |
What do you mean by Management Accounting ? Discuss the scope of Management Accounting and
distinguish it from financial accounting.

(B.Com. M.D.U. April 1998)
TIIDHRI G & B IR IS D AT BT | JITHI A1 IR fawia @ | @
IR E?
Explain the functions and objective of Management Accounting . What is the difference between
management accounting and financial accounting?

(B.Com. K.U. April 2001)
IO S ETH Dl GAY I WD AT | & ol gy & forg Suartt 31 aussu|
" Management Accounting is concerned with accounting information that is useful to managemnt." Ex-
plain.
(B. Com. K.U. april 1999)

TGP Sl Y99 B foIg I3 Bl 8, TaUd di@rdd Sl g1 9 I DIF 9 € ? 989 H Jaud
AR H B BT DI qUIH BT |

Accounting Which is a tool for management , is called Management Accounting. What are these tools ?
Discuss briefly the functions of Management. Accounting .

(B.Com. M.D.U. 2000)
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3™ 2 : faxi faa=on

(Financial Statements)

fa<fa faaxoil R 3nmera R faaRoil @ @ R ) o 3 wdfda faxita Ea) & 1S 2t € g8 Qoo
qHYUl IR Fa ¢ i@ RIgr=il & SMYR 4R Ugd fHT 7Y sifhsi &1 99g 8 §

31ef- Meaning

2| T e B 371 ufafes & o=-aA1 31 fafi= were ol 4 3iflierad fban s g 39 a-a41 @t
faf= @rar 98 @ @l 4 "ar B SRl 2 3R RN 3afd @ I ¥ 39 |l @ 39 R ok €1 fafa=
AT Bl Y@ B I AR B URAT1 A SUP H P el RuiRa Hr-1 den S faxia Rufa
P STHERI W BT 2| A fdaror g & Aféaiiaxror ufe ar o1 aRomd 8k €1 3ra: e ad ufafaffaa
Gac ks

qRYMNI Definition-

WM.GH. IRR & vl ¥ fakiia faavor v araaie Sue | & @il o1 AR 99gd $3d & Refd
faaror v fAfRaa il w wwfadl, iRl ik goft @ uef¥a #var ® &R m fadavu g AfRaa
IafY It raERE fohasi & aRemHl @1 yeRia wa g1
TRERTM 3 4, faxi fdaxvl 4 $aa Q1 faavvil- sma faavvr ik Rafd fdawor o1 § wfafera & sren
81 39 M & A 3 &1 faa=1 (Statement of Retained Earnings) G faxita Refa # aRad=i &1 fdavor
(Statements of Changes in Financial Position) 31d: fa=ia fdavvr & ua i w9z 4 =1 wfae 89 =nfdg|

(1) M fdaur (Income Statement or profits loss account)
(ii) faha Rerfd &1 faaror (Statement of Financial Position or Balance Sheet)
(iii) Hfad Mg &1 fdarur (Statement of Retained Earnings or Profits loss Appropriation Account)

@iv) faxita Rerfa & uRaxs &1 fda=ur (Statement of changes in Financial Position (Find flow statatement
and cash Flow Statement)

(v) 3 faawor (Income Statement or Profit Loss Account) T8 faa=or f<it fa9y safd & SRM™ gU ol
1 TR &1 AyRer 39 & forw wxen 9 S @fd @&t 3m /<1 &1 fAd &xar 81 Fa9a & us A &
AR I faror o1 =1 4 Sufaur | fawfom fbar o @@ 21

1. fAioT @Ta (Manufacturing Account)

2. RS @l (Trading Account)

3. -8R @Il (Profits Loss Account) T2l

4. Y B [ERISE @il (Profits Loss Appropriation Account)

fAHtor @ aaiRe d2n am4-g1f_ @rar e ry-g1[ F9rRISE @ren a1 @ 8fdst 9y (Horizontal Form)
# 31Rra1 Sifad UReY (Vertical Form) H AR fby o €1 &f9 969 &1 'T' ey +ft w1 e & afe 52
"T"'T URRY H IR fda siran ® @ I8 91 9eR 991Y Srea |
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Manufacturing Account
for the year ending

Trading, Profits & Loss Account
For the Year ending

To Opening Stock of Finished Goods

To Cost of Manufacture
(Transferred from manufacturing
Accounts)

To Gross Profit c/d

To Gross loss b/d

To Selling and distribution exp:
Carriage out wards

Advertising

Bad Debts

To General And Administrative
Exp:

Salaries

Rent & Taxes

Insurance

Lighting

To Financial Expenses
Deprecation on:
Furniture

Office Building

bank Charges

To Net Profit

By Sale
By Closing Stock of finished Goods
By Gross Loss c/d

By gross profit b/d
By Interest Received
By Dividend Received

Rs.



o g

Ifd SURIGR W T=Ia 9T (Vertical Form) # @Y &M € 1 I8 91 YR 9910 914 |

Trading and Profit & Loss Account (Income Statement

For the year Ending......

23

Sales

Less: Cost of Goods Sold:
Opening Stock

Add: Purchase

Add: Carriage inwards
Add: wages

Add: Other Direct Charges
Less Closing Stock

Gross Profit

Less: Operating Expenses

Selling and Distribution Exp:
Carriage outwards,

Advertising

Bad debts

General & Administrative exp:
Salaries

Rent & Taxes

Lighting

Financial Exp:

Depreciation

Bank Charges

Operating Profit: Add Name Operating Income
Interest Received

Dividend Received

Less Non Operating Exp:

Less Income Tax

Net Income (Net Profit) After Tax

IR 3 SHafi & forg s Rerf faa=or et sifaffam 1956 1 rggat Vs umT | (91 211)a

------------------

------------------

------------------

------------------

------------------

------------------

------------------

------------------

------------------

------------------

-----------------

------------------

------------------

------------------

------------------

------------------

------------------

------------------

------------------

-----------------

------------------

------------------

AR TR ST AR 1 ¥t srfafagm 1 Reifd fadavor & T ureg a1 &f9s 919 (Horizontal Form)

D1 A1 <1 8 TRy D=1d WRBR A HHA1 D1 3791 Rl faeavor orvgad 9Rey (Vertical Form) & 31RIR

TR F3A $ N Wi fd ga@ a2 S 2
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Form of Balance Sheet (Horizontial Form)
Balance Sheet of ------ Co. Ltd.
AS AT.....

Vertical Form of Balance Sheet
Name of the Company .........ccuce..
Balance Sheet as at ...................
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ey faxia vl &) fARaIt sremEr snavas o«

() Net Blo¢Characteristics or ]
(d) Capifal

VeSO o 3 8 e

Current Assets, Loans & Advances
&) StocRTTETIN (Reliability): 3=
(b) SundBeReiit@! YERT B arell B

@) Cos (Comparability): faxia

(d) Otheg{prrenb 4oy vy s =

(e) Loans and Advances

Less Céfrent lesgnmvﬁlgﬂﬁ e (K
=fey o™

(a) CurréntdLiiabilt es" 0

ogking Progress
‘bl

e

[ ssentials

I J?mm7ﬁf%a

g fasor 4
9
[ faeort &

L R 3

asily Under §
fi ag Iy

gﬂﬂ?ﬁmaﬁs‘wqﬁs@ﬁmﬁﬂﬂa

(b) Provisio

Net Cudrent Asa'@‘aﬁ P AR (Relevant ¢
4. (A) Miscolfiagedsh B\ peiRiHluEg ardhed

83 extent not wr(%ten 0f1; ) frdra
onsistency
Profi los Accou balanc
) L %‘%ﬂ %% o
loss
. ql; Rl GRMT
Accounting Policies & Notes to Accounts

6. faeaonere wegievoT (Anal

14 .
0 purpose): 1
IR T
g favoit B g2

N &l 9gfq

el ufRomm

@ gl fafs
Re=ferfera 1o 1

yefRfa @

I fioa aRomi

Standable): fa=is
it 9 |91 | 3
{3 | wHSH
=g faawon 4
|

den If<v <

of Ideal Financial Statem

H YRl Bl a9l
29 nf2u:

a1 Td gl B
wrerl 1 emyeen qen fash
faa=oi| # @] ad @ off

7 Rerfa &1 |E) 14

fpsl P ATA-A1Y fY
A gl B o 9B

¥ guef {1 =2
IS T g

T IgIh Nl Td UR¥RISH B 3T

B P GATHT Dl U

ents)

&l ATl 9T

mifee R 6 59
uIIgd 8 9D |

ol a4 & Sifds
|

7 f3aRoli o1 wRa den aayqul fafd |
| | T U1 Afe]

M o er@ieA
|

e B =y i

TR R S9G1 Sl
g onfe wfa-ad

% fiwe aRomH & gor Gaa 79 S|

vtical Present

ation): <t fa

RO § 3ffhel Bl o

7 YpR A [P o

wﬁmgu?ﬁ%q_ﬁs_ﬁ?ammﬁﬁsnﬁﬁﬁmﬁ

GﬂQI

T A SUSTS] 8l
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M (Promptness): O faavor &0 | $9 TR fbv 91 =1f20 oy vl # adf & wafey &
9aT I I oI Suerer BT =iy |
e sawaaasl & 3HY (Compliance with legal Requirements): faxiia faavon &1 9=+
Td 3@ fava |araft aanfAs saeaadisii @1 qR1 &R+ arell 81 A1feY WIRd | Wl A=
1956 B IMMaeHT H JIFAR BT AT |

faia fAvewo @ YPR:(Types of Various Financial Analysis)

1.

I faarur 3@ M-8R W (Income Statement or Profit and Loss A/C) HRIT &1 ufR=Eme
ﬁ@:ﬁaﬁﬁaﬁﬁamﬁ%%qmﬁawéuwﬁmm% W@ﬁfﬁm(revenues)ﬁmﬁ
AT B AT B3 fFA T At o1 favor B 21 3T A R M F1 e g | Ig o
oIian 8 3R afe My A =7 3ifd® B @t uRums w1fa @t Reafa @t sma faawor vap fa9w wrr: v
T4 & forg TR a1 o1 & S6a 31} 91q] ¥ W WWid I SR @ ford Wi 1 3m faamo
Pl BE U H TIR B AEHd & | SHUYA I AR $d BA & forg (Ao @) (Manufacturing
Account) ® WY H Bl ¥ (Gross Profit) Al g (gross loss) fRuiRa 31 @ forw amRe
Tl (Trading Account) ¥ <M (Net profit) - ( Net loss) ¥H g @ AaRa 37 @ forw anmv-wifx
Tl (Profits loss Account) @ ®9 # JIR fdhan S g1

anffe fAs1 (Balance Sheet): e g1 &1 59 woR aRwifva fasan T & aar-gadi &l
IRATAD qAT TeABIID B W 1 B b SR M of SR TR I (Sfde a9 $i¥e) & AR &
T diferbrger faaRor @ a1 Sl er@re Rigr=il & IgaR TR fban s & e e fae
e fAf wr AR fas STran 81 39 SRt va Svgersit iR Wufdl aen 9 ge gott SiR a1l
P! UM & 39 <A1 Yl HT AR A &l 2|

ufoenRa 3mA &1 fAaRur (Statement of Retained Earnings): UfQenRa mal &1 ff e fdaror uR
faran <ren @ o @w- =R AT @ @ (Profits loss Appropriaation Account) 31T 3 fARAROT
fAa=o (Income Disposal Statment)?ﬁ A | W ST S ® ofd 39 @ M W Udbe BT §, T8
I F1 o 8 39 fAaR01 &1 TR &34 | 399 #fse ua ot iR |a¥ ugal fisa a4 & 9
Pl AT A I 8 3R SH A9 H Al 9 & A9 Bl Sirg fordn e & 39 sfie uar ot ik amwi
& Ao forea g1 o safRy et (Interim divident) (propose Divident) YRTfAd AT SROT
WY BN (Compilance Redemption Fund) 31fe # gxar=afRka ¥l & fa@mn S g1 I8 FRoI
IGHT 2T b oy | s a1 oy & 391 [RaeE =381 a1 | g8, safere ag @« s
f Sfae 2y 76t fRaemrm |

Y y4arg fAavu1 (Fund Flow Statement) :Ush AP SUh | &I a1 @R & di= fada Rafa
Y BN g1 IRTe &1 faweiyor #v1 & forw @Iy garg faavor GuR fdan S 81 P (Fund) &1
Hﬁﬂiﬁ?ﬁa‘iﬁﬁﬁﬂ?ﬁﬂiﬁlﬁ'ﬁm(Sources)ﬁﬂﬁﬁm%mmmﬁﬁ@%
AT I ST (Uses) DI At geretral & SR 349 P16l 31 o /&1 21 a2 fAavor ifa RuiRa v
an & fAwTEE B qedipd BRA § I Bl HEI Y Bl B |

'\ﬁaﬁ_mﬁa\m (Cash FlowStatement):ﬁW JMYR IR Th [ &) faxa Reafa 4 81 a
gReciHi @1 fdavur Adps yare fdavur s g a8 < nfde facst @t fifddi & 9=
TS IUHH B Adbs RAfI § gy aRac=i SR BT AR IR BT g1 $99 fund BT 372
(cash) ps | fora oI 21 ps varg faavur dad Jws | gRaHl IR YHeI STaidl € JE NPS
H Gl du1 S¥d SYA 1 quiv PRel 2|
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faxig f@a=on 9 WAIT (Limitations of Financial Statement)

farita e emmEan SiR faiia g o1 @t FHeR) I 63 & forg wven 4 24 3@ a1l vaar)

@ W HRA B | IRy 37 fAavvii ot g5 W § R 59 g1 Yed sl &1 TN SR 99 S
A 3@ Ay st o d Afefa @

1.

\‘ﬂTﬂ A1 (Incomplete Information): Ig faavur g b1 Baa R ufdde agd GG
% ol sifw R s 8 BYR | TE Baet gYl EAT FERiG B ¥ iR waEE @
qRfdd 14 B[ a1 99 ST 8 Hebell B 1 19 A9 Bl < BR A1 S|
AFD D JTURUISN TAT IRERISH IR IR (Based on Accounting Concepts and Convention):
fa<ita faa=or aga W @ YRS T IRERIS B YR R IAY & 7| 316: 9= & &
3 faavon gr1 wef¥fa & 1€ amvvedan e fadta Rafa arafas 9 811 Serevw & fou wmrh
Al &1 fdavor | Ule] ATH™ JIYRYN (Going Concern Concept) ® TR @ < 21

T[oTIchH W@l DI |G (Omission of Qualitative Informations): faxia fAa=on ¥ waa Q?ﬂ
AT & Sl 7 S &1 A e Bl AR 2, AR S Go-1bA dwdl Pl §RIDl | foram W B
e siren & w3 ga1 A @gaa 7= fasan S| s yay ¥ aRdaq sgarar @ afifg vag 9
AP | YR FaY B D TED B Ggic e VW 7@ ¥ e wH 6 anmeen w® snfa wewagel
TG ISl ® IR 991 Aadl Bis faa1 e § difd 3 |99 o w9 [ @ 7l

UWee Rl TR 3MRE (Based on Historical Costs): faxita faaxon 1 ofaeifRe arm &
MR IR TR & s g1 sm@: it feron # Ry 1y sifes o wR 4 g aRadsi & w9a
B yelRia 78 | A Daa UdERRie FEan geiia s & & f Rofaa & forg Suarh =8 i

Ffew Aol ¥ wwfda  (Influenced by Personal Judgements): faa fQaro d@ue
fdra o 1 gfad 2 & @amare o 9ga 4 |78l 3 aR | 319 @fdara ol a1 ghm s
Tsdl € O 219 9 g 3R RN e <0l & 3geiad &l 3afd anfe 591 Aokl &1 w g
ST B! AT Td FHFER) R AR e 21

g ARG | BT (Uncomparable): 5 I3 A 9 D IF(IA1, WTIH JoaTd Bt Gg il a1
SIEIP GG T oRkaTh+1 gg el Bl fAf=Te & SRuT U g R | N g8 a0 U it Bl
& faxffa faa=or ff s § gor w9 & A = A

ﬂa foEm | wifaa (Affected by window-dressing):sﬁ faarel @1 3 g o 9 RTHS
o1, form & fasiia faavor arafas Reafa o smiean sifde sigaa Ruafa gefRia & wa o9 &
94 & 31 H fby R H1 o 7 fan T sprman AR i (Stock) BT 31w Feard1 B forn Sy |

4l Al & fAT SPUPAE (Unsuitable for Forcasting): fawia fdaxor e & eredmsi
1 AG-AF B B 1 Ja B WA, %H gR1 IuATs E Aif, wforafs 3 Rufa sl d ik v
A R B Yed 8 3 994 & & Yabrelia ge-1sil & MUR W fdan 1 fasit faeeyor wfas
& forg 3rgaM A 4 31fdd Swart Rig 7 811

faxi Rl & fRQvawn & Sew (Objects or Purpose of Analysis of Financial

Statement):

1.

3T &1 AT ATHSIIGAT BT S 9ISl BR1 (To Know the earning capacity or Profitablity):
7 g s 31l Rerfdl a1 v@d gU e @1 g St fafaifor a1 w a=ime @ sifsta
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H1 B B | faRia favamu g s A d wern geE &9 § & gawa | fAffafa §oh w
i TN g$ W B A |

Y & B TFSR AT Al (Toknowsolvency):ﬁ?ﬁﬁﬁawﬁ$ﬁ$ﬁwﬁﬂgﬁﬁiﬁlﬁ
T B} ST Fehell g fb WM 319 Shia it # IR B W6 W W ghM 3t R F g 78
BTN Sl H YA & oy i< J1d 9 TRl DY 7 a1 78 I8 S & forg TRl g (e
U T ¥ IGUE) S Y S § SR ¥ FrelE G ) R e 91 $3 B fog
HIRYT I ST S faban el &

faxfla Yo 1 &1 S A HRAT (To know the Financial Strength): fa<ia fawevo &1 e @
Seed w3l Ot o sa1 @ e @ § ki faveme | 9 ge @ SR oW B R
(i) W2 &t 7% 7N I Wi & forg ot 4 & amaR% Hidl | U 8 S A1 7E?
(ii) FRLAT 39 T TR & MR R e Aiddl W fava=1 94 91t R dapelt g7

3 BHl ¥ G-I S 3eFTH (To make Comparative Study with other firms): fa<fta favawor v
3 ST I I A & I A= B 6 ARSI B T 3T R A § 9 ThR
B I | TGP P g AT B H TR fAerht § fob g A ot Jorw 3 g9l B ot fag
Y VSIS BRI Yon enfe ot Rufa @ 71

=TSl 9 AT Y= B Bl GHAT B PR U BT (To know the capabilty of payment
of Interest and Divident): faciyu1 BT S29T Ig SIHGRI YT A1 4 B § b a=en & a9 saq
BN & a8 W8 G R A1 &1 YTAHE PR P 91 R g8 9y # It g3 = A e § qrgy?
faecur 9 7' W uan T B & @re 9 gor @ o s 7 @ 59N ag W gee et § &
i A fasait w1 § fRtae oM wR 2t @ 3R @i @ T I R |

I B! 9P A B TSR WIS HAT (To know the trend of the Business): Sd ot wrd &
< 1 39 31 aul @) fdd Y, Iured AR, Ife & ST DI oI Bt SR B | <l SHA T§ A
21 2 b aarg ) faon s ue fa w0 21 afe fae a 3§ 91 s -9 ol 9 3 e
afg A @ T A T8 FIuH B Y2 ¢ fAem A ub 7 A g < 7|

ue ot QI BT SMF AT BT (To know the efficiency of management): faha faeeiyor
I a1 1T & fb gaepl gIRT 319+E o & faxiia <o w2 ' ar =21 Serexv @ forg, afe faia
faa=ol & =ra fabg w10 fafi=1 Srgura sTm 3eel SIgUl ® SIFER & <l Fawud! o Fifaal G A
Sl 21

waydl 1 STErh UGl QT (To Provide useful Information to the management): fa=ia

faeayur #1 STTT WA B B B AR A GG 9 B W R o P vevd 39 s
FuR & forg S Sur aR W& |
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Q1.
Q2.
Q3.

Q4.

Q5.
Qeé.

Theoritical Question
What do you understand by financial statements ? Discuss the essentials of ideal financial Statements.
What are financial statements ? Explain their nature and limitations.
Discuss the utility and significance of financial statements to various parties interested in the business

concern- (B.Com M.D.U. 2000)
"It is said that financial statements reflect recorded facts, accounting conventions and personal judge-
ments." Critically examine this statements. (B.Com. K.U. 2000)

What is meant by financial analysis ? Explain the objectives and procedure of financial analysis.

What do you mean by analysis and Interpretation of financial data ? Name the parties who are interested
in this analysis and interpretation. What type of informations do these parties obtain from this analysis

and interpretation ? (B.Come M.D.U 2001)
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fa<iia fawoiwor &6t fafdw

(Methods of Financial Analysis)

facita faa=oni @& fAveivor & forg sMw fafel @1 s fdan o w@an 81 s fakilg faeeyon &6t
qPHAIP (Techniques) AT JIBRUT (Tools) Wt HET T T 1 TTH A DI ¥ AT I AHADI Bl AT PR
|HeHl & Ol SHD AATFDAIS B IgRa @ | i favevo o g Joe F=ferfea
1. JeAATHD faia faa=or (Comparative Financial Statements)
2 A 3MBR drel faavor (Common-size Statements)
3. 7q 4 faweigor (Trend Analysis)
4. 3rFurd favayor (Ratio Analysis)
5
6.

P9 vare fdavur (Funds Flow Statement)
JAps varg faaxor (Cash Flow Statement)

S AW H WM WA APl BI uiH fhan T 7 3R A9 < &1 auiE Gad A 918 H STAT-37eT STeArdi
4 fobar w2

1. ENINEY faxig fQaror (Comparative Financial Statements)

e <1 A1 <1 | AP aul & ki faavol o1 Smei 1 Y- 59 9eR T4 fban 9 fa
QPT JeAATHD AT fbar s w9 @ Qﬁ faa=or w1 el TchH fa<ia faawor (Comparative Financial
Statement) ®gd & | I8 fIavur fAfA—= auf & Haa A (Absolute)ﬁ@ﬁﬁ?ﬂﬂﬁqﬁ B gfed 399
3 @3l 4 faf= aul % g$ 9 f§ s w3 o1 sl a1 & fag §f srer 3 @ 991 oIk § 1 59
JfaRew, g fdaxor fafi= auf # gu aRexdHi #1 wfae & wu 3 € gefRia o= wad 1 59 96R 3 fai
faa=or w=en ot W & fawy & g M & forg safde wewaqul B

goiTcie fAaRuil & IgQ¥d a1 SYAIRAT A1 Wewd (Purpose of Utility or Impor-
tance of Comparative Statements)

1. ?fl’iﬁﬁ B X 3R U AW §9FT (To make the data simpler and more understandable)
Jorrns faxita faeamvil 1 a9 &1 g Igevd A= a6l & sifesi B ava &1 | dn Il
A |HSH AY S | ARG A1 8| o9 A= auf & sifes v Wil geHeAd w9 A wRga g
T & 1 $2 <l 37 9HSEl AR 8 ol § 3R 91 ) amvsean 9o fawia Rafa « fawa 4
SN A fAspd fATel o |ad 2 |

2. Hﬁﬁiﬁm (To indicate the trend): 3 faarur fAf¥= aui & Sureq, fapa, Al a4l nfe &
3ifmSi Pl T A1 TR B IRea1 ot 9a il o= wapren srer g1 99 {6 af} fafi= awi 3§ w=en
DI I A AR @ & g3 ¢ SR SUS - Al W W IR @ £ g3 ® < I8 9Ren 1 |El
feen # far &1 YEs B

3. e B gya s 3R FHGIR ﬁ%’aﬁ | A1 (To indicate the strong points and weak points of the
concern): faf1=1 auf & FerTrere fdaRor TRen & JYa ¢ TGSl SR HHGIR TEgsil & fawa 7 g
WS B & | 39 Il & MUR W JaeH S HAGR g3l P BRI B Gl B S JHURA
P U B Fhd B
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4. w4 & gRumEl & S§ Su & 3ia aRumt | g1 (To Compare the firm's performance
with the average performance of the Industry): JeTHTcH® A= =7t v & aRom # S9 SE
(S9 aw ¥ orft 9 AT & 3ired aRumHEl | goi $39 § WS BN E 1
s. ‘Fﬂj‘lﬁﬂﬁﬁm (To help in forceasting): f& B+ & Agwayel a2l &1 JoTIcHS AT
B A TIHD IA BH B v AR i g2 o0 & IR d qaigaE @ m |9ad g1
e fdarell & srafiie dew @1 S@d gU H¥UA1 A 1956 @ =i I8 afFard &= &
T & fb 9% HH1 S0 e-g1e @ SR Refdl fderor (srggat VIS s=ia) 4 are ad & e
fioa ad & w= f yefRia a
R faxiia faavon o 98 gorn & forg I8 smavas © fb 3 a0 = o 9 w@ie 9 fag 1
@ RIgIl & AR F91¢ SN 3R o1 B 3afd A w o orares -ifadi § oI aRac= 781 g
1Y AT BT M B UG, I eard ol Tgha 1fe T o<t 351 =1feq 3r=gen o1 &1 Jgwd
HHTS B TG 3R J1 HARHD B g |

RGN Rzt = o & P WY (Forms of Presenting Comparative State-
ments)

34 fAaroi 9 sitesl &1 ugeq =1 wul | fHar s dear 2 -

1. fafi= srafdl ot fafi=1 w1 & Baer A9E SifdS (Absolute Data) @ 3t fafi=1 w2l & daa

Hael g1 Y1 (Only Rupee amounts) Bl € fe@mT1 9 & 19927 fast 2,00,000 . oft & 1993
# 2,50,000 %, & TS|

2,50,000 _, 2 sifwsi A @ fg a1 HN 1 ga1 et ¥ @ o/ fs 1992 @6 g 3 1993 3 fasm 3 50,000 B. @t
2,00,000 afy )

3. sifpsi # 9 i a1 w1 1 gl & w9 # @ o/ b 1992 @ gan 9 1993 4 3t | 25% @t
Tfg a1 I

4. g1 DI Ul & wU fa@r : 33 IR fafi=1 anf 9 gy aRexd=i o1 rgua & wu # =gad A
& forg garws faavor 4§ ve sifiRes @ a1 forn e 1 3rgu o1d &<+ & forg fUoe ad
S qHD Dl 39 9 B FHPI A 91 A W71 21 19 b Igurd foe ad @6t o | @ fE B e
B 2 3R | | B¥ U FR1ae &1 = 8l ¢ | Sarev & ferg, afe 1992 31 f3sst 2,00,000
w2 3R 1993 a5t fAst 2,50,000%. 125 @” A Igurd &M

5. IR 3l g iAdl &1 ST 9 b 1990, 1991, 1992 921 1993 ¥ fawsl spHer: 2,10,000%.
8,40,000

1,80,000

feran siren 21 S 8,40,000 =2,10,000 %. g1 | 3@ U a4 Bl fashl o g1 39 3iRea | &Y St
g <M1 3R 14 fby oI 2 |

Method's of Financial Analysis:

faecor & forg o R & faxi faavor ger s w9 d (IR fay o 2 | S99 9 999 Jeagul
faa ez RA=fafaa g1

=2,10,000 3. 2,00,000 %. FAT 2,50,000 %. T | STB1 SIS YD A S B
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(@)
(ii)
(iii)
(iv)
(@)

YIPII Eihd U9 faxig udy
REEIRCY Rerfd fdaror (Comparative Balance Sheet)
JeAATHD Y-8 @WTaT (Comparative Profit and Loss Account)
SRiceicinu s JAATHD fdaRo1 (Comparative Statement of Cost of Production)
PRI fiﬁﬂ D1 JeIAIcHD fda=o1 (Comparative Statement of Working Capital)
LENIGCY fRufa fAero (Comparative Balance Sheet): faf= wwfaal, <Rl iR fj\Gﬂ Jafg

Il HH g &1 & forg Q1 a1 Q1 9 g fafi= [l &1 gorrore Refa fderor a=rn o w@an
2| 39 9PR P Joris RafQ faavor aaafes awen o1 va fa o1 siegas 4 @ forg afa swart g

RENINC fRaafa f@a=ur @ A (Advantates of Comparative Balance Sheet)

1.

e g9 o1 Refd faavor daa ta faew fAfd = @l & 99 gl o1 & s e gaes Raafd
faaror 9 Baa A9-A ffd w® @l @ 9y yef¥a wxar g afew Rafa faaru # fafv= w<)
# g & srerar &t @t W @Y <R wRg FR B

T 9¥ ® Rfa faavor § fAfa= wei @) 9 e Rafd (Status) TR SR @ < &, siafd
goTeas Refd faawor # 599 9l @t 91 | 9Ras (Change) TR SR 3 oI &1

e g9 & Rerfal fdexor @0t srien Jermmers Rafd faavor sifde Iuwart € wife sad faia favays
1 fafi=1 9l 4 g3 1 srmar a f§ 31 siema s s gY aRacl 31 9& [, w3 wa fawn &1
Y B H T Al 21 3d: 30 aRad=i &) feen &1 sregaq 3 @ forw wam fban on
Hepall 2

faaror @reiAs fhasi @& aRomHi #1 ydbe Ba 2 safd Jorras Rafd fdavor a8 gee s
g f 37wl el o1 wwufial, Sfdwl den Yot W o= u¥E gt R |

goiie Rufa faaver = 3t faf:

39 faavu1 3§ U IR @M 9N O €, 9gdl 9 # Use ad & sifdsi #l iR R @ # 39 o

@ Sifwsi P el S g1 IRR @ A faf |81 | gu aRacdHi o A9 sifdst (Absolute Figures) 3
a1 o & U 1 foran s =1 9 @m 4, fafi=1 w<€i # g8 9 & s &9 @1 fcera wu A f@amn s
2| gerreas Rafd RIavu & SR - o) fafd fFefofke Serxol § wwers 1€ 2

Illustration: From the Following Balance Sheet of Rakesh Chemicals as on 31st December 2002 and 2003,
Prepare a Comparative Balance Sheet.

Balance Sheets as on 31st December 2002 and 2003

Liabilities 2002 2003 Assets 2002 2003

Rs. Rs. Rs. Rs.
Current Liabilities 300000 500000 | Fixed Assets 130000 190000
Reserves 400000 | 300000 | LessDepreciation 200000 | 300000
10% Loan 600000 900000 | Net Fixed Assets 1100000 | 1600000
Share Capital 600000 | 1100000 | Current Assets 800000 | 1200000
1900000 | 2800000 19,00,000 | 28,00,000
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Solution:

Comparative Balance Sheet of Rakesh Chemicals Ltd. as an 31 Dec. 2002 and 2003.

33

®s qUl D AN

ar ended 31 Dec.

(i) - e 39 fAg=u
1()C(.)mil)]lgr;ative Profit ar%&?l%zs'; A% 001‘ (ggﬂn?ii[(;lalllir; ti irease e 52[%0% LT
T e g Onarer AR
To Cost of Goods Soﬁﬂﬂ ?I'Ef B -SRI H IH0S ByeSe I 12802 Rt Rpeane
: - 4 30060 iR geived 700070~ 300
EPgeggﬂlsgg afliG} Dlstanfl Rapeosel v 300 Oqﬁ i lyUU% F60000D +46.15
Lféslﬁgpégfﬁp%beng%g“ o ] 6‘)€ i UA lo0oo.1 3 3%_81) 0 +100000D +50.0
Nes Toedshils GRplosy o <P e (oS bRpFS o SHEOIT Y TR IS0GR0e [& | 445.45
WorNing Gafbine ST (Cris Progip b [ < 2 a et @ <@ B
Cromet Rropig ) xairer < ((pdratjugs@iiin Heago WREBIHGET ¥2 & 1-+40000D +50%
Current Liabilitjes (2)g[g =™ (Net PrdfitpiRiBROTRRE0E [E00006 &1 <€H20000D 101000466.622000
Working Capilhhdir@dtiéh 2: From th¢ followiB@0PEbfit|and Lod8Q0OEbunt of RBO0YMpany Ltd40:0the ye
Capital Empl396d @ag03, you are|requirgggoprspate a compayitive Hrofit apdghopnA/d:  +43.75
Less 10% Loan 600000 900000 +300000 +50.00
Share Holders Fund 1000000 1400000 +400000 +25.00
Represented by:
Share Capital 600000 1100000 +500000 +83.33
+Reserve 400000 300000 —100000 -25.00
Share holders Fund 1000000 1400000 +4000000 +25.00
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Solution:

YIPII Eihd U9 faxig udy

Comparative profit and loss Acount for the years ended 31 December 2002 and 2003

Particulars 2002 2003 Absolute Percentage
Rs. Rs. Increase or Increase or
Decrease Rs. Decrease %
Sales 94000 109000 +15000 +15.957
Less Cost of Goods Sold 50000 65000 +15000 +30.00
Gross Profit (A) 44000 44000 00 00
Less Operating Expenses:
Administration Expenses 10000 12000 +2000 +20%
Selling & Distributin Expenses 8000 9000 +1000 +12.5%
Total Operating Expenses (B) 18000 21000 +3000 +16.67
Operating Profit (A-B) 26000 23000 —3000 - 11.538
Add Dividend Received 7000 13000 +6000 +85.71
Total Income (c) 33000 36000 +3000 9.09
Less Other Expenses
Interest on Debentures 6000 6000 --- -
Less on Sale & Plant 5000 4000 — 1000 —-20.00
Total Other Expenses (D) 11000 10000 1000 -9.09
Income before Tax (C-D) 22000 26000 +4000 +18.18
Less Provision for Tax 8000 10000 +2000 1+25.00
Income After Tax 14000 16000 +2000 +14.286

(iii) YIS R T JAAHD faa=or (Comparative Statement of Cost of

Production)

I f3aur SwEH A 3 uRdE Ag § gy uRacdH @i guifar 21 3R 39 fAavur & anyR R &
g~ Yfasg F arTal R Rg=v @m @ Sfa fAvia @ "ad 21 A SR 3 wEren 9 |99 s o

Hpell 2|

Ilustration 3: From the following information relating to Sahil Ltd Prepare a Comparative Statement of Cost of

Production:
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Raw Materials:
Opening Stock
Purchases

Closing Stock
Material Consumed
Direct Wages
Manufacturing Expenses
Add Opening Stocks of work in progress

Less: Closing Stocks of work in progress
Cost of goods Manufactured

31 Dec 2002 31 Dec 2003
Rs. Rs.
400000 460000
2100000 2240000
250000 2700000
90000 _110000
2410000 2590000
700000 90000
390000 475000
135000 140000
3635000 4105000
145000 165000
3490000 3940000

35

Sahil Ltd. Comparative Statement of Cost of Production
For the year ending 2002 and 2003

Particulars 2002 2003 increase % Increase

or Decrease or Decrease

in relation to
2002
Raw material Consumed 2410000 2590000 +180000 +7.47
Direct Wages 700000 900000 +200000 +28.57
Manufacturing Exp 390000 475000 +85000 +21.79

3500000 3965000 465000

Add Openind B0 TP TP AL ToTTTeTfRaR0T (Gomparative Statpment of Yorking Capital)

IE faavur HriEa Yolt 3§ g@5006 A7 Hakgoe Tt 31 Tufanen =rq awifed g =re Il o
Less Closing%ﬂﬂkﬂﬁﬁoﬁﬁﬂdﬁo@%@ﬂm B THSIOHT DI TYEE0HT S AEOdE S e &l 9 =1 SereRu

Cost of Good TR BRFRCTL B THST ST APl & 13¢0onanon size Sodonents) DI WP S TFRIFSHAT TR 2|

Ilustration 4 : From the following information prepare a Common-sixze Income statement and give brief

comments.
INCOME STATEMENTS
2001 2002 2003
Rs. Rs. Rs.
Net Sales 1400000 1800000 2700000
Cost of Goods Sold 1240000 1460000 2200000
Operating Exp. 90000 105000 235000
Non-Operating Expenses 40000 120000 140000




36 YSHH oiEie Td fa<dia gey
Provision for Tax is mode at 50%
Solution

Common-size Income Statement

3) g fa ufdeE (Trend Percentage)

F3 qul & faxig fAavvll @1 gaaTs g - & forg ya i ufaera aga Swart gk &1 I8
T il 3afdt # gRaciHi @ faen @t @ <<t 21 iR faxfig fAavvll & favaye! g8 RuiRa 1 4 a8
Herdl o<l B 1 399 faff=1 wei & 9fawy & qaigam™ o 4 weran e 31 399 SMUR a¥ | =1 ST
gl

Illsustation: 5 Calculate the trend percentages from the following data relating to the assets side of the Balance
Sheet of A.B.C Ltd. taking year ended 31 Dec. 1999 as the base year.

Solution
Trend Percentages
(31 DECEMBER 1999 TO 31 DEC.2002)
Assets Absolute Amount Trend Percentages
Base year 1999

1999 2002 2001 2002 1999 2000 2001 2002
Fixed Assets:
Plant and Machinery 100000 | 120000 | 150000 [ 200000 100 120 150 200
Land 90000 | 110000 | 140000 | 190000 100 122 156 211
Furniture 70000 | 90000 | 130000 | 196000 100 129 186 280
Total Fixed Assets (i) 260000 | 320000 | 420000 | 586000 100 124 164 230
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Theoritical Questions
1. Discuss in brief the tools for analysis of financial statemtnts.

2. What do you understand by the analysis of financial statements? What are the various techniques of
analysing financial statements? Explain any two of them.

3. Write Short Note on comparative financial Statement.

Discuss the utility and significance of financial statements to various parties interested in the business

concern.
Current Assets:

Stock 40000 | 60000 | 90000 104000 100 150 225 260
B/R 30000 | 60000 | 80000 120000 100 200 267 400
Cash at Bank 10000 18000 | 25000 | 350000 100 180 250 350
Debtors 20000 | 32000 | 45000 | 65000 100 160 225 325
Total Current Assets (ii) | 100000 | 170000 | 240000 | 324000 100 173 242 334
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N 4 : U faweryor
(Ratio Analysis)

gRe™ (Introduction)

o< faavor gegaan fFAviga-ard & forg AR fag o 71 3 geueta Aok & S 31 wenfia
HA | gureEmen e v g1 fag fokiia faroil # Sy o it e g | e =96 F@ife
34 faarull A | P sreiqul fAswd 8 Rawre o wad 21w <, fakia ool § Sy @t 18 g
faxita faaron & fAvemor vg Ad=m gR1 Aol o # e Sl ekt ' 1 faxha favayor snfdfs fast wa
AN-BIN W & Al © 91 Sfd UpR | Hvaey RNfid $e BH & faxia aredal iR sasiRal &l

YA @t U Ufhal ® 1 (Financial analysis is the process of indentifying the financial strengths and weaknesses
of the firm by properly establishing relationship between the items of the balance sheet and the profit and loss

account.”) fa=i faa=oll & favawo & fafi= fafel sk d@-Nifdal &1 wAr fdba S &, 99 Joarws
fda=ur (Comparative Statements), @RI “f[Gﬂ ¥ yRac= ot Slﬂ?j\iﬁ (Schedule of Changes in Working Capital)
AMN AMMPR & yfaea (Common-size percentages), PIY yarg faavor (Fund Flow Statement), 9d R favemo
(Trend Analysis) Tq 3rFurd fagaor (Ratio Analysis) | ER | 3gard favayur, faxia favayer &1 9« aifdw
IR SUBRYT |

U D1 3ref (Meaning of Ratio)

faaa (Wixon), @ (Kell) Td 98BI (Beford) &RT feif@Id wiamdrel o sxgRaet & JJART T
Sljl'flﬂ“ﬁ ﬁmawﬁﬁﬁawmaﬂaﬁwﬁﬁ% (aratio is an expression of the
quantitative ralationship between two numbers) 1 PIFER P JFAR T U fbil Tap I (31) BT g
f, (9) | Y A 8 SN AV G; 31: § D U B ©U | A a1 S g; ryan were fa=, goiis,
TeMerd fA=1 a1 ufaerd oft 8 9F1 B177 2 9 YR YU UF Gl BT G} AT B AR Bl ANROT
o siffeafda Bian 31 9 ki sifvafaaal & MAfde aewa 1 Srgura F81 S Wahdl | AR 6
H U A1 P I A& B AR WA IR Decaedl g 3R T A1 H g™l G&> | 91 &4 W 9
sia fban o waan B

IeTERvl & ferg & |emsii 200 2 100 1 [A=ifda 9 A =7 ft v wu 9 o fbar S |t &

@)2:1 @2 @2/1(@@ 211 @ 200%

39 Wit Rufaal § oz Aspd Raren s waar @ & vem w@m & gt a1 200% #1

Igura fadt wfos &Y farfia Rerfdl SR &1 3 (Clue) SUeT® &¥d B A Ta IuspA ot fawiig i,
ge o1 A1 Reern & diusd a1 Ghdd B ¢ | Bzt @fda gaml o Jera 3 fhi [ 3l |@@ i
Rafd & 4R 3 fAsed Adre T@wa 21

ST fawomur ya fa (Nature of Ratio Analysis)

U faeeor faxiig faavoi & v siRk RAdem @t e aaie &1 I8 fAfde vl o & o
A werman ¥y fafi= srgurdl 9t et wR aen S Adea o6 ufsan @1 59 R aRon wffda @
) fa<ia faa=vll 9 wag sifwsi &1 gA@ ST 1 favevor & STea ) fR & B
(i) SWRIE g §U 3ifdhs! A IuGad U DI TOHT BT |
(i) — GOR U B I BH @ fUeel @l @ srgural @, a1 vafia faxia e @ fasta

U 3, A O 3 I B U 3, AT AN B U A FOoRTI a0 B Fer = &, Joi 1 BAl|

@v) Ul P [ B



Irgaral &1 fAdes

(Interpretation of the Ratio)

Tl o1 Ade =1 T Aewayul awd Bl ¥ | Jefd Srural @t o e < wewayuf B, faeg
g o fofiaia s B 2, wafd Adam # arera, 3fE va e fe 95t smavaear kit ®1 sl 1 Rdem

B I I faweryor H1 sr<fifed RIS $1 [ 4 g1 @1fey| s Tedl O Jou WR |
gRac, e ifadl § aRacd Susl fiamae a1 ararE 9eei (Window dressing), 3fe 1 Y srgamal
&1 fAd=a Pva dwa afkass § w@=1 =1 |

bt U et SIU BT DI RIS W Tl Bl 8 | Ul DI D STARN IH B forg a7
IS ¢ fb IT1 IR 31 sielramrd ey Hra by drel W1 | SeTERoNY, 3:1 @1 ATe] 3T
PIS A1 d91d TEl Dadl & od a6 b 39D MTHHD R0 gR1 BH 9t fadg <on & Jwey § Ay
9 fRren WA &5 a7 9ga wifdcened 2, 3res1 B, @R a1 eyl B Ul o1 RAdaa ol & 9
W Hhdl &

1. ol fAvde U (Single Absolute Ratio) SISl I8 HEl oIl § & @ va afda t&
el U & YR R A= 27 faar R @ a8 $13 sreiyel Aepd =& Rebra waar 21 fa=g
S oIl Sgurdl $1 e fAfdee seel a1 srgywa Rig RTH (rules of thumb) & =4 4 fasan
S 1 & Sl 9 g RERIsh W= e 8 2; Ok 2 : 1 W1 e 31U dTe], ARkl &1
a1, TRAEl W T ST IJUT AT A1 B |

2. JUTCl BT WE (Group of Ratios) U 1 e TG JGURI & FE B MM BRS feban
W1 AHA1 B | I3 W SifafRaw iUl F1R1 TR Tahrast SiuTd ife dIerT Td SiuRSE
B Al ¥ | SeTEviY, af} dre] ARl @1 dre Il W U aR Wil Bl aRd <1l
W U T wAfT & o S IR f¥e Rvaw-ta fArd FRerer o wad 71

3. UeR® g (Historical Comparision)- {7l B & fsare & e & A SAfdd A a0
|aifde vaferd gfaadl 3 A U i I8 § & BH & e[ Srgurdl &1 a0 9] & Sl | Jor
far oM o= ?‘I?Rﬁtlﬁg?ﬂ'l (Overtimecomparision)il%'a§l maﬁiﬁﬂﬁiﬁﬁ?ﬁﬁaﬂﬂm A
I B & Al g AT uRacd H f&en & 3R Faa dran @ iR ufafafaa s & b o+
& fAeare= den farita Rerfd 3 w1 at % GuR gon 2, fmae st & s Reran @ 81 fbg W
FHATIR JeI1 A Ul o1 e Bl 93 fageryorel o v @t ifdal 1 A iR o@med
feban-faferi # gu fsit i aReci= & aR 4 f wr@y= &= g

4. vafla 3JUId (Projected Ratios)- gafia e urey fai fAavon @ nyR wR Wit yamal A
A1 B forg JIFaTdl @t YT Bl S Aebell 2 1 37 Al U Dl a1 B forg yamg & vu A forn
S Ahdl g, Ud ar<fas fawiia faavol 3 Rera TR srgurl @t Jo e fdaRor (Variances) S
5 o waa 21 379 Rervil @ srema Adem ort § werre i § a9 s § guR vg 9
TRICH® $heq IS Sl Febell 2 |

5. ﬁ’\’-‘ﬁfﬁ?ﬁl (Inter-firm Comparision)- U BH & 31’3“11??[ G| el Il ST H PR &L | I
T g8 BHl B S Al & U A a1 511 Al 81 59 YBR Bl JoIHD LT BH Bl 10
faxita Rufd Ten feares & Hearp 3 4 Aer® Bl © | fbeg W1 Joriois S1ea &1 SRR &=
& IR | FEH YA At |
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YIPRI G T faxia e
IITAl @ YA | AaufREn e fRe-RAde
(Guidelines or precautions for use of Ratios)

g B |hdl & b JGUEl B 01 HA B BRI ST 7 2, fbg 371 Ul BT TR HRAT WA

TEl B | GAA o wR A U nuTRa g g, faxiig faavvli & s/@xie (Constraints) $9 SIJU & T
& Iy, faecrvuredl o1 e ofe T wewayel g & Sl Ul & 9N B guIfda dd B 1 faf=
Ul o1 [eda wva W A=fofa Ren-fAde s geo @1 e 4 @ =

1.

faxia faewvit @5 Y& (Accuracy of Financial Statements)-(ﬂ'jQFﬁ N o faki faaRon # Sude
3ifesl ¥ fasan S 2 1 Irgurel 31 favawitaan &1 59 it faawoi @ aensi o g 3 wug
B g | U DI TOET B Gd T0-Padi Dl <@ A1fey b fakiia faeaxoii o AR =+ 4 3
ARSI SR RERISH b1 YA b 1 & srerar 7€ | 379 faxia faavoi a1 gara sisesi
g1 Sfad S | 3rbfara ft 1 wfde | A [raunfAdt faxia fJaren § g 9 wHe! @ favaa-iaen
wIfid H31 ¥ 9E™Sd Bl 2

faveiyor &1 qJIRD WAIGH (Objective Purpose of Analysis). {61 UBR & 3rgurd P IO B
T, I8 99 S R R ol g s & forg 57 iUl 3t smawaesan &1 afe |wn &1 aw
=it Refq &1 sreag= F31 Seed © 1 a1 wxafodl iR are] SRl 9 W SrguTdl &1 3re
T HRAT TS| STARTH1 1 Ao ot Irgurdl & faveivor & forg wewagul 81 a9eR, d9%,
fafaret, sreremd snfe Wit &1 Ul & e @ fA=-fa= STwa B 2 Ifaf= srgumail @
T B H I I ¥ I TAIoH DI &I H @1 a1eq oras forg srurl &1 eaaq mavwasd
21 faf= S2edl @ PR A== rgurel & sregga A srdan @5t o wdH 1

U BT GG (Selection of Ratios)-3Jurd faweiyor 3 v wrauri Ife gurai &1 @& g
HAT 1 Y U I I B TG A1 g B A1 forera forg s1aht smavgean g | ac@ e
| H 3! Iaegedl o HUiRa B3 o o<t W 4 g€l @1 oA R | g UG PR
S WM R ¥ § I RN | Bad I U1 Pl gA1d B! Afeg Sl fFareiy v = sfaa
BT ST b |

!FI'I"ﬁiﬁTII'!fI"T(UseofStandards)-srquﬂﬁ?ﬁHﬁ{’lﬁiﬁaﬁﬁWﬂiﬂmmm%m
31 fAfdse waml & | 9 fdaem fdan SRl | 519 9@ 371 srgural o [fds il | gormn 9 @
TR 79 9@ P bl e o) TE gga daal g1 A YA A1 U (2: 1) Tl ARA U
(1:1) & 3rg9a g =™ (rule of thumb) & w4 # B WHd ¥, AT IR YAM, Folc A1 Y&TId 719
S YA B WA g1 MOAT fFA T Ui B T Ul A gl U fAeeremodt $ ufie™
o foxita Rafdl & IR 4 sifdwa a9 4 wers Rig 2 &)

fawcryurasat @t &FFa (Calibre of Analyst)- 3IgUT favelvol & PBac IUHVT B & R @1 Adem
faecivureal o evren Ta Agorn W R &=a 71 S99 fRafa= fakia faaron aen wewaqul aRexdHi,
3nfe & uRfera 8 =nfev | te ora Adee: ufde™ & forw Jart &1 BRI 8 Adhdar & F®ifd Tad
fspd ¥ wTera vt forg o1 wad ¥ 1 39 YR Ul 3 ST @5t ARy 9§ 9t @kt 7

U A MR U9 DY ¥ (Ratios Provide Only a Base)- fadvaiwormal & forg 3rgurd
fEen-fde 21 &1 S 3 RAvia o1 ficga 379 srgumil ©R R 18 o= =nfde | 39 sifww fReend
W g W Yga & o Bl 3 g e, Ui 3 g9, [r i araraR, s
Tl BT AT BT ALY | Ul BT DA 3egd= Wad Suartt g 7 & woan 31 @&
Ry faft gt Tera Aok &1 Wea 78 R Aadl ® F9ifd 399 AT U4Td S 8l A
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g | et @1 go-ueeie & WU H STl B YN 6 a1fey a0 34 fdhdl ff urifiie g
@ IHUST B AR it Wl fAvfa o | wers @)

e fAweiyur &1 SwERT wE e
(Use and Signifcance of Ratio Analysis)

U fawemer faxig favayor & wdifde enfawenctt Suarvl § UF 31 S SUHd & faia
R & fAgeiwur qen RAdeq @ |y @ ®u 4 9 fhan o 21 o R v Sraex ef @6t S
& T W 391 FAepd RapTe aen sl fRAfdhed ™1 &1 & qd SUS YRR & AT9shH, Iad 91d, 3nfa
B AW gRT 39 RN BT gRIeI01 BT 8, U UbR Th faxig faveivre<l v Suha 9t faxiia wrea
I Rl w® w¥len w1 & gd favemo & A= Suw=ell ot weren A faxig faaven o1 faeeryor e
T 'UP UK U Afdd & Y9 9, St T AT ATHshA Y TRE IRT-AST0T ST ST g 177 (A ratio is known
as a symtom like blood pressure, the pulse rate or the temperature of an individual.”)(’ﬂqu?ﬁ P FErAl | <
faavon @1 31fde wear & A1 favayur fhar S Aedar g 921 U favayur |9 Aoty fore o dad 21

Tl BT YN Bacl faxiia yawaepl T WA 7€ 2| o fb g gaqrn on gt 2, A= g
fa=r-fa=r Seedl @ forg v @0t facfla Rerfal oM & forg srgura favevor # $f) vEd 31 SuR wR A1 &
sgfcieal, 3, faxita wRemm, e, seuRe, Td yarus A @it B B SUR X @ oIy, o1 Sude
15 & forg @en sw faffa & & forg, v &9t faxfia Rarfay den fMvares &1 qeaies &= 7 srgua
faeeivuT &1 U IUHRUI & Y H AN B g | IFUN fAveiv0r & TR §1R1 DI 91 «afdd g B o fawia
T 1 919 HR Dl & AR g Ien qohdl ¢ fb I8 Ga ¢ , I, Aerews sian e Rafa g1 3= it
e Reten s s & fb B & Rwres 3§ guR 31 W@ & 98 FRae 3l 81 59 YR Igul &1 Th
faw 9 Suar & 91 3 & T H A g3 & Wt g1 7

I fATaNer &1 yTDH ST
(Managerial Uses of Ratio Analysis)

1. fAvfa % \er® (Helps in decision making)- faxia faawor mafas 9 & fAviE R 8 AR
frg S 21 favg 39 faxiia Qoo # Sueres @1 WT | A1 (end) T8 E SR Baa 34 i
faaron | & P Afe Aepd T8 Adra o |ad 21

5 okt faderor 3 Q 15 gaeli R meiRa srgura faveryor Roke-fban o1 wer v & g1

2. faxla qafgw= wa@ fAdism # we™@® (Helps in financial forecasting and planning)- 34
faeeivor fa<iia garga™ iR e 9 9ga 9er™s Bl 81 31 <@ & e g SR s aul
@ forg & o fag A IguTa wfaw @ fog v-ueele 8 § 39 srgul ¥ wias & forg srefguf
ey el o1 | §1 39 9K, U faveer gaigae iR e § deradn gga g

3. Haed § We™d (Helps in Communicating)- T& TG¥TRI% W1 &t faxiig wifda den gdamaii
H1 JJUI P LA | IS Aol AR N I A Gagd fbar &ran g1 faxig faavon 4§
Secilad a1 39 afdd o o/ gwa smavaddl g, 3iiyul g @ wafdd f&an S 21 59 UaR,
U Hagd § el UgaN § SR faki faavvii & #ew@ # 9 fi§ a5 B

4. W9 § We™S (Helps in Co-ordination)- U WH=ad H ¥ W& B[ § Sl g9@Yyl
eATRIS et & forg Wal=a Hew @« ¢ | fBdl Iusha o Hereran 3R ool & 378 Fagd
@1 gfRomd S9 SUHd H BT GH-Y Bl 2 |
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5. fAa=tu1 % W@ (Helps in Control)- 3JUTA faveivvl =g & gurdt A= 3§ ¥t erar ue
Pl g1 ureu faxia faawon (Proforma financial Statements) 9X 3nenRa yHg 313111?ﬁ &Y IO B
S Adddl ® 3R 39 UMMl 9 aRafae aRemHl @ o dRa fa=Rn (variances) a1 fa=erd
(deviantions) =T fbT ST Wehdl & difds ST T TR JURTHTS BRIaTE D & 9 | IS a8 &
A | DI HAGR] The ghil & A1 30 T B3 & forg Fqfa v fy o 9ad €1 59 TR
I b g9 a0 4 I WEre e 2l

6. 3 SYART (Other Uses)- IIJUTd fagaivur & /=1 &F SUANT 8 § 1 I8 gotes) fa=u1 (Budgetary
Control)ﬁmmmiaﬂ (Standard Costing) T Ueh TdeTD 3T B g1 faia faarvi & fageryor
tq fAdam A Irgud s A B § w®ifd A fadt wven & wifdw a1 gderan 1 IRga R B

MR DI /ﬁﬁﬂfﬁ?ﬂ&ﬁ ® ﬁﬂ'{ SYAIRE (Utility to Shareholders/Investors)

FH A ot e A aren S awen 3t forw ag fafti wva on <@ B, fria Reifa &1 geaie -
aTEd] B | 9Ha: 98 379+ Ao 91 gren & ufdl S 3@ SR S6P ISR T A1 A1 & /9 A
U™ P TGI8 IR AR HRI| U2UH S & oI a8 e &l R 99l tg SHd MR W)
9 1 kol BT gt | faffaia 9 A< 8 IR | o 98 QT fb v & 9w 4ed &
T 9T G Bt ARl g | STl e eman, iU W @ fakita Refa & qearea | were
B ¥ 1 g SR AnEIe JrgUTa ween @t enmwea Rufa & Rufzor # aga swarh @k 81 59 ver
IguT faeeryo fafanTel o ag ol oF 3 Jerar uem $Ra & fas aven, ford a8 e a9 @ fog
58S 8, 3 amH i Rufa ot At # & fog Sfaa & @ =6t

AeRl @ fog ST (Utility to Creditors)

ISR A1 AMYRiFHal FIRA B Fd-Hiet= WG a5t JhAen I §1 3 g 9 B forg S e & & w=en
ot i Reifa fRfde a9a S9@ FaM w7 @t € fie | o & T1 781 | TR 197 Ted-Hlele FOTRTIsi
3R SFERI B 37U =Te TR A YA Sl B | At =1 aeafdt o il B 911 A & forg
fiaga waf< § @ d9eR SUR a1 wra YUK ue = | oI5 Rafease 76 @R || ae aen
3FA-TRNETUT JIFUTT WM B a1 facha Reifd wave &= 3§ werra 8 £

oAl @ fog SyAfen (Utility to Employees)

FHAIRAT B M wxen $ Ay Refa fAevaar Sw@ avered 59+ § w9 8kl 81 89 &l @&
qﬁﬂﬁiﬁﬁa%sﬁ'\’\ﬂjﬁi’ﬁm(Fringebenefits)Eﬁmwmmmiﬁwﬁwﬁlﬁiﬁ?ﬂ
21 A FHI wen & i favoil 3§ Sucter a1 &1 SUART IruH R 3 gRen @ o R wad ¥ wdd
<, aReEred o, g o, e | wwfa fafi= arverear sgurdl @ Jread | HeRt TiRksfie @
3 gfAemsit @ @i § g f ¥ 1o faaR yary @ wHe URgd B 9D B

WIR D ﬁl‘( SYAIRE (Utility to Government)

TRBR I B T wfdd B FF H S I@<d g1 3= gfdssFi @0t s1ea-$rei|, <id-wreiis iR 993
fa<ia Refa &1 RuiRo $=71 & forg siEnfie sesal g™ geiRn fafi= fasda e @ sme srgam
I IO B SRI B | FT IFURIT B AT A ANIR—ID A TR fhT o dahd § | IR faf=
IENME SHIZA ERT SUAS HIRG T GIAIST & SMYR R 9= Hrdl Hfcri &1 FAwuor & et g |
U ArdIe & [A-A1 Aol &3 @ 7w faxdia ufda 9 @re & dade & w4 ggad fby o
|Hd & | v snfde @l & e # SRR AT iR Aol swa Rig 8 9 21
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I fazcrgor &t WA

(Limitations of Ratio Analysis)

U faearyor faxita geva &1 waifde wfdwenedt Susm~or A Sl © | gefl srgurdl @t o

P A B A §% AT 3NIH 8, R A Biagd TR AH1si 9 R =1 8, o F1aq

1.

10.

T U BT WA ST (Limited use of Single Ratio)- U T& THID! T HIs faeiy
a1y el B 2| e B 3fAd 361 99H S forg 3177 3e Ui @t IA0ET Bl Sl 7, W
AT A1 U faeaivordmal &1 fht weaqet Fspd Adeq | e 31 & =9 ) SdasH #
STel Fepell 2 |

vafel 9HGl &1 3WTE (Lack of Adequate Standards)- F4 sajcn?ﬁ @ forw &g Rﬂgv_vl U9 AT &
fRig AT (rale of thumb) 7€l g o2 3t a1 Ul (norms) & U # WHR fPU o 9d | 39D
HRUT Ul b1 Adee w1 3 g 1

AGPd B Iafifed AT (Inherent Limitations of Accounting)- faxiia faa=or @ o=z 3rgurd
0 orET Jfierdl @, It TRIEIRIG TP & BRI, sfHfed gaais 9 W e 81 Ao s
W INNRT U TS FY A 4fA< S Ao AHad T8l 8 el § |

a@ip - 3§ 9REaT (Change in Accounting Procedure)- T R0 gRT o@id- fhar-fafe
14 uRacH 3gurd faeeryor o Ura: yHTS &1 <1 2 1 S b=l @ HedTh & faferil-"gerd S
" ST (FIFO) W 31 H 3T Ugal SIFT (LIFO)- # uRad= A famt &t @ (cost of sales) d
a%’%ﬁ?ﬁ%sﬁ?aﬁmw&ﬁa}ﬂwﬁmmaﬁ%ﬁmﬁmmw (Stock turnover
rario) WPRY (Lucrative) 3N ‘bel oATH 3T’ (gross profit ratio) Fl'f%l?l;_cfl CERVIGRS

IR 9g9F (Window Dressing)- 9T&l-<llfl & \#eT 30+l faxfig 3R amvvean Rafa &1 st
o aega #=A 3l T fie 9 faxiia faaroii A ararE yeei s sud fRamEe st 3 féar o
[ ¢ | fabeg aven g1 forita faareli 4 @6t 18 o REmae o1 w9 va el afda @ fog
3T~ HfSH Bl ¥ | 3ICd Ueh <afddd 31 31 i faaroll 9 st fvg T Srgurel & SR wR fAvfg
o ¥ 9gd Aau ko AR

fTT Y& (Personal Bias)- 37U faxiig faeetoor & A1eM (means) 8191 €; 9 & A1 (ends) |
S Ul BT SFAA THR A e BD ST Fepd s B gean 71 fafi= afda St srgum
®1 fa=-fa= g A fRd=w &% Jad 2

AP (Uncomparable)- 1 Had IEIM & IHA P JJAR Th gaR I =1 gr”fl €, afed St
FIAR & TRATY M 3MMHR IR i@ fhar-fafd snfe g fie 3 v R 4 11 2kl 81 3= srgum
) JA1 DI HfSA T WARHS I1 <1 © | 59 IfiRad, g faeemor # ygaa fafa= fasia
Tral ot gRMTIS § IR & RO JAFUTCl B} JoIAT HIAT HfSH 8 oIl B |

ﬁ?ﬁ‘luf fA%%& 3P (Absolute Figures Distortive)- afe Sﬂm?-ﬁ Pl S AU 3wl | afad wR
fean s @ @ fagfaget s srga &R wad 2, wifd gura faveyo merfis wu | aRamnes
fageimuT (quantitative analysis) &; 3 ﬁiﬂuﬂ?ﬁﬁﬁ faweimur (qualitative analysis) B1

e R A uRac (Price Level Changes)- 31U faeeiyor $=d ¥9a G R H 89 arel uRaci
W PBIE LM TE 1 A g 3R g8 Ul @ Ade @t Auan & $9 R a1 )

U WY T8l (Ratios no Substitutes)- 3rgurd favamu faxita fAazon @ faveyor &1 e
IYDHRYI AIF T | I<Id, Al IFure 1 I faeiia fAexvii 4 g o0 o= fRan 9, o4 s o
@ TE & A A U FTART A T E
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Classification of Ratios

U fATATYT F1 JANT Badt AT geel a@ W T8 2 § 50 wven 3 faxia Rafa &
fafi=1 Seedl @ forg SFeRl U< w1 @ fog iR I vepR A @d B sgual & A=
IR & € fedivr I 3Me YHR & U 86 21 et o farfta faaeli & are gemeili o |erm
A YT B S AheN 8| TARTHi a1 faf¥re Iqwa & RuiRa o= g faxilg favewor & forg & faew
U DI MOFT B A1C | ISR & forg fht e & SYR W Al I a1 IYfeihan 1 I9 AReAT DI
3TI-PIeiE F0T I AT 9P Ugel S AT Bl FcT-HIe YA & a1 I/ averdl (Liquidity)
H W IE@al g1 Ol IR G &6l SHH-Pleld A U< 6+ drelt fafig |en a1 96 S9 9™ ol
?ﬁH-W(Solvency)ﬁﬁﬁWﬁﬁﬁ?@ﬁ%lWW,W@W@?W@%‘&)W
W W 3T B Adhd & | 379 YRBI (Shareholders) BT HRAT &Y AW (Profitability) I @RI (Dividend)
»! Rafd sira &= # f2a 2 7

faf=1 sr@re=1 SrurEl @1 auieRer fe &

SJUId (Ratios)
v v !

A B C
YRFRETA FAffamon Frafed TiHor Hewd Srgud
(Traditional Classification) (Functional Classification) (Significance Ratio)
! v v
1. 3o fargr srgura 1. ARl g 1. 9rRIfA® 3rgar
(Balance sheet Ratio) (Liquidity Ratios) (Primary Ratio)
2. - g W U 2. SUEAd I 2. s srgum
(Profit and Loss A/c Ratios) (Leverage Ratio) (Secondary Ratios)
3. |gad/fafda sgura 3. foparefteran srgura
(Composite/mixed Ratios) (Activity Ratios)

4. TSIl IJFUTd
(profitabifity Ratios)

Functional Classification in view of Financial Management of Classification according to tests

! v . |

AP . Long-term solvency and
A. Liquidinty Ratio Leverage Ratios

o o o o

Activity Ratios Profitabicity Ratios

1. Current Ratio . . 1. Inventory turnover Ratio .
2. Liquid Ratio (Acid - Debt-Equity Ratio or Stock turnover Ratio (lA)GIn relatl??g) tSales
test or quick Ratio) 2. Debt to total Capital 2. Debtors turnover Ratio. 5 OrZSthli)riO i{atii)lo
3. Absolute Liquid Ratio 3. Fixed Assets turnover 3 Op . gP fit Rati
Ratio 3. Inte.rest Coverage Ratio 4- Npter; lff{‘% Rr(:'l atio
Ratio 4. Total Assets turnover - JetFrolit Ratio
4. Cash Flow/Debt Ratio 5. Expense Ratio
service Ratio : .
5. Capital Gearning > \I;V;ri];mg Capital tumover (B).Inreiatlontsto
Ratio 6. Payables Turnover Ratio 1 gle‘tllelinn::?nv.estment
7. Capital Employed 2' Return on capital
turnover Ratio ’ Employed
3. Return on Equity
capital
4. Return on total
Resources

5. Earning per shares
6. Price-EarningRatio
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(A) Liquidity Ratios (VReTe 3TUTeT)
TR A IR F¥H B 377 9T, SMATN BT YA HIA B} &1 A Bl § | 37 TRAd1 ATl B

3IcYhTell 3N &9l 313UTe (Short term solvency Ratios) i Ped 2| ERl GFJWTﬁ A I8 ydl o 21 fb
FHAl STTIPT TRl A U FeTDTei JMAEl BT YT B+ at Reafa 3§ g1 a1 781171

WA B IR ‘TRl A 3f (B B A1 Al B T T § $TB YFAH A B AT A 7

AR & AR TR A A 9 AT | 2 o & il 1 faen e1ff & ot 9 aRafda fea
DI

1. Liquidity is the ability of the firm to meet its current obligations as they fall due"Saloman J.Flink

2. "Liquidity is the ease with which assets may be converted into cash without loss"-Herbert B,Mayo

TR Ul A FGA Bl ISUBIer KON DI T B DY YA DA Bl &HAT BT Gl <l
2 ISAfIY: aa & SegdhIel= FureTdl it 9 gl H ®fY 7@« Tl Al BIS H A1 B 96 A
DTN 01 o1 TS & <l 96 I H¥N P AR JJUR DI Juf &Y 3 AT P & FfP A A
HHA B FTTDTeN U DY JRERIAT B YHe P & | ATl U DI AR A A 9 A dier o
AP ©
1) dTe] 3rFUTd (Current Ratio)
()  ¥fw IgUE, Ir-TNIeTOT AT AR U (Quick Ratio or Acid Test Ratio or Liquid Ratio)
(i) ~ gof IR IFUN (Absolute Liquid Ratio)
1. ¥ U (Current Ratio) 3@l sriele Yot 3rgari(Working Capital Ra-
tio):

T U A AR B} A1) TRl AR 91e] <A@ & §Ha [aY DI Uphe fban e g1 are
Rl & A DI 91e IR & AT A Ao sxa sw@! T ot Al 21

Current Assets

(ii) Current Ratio= —
Current Liabilities

S99 U B Sl MMURHA 3 g Ale], GREd Td a1 Il | 9 wrafidl | e iR <81
Al o1 AfRafera fban e ot afd AT ve a9 gkl g 1ar fore s | e d gRafda
& o w3 | a1 TRl § S i@l w1 affera faan s 21 At safd ar=ra: o af gkt 2
iEie RIgril & IR =M A=fdl U arg SRl & a9 2:1 @ IguTd Bl e U A © 31efTd
aTe], e, =T SRl 1 GO BN ATEIT Afe AR 1 JIgUTd 2:1 ¥ SATel & 1 3iR WY 3.1 | e
T i B SR AT A U IRAET BT YN R Fhell & BT 2:1 AT UM A BT BRI TE B
f& afe =areq w=afadi A s o= +ft ura i<l gz v =1 IRAE BT AR A YIAH PR qD

IfS U 2:1 | HH B Al A I YD Bl & B SR A BRI Yol @t FHt 7 «Afd A
B P I8 U 954 3P B Al T8 FueTisi & fog e & i B AfdA aaur & wnfaal ot 3 fie
A TE BT E A A FHAl §
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e AU B I

(Components of Current Ratio)

o, Wil (Current Assets) dTg <MAE (Current Liabilities )
Cash in hend out standing Expenses

Cash at Bank Accured Expenses

Marketable securities Bills payable.

Short term Investments Sundry Creditors

Bill Receivable(B/R) Short term loan

Sundry Debtors-Provision (Payasfe with in a year)
Inventories/Closing Stocks Income Tax payable

Work in progress Provision for tax

Repaid Expenses Dividend Payable

Bank over draft

Unclaimed Dividends

fFreed wfts %g Hgwayqol ¥e (Important Factors for Reaching a conclusion)

IPTA M & b R 3 B Fepd R vgem & gd e geai R AR &= =@1fe | 579
W B gTF [ TBR B

(i) U P ATBR (Type of Business):- TTe] I e D fafd=1 gdpRi gR1 gwifaa g g1

Rt wrafadl 9 fd I agd saret fafdn aren e e L P AL I 8 T8 U A=
Al Current Ratio=

Current Liabilities

(i) W€ BT UPR (Type of Products):- Th IR fha-fb1 SUEY &1 AR &3a1 & S99 fafi=
ThR AT IFFU DI FHIfAT A &1 WA AT 1 AR S arell Faard 4, et di1 A i
A gRa< T & 9 9T U B IMaeDhedl SR |

(iii) | 3 9f9saT (Reputation of the concern):- U 36l ufasel 3R wIfd a1at a4 A 31y I
U A P T Ahll Fifd 374 faml f¥ed Bril & T «FeR g sorern W ddera & forg
SYR Wi  Pxe &

(iv)  Hred w9 (Seasonal Influence):- dTe] W¥fAAl 3R aTe] SR HAA & 1T URadH 21 & ot
HIR (Peak Season) ¥, ATe] WAl 31fdres SFM 3R ATey IrgUra WY a1 8RN | T RS AR |
e W T8 AU R el W |

Calculation of current Ratio

COMMENTS: Accounting Rules & AR Current Ratio 2:1 DI e U 2:23:1 & 31 B I
aTq TTRAE BT YT A | gof w9 A \eH (capable) &1

(1) ¥ a1 3-gderor AR U (Quick or Acid test or Liquid Ratio) e S/Jura =7e], 31U Bl
YL AR BT T AP PSR RNl T | 59 AU Pl I @1 & forg 71« fovan o © & e
39 =T, T BT ¥ YA DR Aehell & AT el 39 U bl S B & forg ofre wwafaai (Quick
Assets)ﬁmmﬁmwmmmﬁl
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Quick Ratio or Acid test Ratio or Liquid Ratio =

TR afaal b =i Al EIG | ?‘I‘qﬁ?ﬁ-CaSh,Bank Balance, B/R, Debtors, Marketable secnrity
Short term Investment @1 ¥Rt fHATSITAT & | 81041 Current Assets -[closing stodk + prepaid Expenses] @i
f& (closing stodk of repaid Expenses) @1 ¥l g Ads # uRafda 18t fda w1 wwar g1

a@iﬁﬁl@'ﬁ(AccountingRules)iﬁGﬂﬂﬂmmlzlmmmlﬂﬁﬁﬁﬂml:lm
S 318 B A S99 ARSI AT Il § SR 3R I U 399 $A © <l 59 &1 31 g P =areg il
& Y & forg sifaRed yam & forg e a9 aEig|

*Stock W SIFAUR: JIR ATA (Finished Goods ) fAutordhs art (Work in Process) a1 Hedl arTh (Raw
materials) A gl
Illustration:1

Following is the Balance sheet of Ram &Company a & 31&{March 2003

Equity share capital 100000 | Good will 10000
Profit Share Capital 75000 | Motor vehicle 10000
Profit and Loss A/c 85000 | Long-term Investment 50000
General Reserve 20000 | Long &Building 90000
10% Debentures 40000 | Stock 80000
Sundry creditor 35000 | Debtors 75000
Bills Payable 30000 QBigk /Acid / Liquid Gusetat Assets. 55000
Outstanding Expenses 15000 | Invésurrent Liabilit@grrent Liabilites 40000
Provision for taxation 30000 | Cash. 30000
Proposed Dividend's 20000 | Prepaid/Exp. 10000

450000 450000

(Calculate current Ratio) 9ITe], 3TJUT I HISTY TAT $ IR IR 39+ fewoft (Comments) SR

Solution:
_ 290000
130000
= 223:1
Current Asses Rs.
Current liabilities Rs. Stock = 80000
Sundry creditors 35000 Debtors = 75000
B/P 30000 B/R = 55000
O/S Expenses 15000 Investment = 40000
Provision for tax 30000 Cash = 30000
PI‘OpOSGd Dividend 20000 Prepaid EXp = 10000

Total 130000 Total 290000
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HEd (Importance)- MU Teh WA &5t AAT BT SYARN AT ¥ T U HRA B AT
<R & RN YA Bl &1 BT A9 GG D 2 AR T8 U dTe] U Bl e TRl B TAeqol
P T A HSR qAEoT |

Illustration 2:

Calculate Current Ratio and Quick Ratio from the information given as such.

Rs. Rs.
Bank Loan 10000 Stock/Inventory 13500
Sundry creditors 15000 Sundry Debtors 7200
B/P 2000 Cash in hand 1500
Creditors for Exp 1000 Cash at Bank 11000
6% Debenture 200000 Short term Investment 15000
Plant and Machinary 150000 Prepaid Insurance 4800

Current Assets Rs.
Sundry Debtors 7200
Cash in hand 1500

Cash at Bank 11000 (R0l Qe iguid ASic g GuITHOfssets | o |
Current Libilites Currel310Qbilitee

Short term Investment 15000 Sundry Creditors 15000
Prepaid Insurance 4800 B/P = 18000 =294:1 5000
Stock Inventory 13500 Creditors for Exp 1000
Total Curremt assets = 53000 Total Current Libility =

2. Quick Ratio

Quick Assetsts

Current Assets -[Stock + Prepaid Exp]

53000 — (13500 + 4800)
Rs. 53000 — 18300 = 34700 Rs.

I DI AP faia Rl st & wifd s@d1 S1gur (2.94:1) & S b 3wl srgura 2:1
B TN HE AAS B HHE U AT, Il P AAA W YA PR Ahell g | HEA BT ARl
31U (Liquid Ratio) Y 1.928:1 8 Wil fds ¥itw a1 ARt U & meet 37U 1:1 9 319 & safeg a8
H¥HL 379 ATe, STl i e AT oft BR e B

(i)  gof TR SFFUN (Absolute Liquid Ratio):- GoT TR IJU oA HIA & o Badt I8! =i P
A fa s ® o2 ¥ 9 ¥ e | diRafda far s | safere (Sundry Debtors) UTed 3919R
g (B/R) urd faus 1 309 wnfAer 18 faan s 21
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Absolute Liquid Ratio

Absolute Liquid Assets

current Liabilities

Absolute Liauid Assets

cash in hand

cash at Bank

Marketable security

short term Investment

S99 IGU & forg Wipd THT9 919 50% 31erat 0.5:1 8 | I 0.50 U Jed Bt gui aRel [t

Bl Tb B B Ale] ST BT Y W YIAH B & forg g ar+a 2

Illustration 3.

Calculate Absolute Liquid Ratio form the following information

Absolute liquid Ratio

Absulute Liquid Assets
Cash in hand
Cash at Bank

Marketable Securities

Current Liablities
Bank overdraft
Sundry creditors
B/P

Out standing Exp

The Ratio of 0.9 quite satisfactory because it is Much Higher than the rule of thumb ie.0.5.

.83:1

4500
3000
15000

8000
7000
9000
3000

49

29dte liquid Assets

208 fomil Liabilities
Investment

Lands Building
Cash in hand
Market able security
Bill Receivable

Rs.
35000
40000
70000

4500
15000
70000

Bank overdr
Cash at Ban
Stock

S. Creditors
Bills Payabl
Out Standin
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Illustration 5.

Following is the Balance sheet of Vikas Ltd as a 31 Dec 2002

anfdfe fagr ot werar | T fhfior (from the balance sheet calculate):
(1) dTe], JUTA (current Ratio)

(i)  3TF-URI&OT UM, (Acid-test Ratio)

(i) ~ fRY& TS UM, (Absilute Liquid Ratio)

0 W%\)gm _ Current Assets. Rs.
Prefdooe capital Current Liabilities 200000 | Plants Mact
—89318ehenture 100000 Lands Build
Capital Reserve 40000 | less Accumi
Profit & loss A/c 30000 | Good will
Bank loan 200000 | Trade Mark
Current Assets Rs. Sundry creditors 34000 | Closing stoc
Closing stock = 150000 Out standing expenses 5000 | Debtors
Debtors = 150000 Bank overdraft 21000 | less provisic
Cash = 20000 Dividend Payable 40000 | Cash
Marketable Securities = 30000 Marketable
Prepaid Insurance = 10000 Prepaid Inst
Total current Assets = 360000 Under writi
670000
Current Liabilities. Rs.
Sundry creditiors = 34000
O/S Expenses = 5000
Bank ovedraft = 21000
Dividend payable = 40000

Total Current Liabilities =
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Liquid Assets

Current Assets — [closing stock + prepaid Insurance]
Rs. 360000 — [150000 + 10000]
360000 — [160000]
Liquid Assets = 200000

Absolute Liquid Assets.

(3) Absolute Liquid Ratio

Currant Liabilities

50000

= = 5:1
100000
Absolute Liquid Assets Rs.
Cash = 20000
Marketable security = 30000
Total = @
IMustration:6 GiyrrevidRetioRatio Current AsseAcid Assets/Liquid Assets

Current LiabilitiesCurrent Liabilities
Current Assets of a company are Rs 300000. Its current Ratio 2.1:1 and 11qu1d Ratlmbd mﬁblate the value
=2

of current libilities, liquid Assets and stock. 2.1 = .1
Current Liabili@6000
Solution 2.1C. Lab = 300000
300000
C. liabilities =
2.1
C. Liabilities = 142857.14
o . Liquid Assets
2) Liquid Ratio = —
Current Liabilities (3) Stock = current Assets — Liquid Assets
11 _ Liquid Assets Stock = 300000 —157142.86
142857.14 Stock = 142857.14 Rs.

Liquid Assets Rs. 157142.86
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®)  frarfiean srgur srrar ST SUE  (Activity Ratio or Turnovor Ratios)

A YUK I8 94 T b PIS A=A 10 Jar<d § il g3 wefadl 31 faaeil i Herer & A
TN R & 8| T8 STurd U fafoha sreran fasea &t @RTE (Sales or Cost of Sales) @ w9 H &ad fbg i
=
i) WP AEd SIS : (Stock Turnover Ratio or Inventory Tarnover Ratio)

Cost of Goods sold

Average stock /Average Inventory

Stock turnover Ratio =

cost of Good sold 1 A Q1 YpR A sIa fHar S Fhar 2

(a) Cost of Goods sold: = opening stock + purchase + Carriage Wages+ Other Direct Expenses —
closing stock

or

(b) Cost of Goods sold = Net sales-Gross profit
() 3ad e 3 A= fafd g1 sa far mare |

12 Months
Average Stock Month

Inventory/Stock Holding Period: =

Illustration 7:

Calculate stock turnover Ratio and Inventory hobieetaperimsidos the-data—given v
2 Verage stock
=1 g g sifersi @ i srde srgu a&mmmmﬁaﬁm |
Rs.
Purchase 105000
Carriage Inword 10000
Direct Expenses 15000
Opening stock 25000
Closing stock 35000
Sales 190000
Solution:
Cost of Goods Sold
Opening Stock = 25000
+Purchase = 105000
+Carriaye Inword = 10000
+Direct Expenses = 15000

-Closing Stock = 35000



Invantory Holding Period =

12 months
—— =3 months

4 times

Tlustration : 8

Solution :

Cost of sales

Average stock

sales-Gross Profit

= Rs. 480000-20% of 480000
= Rs. 480000-96000

= Rs. 384000

Opening stock + closing stock
2
42000+48000 90000
2 2
45000

Cost of goods sold

Opening stock Rs 40000, closing stock 42000, sales Rs 480000, Gross Profit Ratio 20% on sales.

Calculate (a) stock tarnover Ratio (b) Inventory Holding Period and (c) Purchases

120000 25000+ 35000
30000 2
4 times per year60000

opening stck + closing stock

Stock turnover Ratio = =

(b)

Average stock

12 Months
8.53 times

Inventory holding period

1.41 months

AV Yok = 30000 5
384000 .
= 8.53times
45000
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(c) Calculaion of purchases

Trading Account
Rs. Rs.
To Opening stock 42000 | By sales 480000
To Purchases ? By closing stock 48000
To Gross profit 96000
528000 528000
Total of credit side = 480000+48000 = 528000Rs.
Total of Debit side = 42000+96000 = 138000Rs.
Purchase =

II. IR I U 91 9wl radd 3JUIT (Debtors tarnover Ratio or Receivable Turnover
Ratio):- T @MUR e & ARI-AIY IUR Al 99 Fhall & SUR fdshd MR 61 T Feayul 91 2| SR
SUR A &1 STgERvI FXa Al Ht A B HIHE TGRS qHhe B | dfd SUR [ & gvma @1 afRkom
I Bl Hhdl B ARG ISR & aR | 3 ol okl 8 fh S reurafd § s 9 gRafda fban sman
gl

STeR AWl U = & SUR fA®) &1 Sikad I9eRI & A1 [y Ji

S99 U DI TOET B T SR AR 1< fausi o1 wnfie fasan s & SiR s97a1 sira foran
STl & SHIAFAI I T B S fAIY (Provision for Bz uisbldgb &) TP FTETEI 19 [TENPEIFBdsRes osing B/R)

gl i Average Debtors/ Average B/R
Average Debtors & B/R

Net credit sales:

Total sales

— Cash sales

— sales Return

S99 YU DI [ERIAT | g Y fban e 7 fob <9er) 9 dhuargde woaan ura fban s wean
g | 1 el | I8 Srgura foran Sifeip 1M ST § 371es1 A1 9T § 3R I8 U fora= &9 g s|d!
a1ef ® fb SR fasft T e A 6 ¥ @ e wuan ura T @Re R
Illustration: 9

From the following details,

Calculate Debrors turnover Ratio:

Particulars Rs.
Total sales 400000
Soles Return 20000

Cash sales 80000
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Sundry Debtors: opening Balance: 48000

Sundry Debtors: closing Balance 36000

B/R opening Balance: 10000

B/R Opening Balance 8000
Solution

Net Credit Sales

Debtors rurnover Ratio
Average Debtors & Average B/R

300000 = 6.38times.
47000
Net credit sales
Rs.
Total sales 400000
— Lese Return 20000
— Cash sales 80000
Rs.300000

Average Debtors and Average B/R

_ 50000 + 44000
- 5 _ 560000(40090;:10000) + (36000 +8000)
130000 5
_ 94000
2
= Rs. 47000

Ilustration : 10 Calculate Debtors turnover Ratio form the following :

Rs.
Total sales : 700000
Cash Sales : Being 20%
of Total Sales
closing Debtors 160000
Excess of closing Debtors
over opening Debtors 60000

. Net credit sales
Sol:- Debtors Turnover Ratio =

Averege Debtor.

Cash Sales 20 % of Total Sales Rs 700000 20% of =140000

credit sales = Total sales - cash sales
= Rs 700000-140000
= 560000 Rs.
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Opening Debtors + Closing Debtors 100000 + 160000 130000
Average Debtors = > = > = Rs.

I11. N W Iaf (Average collecion Period):-SﬁT-l?l JAUE I A Ig S Bl g b SAeRI a2
U fadeil | 3iRIa ©U A fhaq A1 # wuan < i1 ® 3121 Uah |l §RT 319 9Tl &l JAdg # gRafia
FHH A B A arelt Uehten & A1 Ft 3iaa GE@ o ISR BRA B 1 39 g [AEfafaa 1
Average Trade Debtors (Debtors+B/R)
Sales Per day

Average collection Period :

Net sales

Sales perday =
No of working days

or

afe geq 9 Frf fJaw &t |& (No. Of working days) 1 <t g8 Bl 9 360 A9 @1 AMRT AT 365
@9 it 79 R =i« fe S 71

Tlustraion : 11

Total sales : 500000 Rs.
Return Inwards : 4000 Rs.
Cash Sales : 10000 Rs. Average Trade Debtors )
X No.of Working Days
Debtors : 70000 Rs. Net sales
BR : 90000 Rs.

Find out Debtors turnover Ratio
Solution:

Receivables (Debtors +B/R)
Net credit Sales per day

Debtors Trunover Ratio =

_(7000+9000) 160000

=120 days
1331.5 1331.5
Net Credit Sales
Net Credit Sales Per day =

Total Sales =Rs.500000 Net Credit Sales

Less Cash Sales =Rs. 10000 365

490000 = 486000 =1331.5
365
Less Return Inwards 4000

Net credit sales Rs._ 486000



Igur faweryor
Illustration. 12

A= 92 2002 @211 2003 a9 | =R ©

The following figures relate to the years 2002 and 2003.

Sales

Sales Return

Gross Profit an Sales
Debtors

Bills Recivable
Opening Stock
Closing Stock

2002
Rs.
700000
50000
18%
60000
12000
140000
170000

2003
Rs.
900000
60000
22%
110000
8000

260000

57

2002 T¥ A ISR U9 U fag=i #§ 14000 3 g fF & 7 oft | ISR 31 U T ISR IR
3afd (W1 H) T e IMEa U A Dlong |

In 2002 Debtors & B/R increased by Rs 14000. Ascertain the Debtors turnover ratio and debt collection
period (in months) and the inventory turnover Ratio.

Solution:

2002 B I~ I9ER 91 U fau=1 2002 & URFAS S9ER 9 9 fausli @ a1 9 14000 ®
AP I 37 2002 B URFMF IATR d UrAfda= =72000 Rs.- 14000=58000F |

Average Debtors & B/R

_ Opening Debtors & B/R + closing Debtors & B/R
2

58000472000
2

=Rs.65000

Net Credit sales

Debtors Turnover Ratio

Average Debtors & B/R
_ 650000
65000
= 10 times
Debts collection period :
) Net Credit Sales
Net Credit Sales Per Month = T

_ 650000
12

=Rs.54166.67 Per month
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Average Debtors & B/R

Debts Collection period

= Credit Sales Per Month
= 1.2 Months

Stock Turnover Ratio =

Cost of Goods Sold = Rs 650000 - 18 %

= 650000-117000 = Rs 533000

Average Stock

533000

Stock Turnover Ratio = =3.439 times
155000

Iv. IR JAmadd ﬂjqﬁ/ﬂ'ﬂ srad SIS (creditors Turnover Ratio or payables Turnover Ratio):-
AP el H,TP BH Bl SUR pd HRAT TSl & 3R 3IcY-Pleli{ 1@ IS Ugd & dTd Bl 99
1 ‘I dFER’ Wifde 9 | I8 39 A D e wf @« g & e v v auiRe a9eR1 &1
YA &R H a1 9 okl ¥ 1 ISR IMMadd 31U 3 ORE <SR Mad 3U 3 A 3 wul § wfo
faran < waen B

(a) Creditors Turnover Ratio/ Payables Turnover Ratio :

Net Credit Purchases

= HORBHN

- Average Account Payable

ldi&rqs :?QQ{W‘?) + (Closing Creditors and B/P)

5&\1(9@;937 Stock 2

Net Credit Purchases =
Total Purchase :
Less purchases return

Less cash purchase

Net credit purchase Average Account Payable

Iustration : 13 compute the credetors Turnover Ratio from the following data:

Rs.
Credit Purchases during 2002 : 570000
Creditors on 1.1. 2002 90000
Creditors on 1.12. 2002 130000
Bills Payable on 1.1. 2002 20000
Bills Payable on 1.12.2002 25000

Solution.

Credit Purchases

Creditors Turnover Ratio =
Average Account Payable



Rs. 570000
(Rs 90000+130000+4+20000+25000)
2

Rs. 570000
265000
2

Rs.570000
Rs.132500
= 4.30 Times

(b) 3 Y= Iaf U (Average Payment period Ratio)

I U I 3Md fQF1 B 3R Ahd Bl § Sl b T AT 370 o ERI DI P B H ol
¢ 399 U Pl 9 3 @ Aergan A w1« fhan o W 2

or

Monthsin a Year

Creditors Turnover Ratio

With the help of Illustration: 13

i%é%wﬁ@g’/@“' i Parind Rsigo - 2O OfSlilestNeNSalef Working Da
4.3 WortkatgMdapzthPurchases

V. Cash Turnover Ratio (&€ 311Gt 3UN): 39 JJUM DI AeA A I8 914 a1 & & fob e
(cash) @1 fasa1 GeTeTal | WRART f&a ST 2 | Fifd T (cash) BT Tl TANT T AMT Sl § 919 aifod
A 94 fBar Sirdn @ 39 A et wergan 9 sia e o 2

Total Cash and Chaque Paymants

Cash Turnover Ratio =
Avearge Cash and Bank Balance

VI s §ﬁh 3 U (working capital Turnover Ratio):- f=f ft v & PR (working)
Yot 1 IS et (sales) A TcAer ¥ BTl & | BRI Yol A< UK Y§ PRI Joil & STIRT
ﬁﬁm%(velocity)ﬂ%mmm%lgﬂﬂjqﬁaﬁmﬁagﬁﬁmm%ﬁiaﬁ?}w
zm‘sﬁatjyxﬁ (working capital) Eﬁl%ﬂﬂ-‘ﬂ%ﬂﬂﬁ (Turnover) g3 gl agajqﬁagm%%wm
SR ot 31 foba1 Gereran gad SN faban -1 €| T Sl Surd PRI Yoil & qere START B
yRargs a1 @ wiafd i sua s9a fAulRa Rafa &1 veRfa wwar 71

working copital @ 3IfAUR [Current Assetss — Current Liabilities]
(AT, wwaft — @ <Ti)

Cost of goods sold = sales - gross profit
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Tlustration : 14

CILNIG| ﬁﬁﬁ 3Tact U< =1 PITT:- Find out working capital Turnover ratio:

Rs.

Bank 12000

Cash 7000

Sundry Debtors 20000

Bill payable 18000

Sundry creditors 14000

Stock /Inventory 15000

B/IR 16000

Cost of Sales 160000
Solution :

Working Capital Turnover Ratio = Cost of Sales

Net Working Capital
= 160000 =4.21Times
38000

Current Assets : Rs.
Bank = 12000
Cash = 7000 Current Liabilities:  Rs.
Sundry Debtors = 20000 B/P — 183000
Stock/Inventary = 15000 S Creditors = 14000
B/R = 16000

Total C.Libilitos = 32000

Total Current Assets 70000

Working Capitol = Carrent Assets-Carrent Liabilities
= Rs. 70000 — 32000
= Rs. 38000

Illustration : 15
fA=forfa @1 KLPLd & IR 31 &= 2003 31 @91« 89 a1t a¥ & forg & W= 71

The following information is given to about K.L.P Ltd. for the year ending Dec, 31 ,2003:
(1) Stock Turnover Ratio =  Stimes

25% an sales

Rs.400000

(ii) Gross Profit ratio
(iii) Sales for 2003

(iv) Closing stock is Rs. 20000 More than the opening stock

(v) Opening creditors = Rs.25000
(vi) Closing creditors = Rs.35000
(vii) Debtors at the end = Rs. 70000
(viii)  Net working capital = Rs. 60000
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od Eﬁﬁl‘? : (Find out):

(a) K IR IR (Average stock) (b) T (Purchases)

(©) AR 3T STUTd ( creditors Turnover Ratio)

(d) KRG YT 3afd (Average payment period)

(e) 3 qUE 3afd (Average collection period)

(H) BRI ﬁﬁﬁ 3fTact 3r7ured (Working capital Turnover Ratio)
Solution : Cost of Goods Sold: Sales — Gross Profit

= Rs. 400000-100000

= Rs. 300000

(a) Average stock

5 Average stock = Rs.300000

Rs.300000 Rs.300000. . Cost of Goods Sold
Average Stock =——— Steck-TurnoverRatio =
5 Average Stock Average Stock
Average stock = 60000

(b) Purchases
Cost of Goods Slod :- Opening Stock +Purchases- closing stock.
or
Purchases = Cost of Goods Sold + Closing Stock — Opening Stock

Opening Stock + Closing Stock
2

Average Stock =

Since, Closing Stock is Rs. 20000 more than the opening stock so,

_ Opening Stock + (Rs. 20000 + Opening Stock)

Rs.60000
2
Rs.60000x2 =2 Opening Stock + Rs20000
Rs.120000 =2 Opening Stock + 20000
. 100000
Opening Stock =

=Rs.50000
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Purcheses =300000 + 70000 - 50000
= Rs.320000
(©) Creditors Turnover Ratio
_ Net Credit Purchases
Average Creditors

All purchases are taken as credit purchases

Rs. 320000

Rs. 30000
= 10.66 Times

Creditors Turnover Ratio=

YIPRI G T faxia e

Opening Creditors + Closing Creditors

Average Creditors = 5

25000+ 35000

2
60000
s.———

2
= Rs.=30000

(d) Average Payment Period

_ 30000

320000
=34.22 or 34days

%365

(e) Average Collection Period:

_ Average Debtorsx No.of working Days
Net Credit Sales

~ 70000

400000
=64 days

X

Clogim, K red#ia900 + 200
€red-ft§r-§%ﬂ'{§verkaﬁ(xﬂﬂmb%2%kin g Days

Net Credit PurehRs£80000  Rs. 30000
=10.66 Times
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Cost of Goods Sold

(f) Working Capital Turnover Ratio =

Working Capital
300000 .
=Rs. 5 Times.

60000

VII.  uft stmacd U (Capital Ratio):- $H 31U &1 WeRl | I8 o fdhan o § fb =aam # @it
g3 Yol &1 fhaen geraan | wa fdan R § 39 rgura & i @ o) weran @ s fhan o 2

Cost of Goods sold
Capital Employed

Capital Turnover Ratio =

1. Cost of Goods sold &1 fA=1 21 dvg § sid fhar S Fdhar 2|

Cost of Goods sold = Opening Stock+Wages+Carriage+Manufacture Expenses+Other direct ex-
penses-Closing Stock

OR

Cost of Goods Sold Net Sales — Gross Profit

2. Capital Employed =  Equity share Capital+Pref Share Capital+All Reserve+ P&L Balance+Long- Term
Loans-Ficitious Assets (Such as Preliminary Expenses, under writting Com-
mission, Share Issue Exp etc)-Non Operating Assets like Investments made
outside the Business.

or
Capital Employed : fixed Assets+Working Copital or Fixed Assets+Current Assets-Current Liabilitiiy.
Ilustration : 16
940000

Following is the Balance Sheat of Vikas Company Ltd. as on 31 of December 2003.

Liabilities Rs Assets Rs

Equity share Capital 300000 Lands & Building 300000

Prof share Capital 100000 Plants Machinery 200000

General Reserve 120000 Sundry Debtors 230000

Profits & Loss A/c 90000 Cash 60000

12% Debenture 220000 Bank 100000

Sundry Creditoy 35000 Under writting Commission 10000

Bill Payoble 40000 BR 40000

Provision for Taxation 35000

Other informations (37 @Y):-

Rs.
Pruchases (3p3) 16,00,000
Opening Stock (IR T=faam) 2,00,000

Wages (F91g) 6,00,000
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Carriage (TSI 4TSN 40000

Manufacture Expenses (o1 @) 240000

Closing Stock (31f=T <=fern) 120000

fi\‘:ﬂ 3Tact 3r3UTe (Capital Turnner Ratio) =iT<l IS :

Solution :

Capital Turnover Ratio =

Cost of Goods Sold Rs.  Capital Employed : Rs.
Opening Stock + 200000  Equity Sare Capital 300000
Purchases + 1600000  Pref Share Capital 100000
Wages + 600000  General Resurve 120000
Carriage + 40000  Profit and Loss 90000
Manufacture Exp.+ 240000  Debentures 220000
Closing Stock — — 120000  Under Writing Commission - 10000
Cost of Goods Sold Rs. 2560000 CWW&QQU times Rs. 820000

VI <o el S SR (Fixed Assets Turnovtr Bato P& SIard & 78 T 8 & 5 <o
weafadl a1 fabait gerern | 9AT fhan S ¥ @ I gy e S g § S & 37t /i el
T st 31 B b wens Wt ot werran 9 < 1 @ fassa @ @1 21 39 Igue @ A g3 A e
A o fban S R

Cost of Goods Sold
Net Fixed Assets

Fixed Assets Turnover Ratio =

Net Fixed Assets = Fixed Assets — Depreciation
Illustretion : 17

Calculate Fixed Assets Turnover ratio from the date given below:-

Rs.
Land and Building 100000
Plant and Machinery 50000
Motor Vehicles 60000
Furniure 40000
Cost of Sales 2200000

Solution :



_ Rs.2200000
~ Rs.250000
= 8.8Times

Fixed Assets

Land and Building

Plant and Machinery

Moter vehicles

Furniture

Total Fixed Assets

Illustration 18

Following are the financial statement of vishal Trading company ltd:

Net Sales

Less cost of good sold
Gross profit

Less operating Expenses

Net profit

Cash in hand
Debtors

B/R

Stock

Prepaid Expenses
Fixed Assets

Creditors

B/P

Mortage Loan
Equity share capital
Perf share capital

Reserve and surplus

Calculate the following ratios:
(1) Current ratio

(i) Liquid ratio

65

Rs.
= 100000
= 50000
= 60000
= _40000
=Rs. 250000

2002 2003

Rs. Rs.

210000 240000

156000 163000

54000 72000

30000 39000

24000 33000

Fixd Assets Turnover Ratio = Cost Oj_f Gioods sold

OI(\)Iet Fixed Assets.2 5000

22000 50000

20000 30000

30000 40000

6000 12000

290000 360000

375000 521000

50000 65000

20000 13000

90000 180000

100000 110000

70000 100000

_45000 _53000

375000 521000
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(iii) Debtors Turnover ratio
(vi) Average collection period
) stock turnover ratio

(vi) creditors turnover ratio

(vii)  Average payment period/
you are informad that cost of goods sold include purchase Rs.130000 in 2002 and 150000 Rs in 2003.

Solution.

(D

For 2002
Current Assets :
Cash in hand
Debtors

BR

Stock

Prepaid Exenses

Total Current Assets :

Current Liabilties

Creditors

B/P

Total c. LIabilities
For 2002

Current Ratio

=121:1
For 2003

Current Ratio

=2.06:1
Ideal Ratio=2:1

7000
22000
20000
30000
_6000
85000

Rs,
50000
20000

Rs. 70000

For 2003

29000
50000
30000
40000
12000
161000

YIPRI G T faxia e
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Liquid Assets for 2002 and 2003

Rs. Rs.
Current Assets 85000 161000
Less: Stock -30000 — 40000
Prepaid Exp — 6000 — 12000
Liquid Assets = Rs. 49000 Rs. 109000
For 2003
ok Rati Liquid Assets
QuickRatio = et Liabilities
Ideal Ratio=1:1
. Net Credit Sales
(i) Debtors Turnover Ratio = -
Average Account Receivable
210000
For 2002 = _
22000 + 20000
210000 .
= = 5 Times
42000
For 2003 24000 3.93Ti
or = —=3. imes
61000 HOB | a97mp 139090 <o imes
_ (22000 + 20000) 78686800 + 30000) 12208000
Average Account Receivable = 5 = 5 = 61000

@iv)

v)

Average Collection Period:

For 2002

for 2003

Stock/Inventory Turnover Ratio=

For 2003

Average Debtors & Average B/ R

Credit Sales Perday
22000 +20000 42000
= =73days.
210000 575
365
(22000 +20000) + (50000 + 30000) 61000
= =93 days
2 657.53
240000
365
Cost of Goods Sold
Average Stock
168000 _ 168000 _ 4 8Times

3000+ 40000 ~ 35000
2
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Net Credit Purchases

(vi) Creditors Turnover Ratio = :
Average Creditors + Average B/ P

Total Purchase
Creditorsand B/ P

For 2002 =

130000 130000
50000 +2000 70000

=1.857Times

150000 _ 150000

= =2.03Times
(50000+20000)+(65000+13000) 74000

For 2003 =

(vil)  Average Payment Period

365days

Creditors Turnover Ratio

365 Days
For 2002 = —— =197 days.
1.857 Times
365days
For 2003 = _—
2.03Times
= 180days

©) MRS 3peran ﬁﬁﬂ AR I (Leverage or capital structure ratio)

Yol A1 U Bl [ H -l SN & D St D o [epell §  IRAT P QAepret =
FON § 0 TAYRY, Fez SR S orafddi & forg Foll @5t saven wA gl fakia e, 6@ ugfa w
AT 99 dTel oFeR Afvford fd o | 941 fb Fora=aeRS 9 Sie il ForeT I8 Aied &34 & forg
IS & & b e wreia Foil w® @ Fafia w9 o gan @, aRudad w® qauE 1 g9 e
B S 3R Ieh1 vl JRI&E W= |

(1) 0T FHAT AFUT (Debt- equity ratio)
39 U Pl N YBR A o fHa1 S Al &
(a) 92 g fi& PIUT (First Approach)

01 qHAT AFUIT PI External-Internal Ratio Wl gl ST @ T8 JUTT d1ed FHT (External equities)
1 IEI-Uel B By (Out siders funds) 2T IMT<IRP | (Internal equities) T IIYRPI b P (shareholders
funds) @ AL A AT A1 g I8 U 1 gbR | A foban e 21

External Equities

Debt Equity Ratio = "
Internal Equities

(Externa; eqiotes) €Tgl HHdI:- 399 f=fl ®H & External Equities P vIfAa fhar Sar g o e
SKOTIH1 (Debentures) g+ arel K0T 9 (Mortage Loan), I ko1 (Bank Loan) faftra w=enelt | ko1 (Loan
from Financial institutions) AfdoifRe s (Public Debosits) 3R Tt EIG | =R (All Current Liabilities) Pl
e e s 71
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(b) 2 Mg T R (Second Approach):- wﬁqﬁﬁﬁﬁua%ﬁwﬁmﬁﬁﬁm
ST B | A8 IrgUrd S Hrei= ol iR SR} B & i Wy Bl e Bl B 1 59 T g3 95 weran
A Fd B E
Debt
Equity

Debt Equity Ratio =

or

_ Long Term Loans
~ Shareholder' s Funds or Net Worth
Sief B 0T (Long term Loan):- < ®Tele ol | 3mery ¥4 il A § a1 e ta ad
P 3afd & 91g B | SIH (Debantre) 01 YA d+¢h aqrel ol (Mortage Loan) Jb K01 (Bank loan): fafra
RT3 H K0T (Loan from financial institution) 3R AdSA® S (Public Debosits) 3nfe o e fasan sen
gl

YR PN (Share holder's funds) FHH T 3720 q\Txﬁ (Equity Share Capital), GaTEIBIR 3721 “iﬁﬂ
(Pref Share Capital)(ﬂ'?] NfaE, am= 99 gﬁﬂ"ﬁ T, I A AR ATY-BF! WA Bl hfec A9 vl
P o 21 U=, ST-l'q A <fea wifqdd (Accumulated losses) <l suferfaa = ﬁ)’Q R LG 2 =R
(fictious assets) B 99 geT 21 AR S RS 24, AN HHeE, 39 A = anfe,

QIR : 2:1 P k01 AT U F<Y S qH1 A1 &1 S BH $1 I8 g 2:19
Jf¥ g a1 B @ Sifem goi fasiia Refa a1 gee #var =1
Illustration 19

Liabilities RS. Assets RS
4000 equity share of Rs. 10 each 40000 fixed Assets  External Equitif9000
2000 10% pref share of Rs 10 cach 20000 DRI = 1 e rmal Equii@0000
10% Debentures 30000 under writing commision 10000
share premium 5000
profit & Loss A/c 15000
creditors 10000
others Current Liabilities _20000
140000 140000
0T HHAT T P IUMT BT (Calculate debt Equity Ratio)

Solution :

= 60000 =857:1

70000

Internal Equities Rs.
Pref share Capital 40000
Equity share Capital 20000 External Equities Rs.
share Permium 5000 10% Debenture = 30000
Profit and less. 15000 Creditors. = 10000
Under writting Commission (10000) Other Current Liability = 20000

Total Rs. 70000 Total Rs. = 60000
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Or IInd Approach.

L T Loans
Debt Equity Ratio = ofe o -oem - M =.429:1
Share Holder's Funds 70000

Share holder Funds = Internal Equities

Long terms loans : Debenture = 30000

I Approach H I8t 3= & fb 9 Ut Approach® Current Liabilities P ¥ B & | T {\"Iﬂ
Approachﬁ Current Liabilities @Y M 7l B € @ 39 S Approachﬁ | fa=at it Approachﬁ Question
Solution faaT W11 Hehell & |

(i) VT g FA PIY IAJUW (Debt to total fund Ratio) S JFUN B FERIT A g o fba
STl & fob % & gt Bl B1 fbea1 4rT S Breiia ol | wre fban 1 21 S99 AT B 01 B A
71 R B

Long Term Loans
Share Holder's Funds + Long Terms Loans

Long term loans : ST 3R U0 0N A & SNt U 99 & ggdrd 24 & | 399 9t Sief dretiq wwon
A B 2

Share holders Funds: 3974 W1 3791 Yofl, qaifdwr 3rer Goft, o1 Hiftgw, \ft wog iR arv-=1fa
G P shfsc A9 wife fovan S 31 9=y 590 3 =1 il uag &) e & R <t Il B 1 o RIS
2, JFAMYA P, 319 A =3, [AHE R wRn sane iRk o gk @ &1 Sfde A

. . it
gt v 9 iy o 1 e 7 AL U B | et s e

T fie 3 Sf& qui it Rafa &1 e e | o I orgura &9 8RT 1Y Srelie kUil &l arfis d-
) & I B AP BN | ST U 59 G P YA § [ G R UH 954 IS AR IR-IR A1
@ ©U A gHM BT IR I & B |

(iii) Wi U (Proprietary Ratio) or WHI 3IJUI (Equity Ratio) £ 3rgurd & FErRl
A I 91 fFan o @ 6 o @ g wil § Wi @ Sl $1 e 9§ 59 sgue ) B g3 @t
WErIdl | o4 fdan S 21

Debt to total Funds Ratio=

or

Share holder' s funds

Shareholder' s Funds + Long term loans

T8 AU 33% A1 36 AfYS T ALY 37T Fel DIy H @Al 1 =1 33% a1 599 b
g1 ARG | fHhl ft B 31 I8 Irgura foran 3ifde rm ey 31 Sereny e Rerfd Iat & st
A SR B | AP U 39 TR® Aebd bral 2 | & e 7 w@arfadi o1 sifds v o gen 2 iR %A
et B W B R B 3R I8 U 33% A B & Al g TR B Gad & | Fifd W <20 H Afdd
SIRA e gsdl B |
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Tlustration : 20

Calculate the following Ratio (i) 30T HHT JJUTd (Debt Equity Ratio) (ii) &1 9 Gl PN 3rgurd
(Debt to total fund Ratio) (iii) ¥@Tfiwa SIUTd (Proptietary Ratio)

Rs. Rs.
Equity share capital 250000 | Fixed Assets 440000
Preference share capital 150000 | Current Assets 350000
General Reserve 40000 | Under writing commission 5000
Profit and loss 75000
Loan 150000
Current Liabilities 130000
795000 795000
Solution :
®
150000
= =.294:1
510000
Share holder's funds.
Long termloan
Rs. Loan =150000 Rs.
Debt equitv Rati Debt Long term Loans
. . ebt equity Ratio = or
Equity Share Capital 250000 quity Equity  Share holder's funds
+ Pref Share Capital 150000
+ G Reserve 40000
+ Profit And loss 75000
- Underwriting Commission — 5000
Total 510000
. Debt
(ii) Debts to total funds Ratio = ———
Equity + Debt
= or
Long Term Loans

- Share Holders Funds + Long Term Loans

~ 150000
510000 + 150000

_ 150000
660000
=.227:10r 23% Approx.
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Equity

(iii) Proprietary Ratio m

or
3 Share holder's funds.

"~ Share holder’s Funds+Long term loans

510000
51000 +150000

~ 510000

660000
=.7730r77.3%

vy Rl wREl o1 g o @ Fgue ar Wl il 1 @i P19 Qg (Fixed

Asset to Net worth Ratio or Ratio of Fixed Assets to Proprietors Funds).

I U R wuftEl iR 39 YRS B BN B da T wifia dRar ¥ 39 U 3
feifsa spR & w9 faan s =)

Fixed Assets to Net worth Ratio (or) Fixed Assets to Proprietors Funds Ratio

_ Net Fixed Assets.
Proprietors Funds (Network)

Net Fixed Assets = Fixed Assets-depreciotion

Rt TRl 1 Y€ G | AU T8 Gdhd Bell © P JeURSI BT DY fba [ & i
FHfrdl A @M g3 B | 3R IE U 100% | HH & 1 $HB1 g 31 2 b w@nfiai &1+ o vemdt
wrafedl | e g iR PRIENe Yol & Ta 9 o1 379 IRDI §R1 awen & it § 919 31gurd 100% 4
S B 2 A1 s o B @ fob Rt Wt & faa @ forg faa @6t sgeren &g a9t @M 9 feiR
& S E |

(v) ‘i?lﬂ e 3JUTE : (Capital Gearing Ratio) ¥ 3TFUTd gIRT HHdI 3191 iﬁﬂ Mt TR & A=Al
3R IfdaRa @i wfa) iR ReRr & H arett Ooft & o dawy wenfia & wran 71 Rer @ Ioft 4
&9 qaifdeR 39 Yoil don ReR «aret arel ol &) i & 81

Equity Share Capital + Reserve + Profit and Loss

Capital Gearing Ratio =
Fixed Capital Bearing Capital

Fixed cost bearing capital = Prefereence share capital+debentures+Long term Loans

Rer @ arett ont a5t e wHe srer Yo @ 31fd B A1 59 Yon &1 S<a fAae de1 o § SR
ReR ARG arelt Goft a5t fdr wwan 3 oit @t i wwa 3w Goit & &9 & A 591 GOl @1 A1 fRem= &=t
ST R

(vi) T A4l IAFUTT 3 AT 1ol 3T1EaR0T U (Debt service or Interest coverage Ratio): Tdh [q=AqT
& S101 HAT 3 &FTT BT GRG0 B B folg Yg I BT FHURMET A U BT T4 foban STl & $9 g
1 TSl TR AFIT & AH A ST S 2 | 39 JU D 0T ‘=TT AR PR &b Gd Fog a4’ (Net Profit
before interest and taxes) &l ‘ReR e YR’ (Fixed interest charges) A YFT THR S PR £ |
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Debt-Service Ratio or interest Coverage Ratio

_ Net Profit before charging Interest and Income Tax

Fixed Interest Charges

S99 YU Bl FERIAT A I8 F1 fban S © fob @y o1 @ i et @t e 6 faas qon
g | I8 U fSra1 Saret 8RN S € A1 & YA | S 8RN 3R ke B 29 o i gRfaa
B | T 3Enfie So1E @t TN § I W o § 5 wH & o e @t g 3 63 7o 89 Anfu|
9 U W T A B ® & fFw i 9 e GRI&a w9 @ [ g s

Tlustration : 21

T HH D1 Yg§ o (TS AR B & SURK) 90000 T & IR S Plefiv SUR IR SHBT ATl T9R
20000 %. | RPBR B TR 50% & | TS AR I DI TOFT BT |

The net profit (After interest and income tax) of a firm is Rs 90000 and its fixed interest charges on long
term borrowings is Rs 20,000. The rate of income tax is 50%. Calculate interest coverage ratio.

Solution :

Net Profit before charging Interest and Income Tax

Interest Coverage Ratio = -
Fixed Interest Charges

_ 180000 + 20000
20000

. 9000 x 100 200000
Net Profit before tax: —— = 180000 =
20000

50
(vii)  ¥IPS B VT Wl | FJUR (Cash to Debt service Ratio): I1PHS BT 01 Hal A U oy o1
AP YATE SMARTI 313urd (Debt Cash Flow Caverage Ratio) M A € AT AT 313U (Interest Coverage
ratio) TR U GUR & 3R FADI T0AT 941 IR H |

Cash to Debt Service Ratio or Debt Cash from Coverage

=10times

_Annual Cash Flow before interest and taxes
Sinking Fund Appropriation of Debt

Interest+
1- tax rate

CF = (Annual Cash Flow before Interest and Tax)

I = (Interest Charges)
SFD = (Sinking Fund Appropriation on Debt)
T = Rate of Tax
Illustration 22: s BT KU1 AT A 3rFurd fAwp1feru: Calculate Cash to Debt Service ratio:

Net Profit after tax Rs. 30000
Fixed Interest Charges = Rs. 2800
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Depreciation Charges =
Tax Rate =
Sinking Fund Appropriation =
10% Debentures =
Solution:

Rs. 3200

50%
8% of out standing Debentures
Rs. 25000

Debt Cash Flow Coverage (CFCD)

66000
2000 X 100)
50

2500+(

66000

6500
10.15 Times:

Illustration 23:

66000
(2500 + 4000)

YIPRI G T faxia e

30006+30000 (Tax) + 2800+ 3200 (Depreciation)

The folowing is the Balance Sheet of Sahil Limited for tﬂe"’y%r%@@eﬂ o (leefi Integest Charges)
Liabilities Rs. | Assets. " 100 Rs.
Equity Share Capital 200000 | Fixed Assets 450000
12% Preference Share Capital 100000 | Inventory 110000
General Reserve 50000 | Investment Slort term 30000
14% Debentures 40000 | Debtors 300000
12% Mortage Loan 140000 | Cash 3000
Sundry Creditors 145000
Back Overdraft 38000
Provision for Taxation 70000
Profit and loss Account 110000

893000 893000

Calculate the following ratio

i. Debt Equity Ratio
i. Debt to Total funds Ratio
iii. Proprietary Ratio

iv.

Fixed Assets to Proprietor's Fund Ratio
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V. Capital Gearing Ratio

Vi. Interest Coverage Ratio
Net Profit offer interest and Tax amounted to Rs. 58000.
Rate of incame tax was 50%

Solution:

Debt Long term Loans

Debt Equity Ratio = —or
Equity  Share holders funds.

B Debentures + Mortage Loan
Equity Share Capital + Pref Share Capital + General Reserve + P&L

. Debt
ii. Debt to total Funds Ratio = ———
Equity + Debt

or

Long Term Loans
Share Holder's Funds + Long term loans — FEBIEH-140000

ORI 8BBRE HST LR+ 180000

_ Debentures + Morfaggsohoan
(Equity Shere capital + Pref Share Capital + G%]}%GE E?sﬁr‘%} 1 pP&L + Long Term Loan)

3 180000
(460000 + 180000)
180000
= =.28:1
640000
or 28%
Equit
iii Proprietary Ratio = Yy
’ Equity + Debt

or

Share holder' s Funds

Share holder's Funds + Long Terms Loans




76 YIPRI G T faxia e

3 460000 _ 460000
(460000 + 180000 640000~ 188 or 71.88%
iv. Fixed Assets to pooprietor's Fund Ratio
3 Fixed Assets
a Proprietor' s Funds (Share holder' s Funds)
_ 450000 97 83%
460000

Equity Share Capital + General Reserve + Profit and Loss Balance

v Captial Gearing Ratio = Fixed Cost Bearing Capital

Fixed Cost Bearing Capital

Rs.
= Pref Share Capital = 100000
+ Debentures = 40000
+ Mortage Loan = 140000 _ 200000 +50000 + 110000
Total = 280000 280000
. 360000
. Interest C Rati Net Profit Before Interest
iv. nterest Coverage Ratio=
s Fixed Interest Chalrgezs25UUUU
= 1.29:1
_ Rs.138400
Rs.22400
= 6.179 Times

Fixed Interest Charges:
= 14% Interest on Debentures Rs. 40000
+ 12% Mortage Loans of Rs. 140000
= Rs. = 5600 +16800 = 22400Rs.

Net Profit Before Interest and Tax is
Calculated as follows:

Net Profit after Interest and Tax = 58000

100
Net Profit before Tax =58000 x 5 =116000Rs.

Net Profit before Interest and Tax
= 116000 + 22400 = Rs. 138400
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D. CINMSIISl 3JUT 91 ™ AJUI (Profitability Ratios or Income Ratios)

AP AT H1 I ST AMAS A Af¥d 131 FAre g & A f gy & o Aifew
T fafaifora Gon @t germ | s g aifeq | fh-it <ft = ot Sl gerern iR Awern arerISd
Tl B FETI | At o |wHeH ¥

A. faspa w® muRa ameE™®a IJUId (Profitability Ratios Basd on Sales):
(i) Hebel MY 3(JUTS (Gross Profit Ratio)
(i) ~ O STUN (Operating Ratio)
(i) 9 M A FFUTA (Operating Profit Ratio)
(iv) ~ =@F 3JUrd (Expenses Ratio)
(v)  ¥® ¥ AU (Net Profit Ratio)
L Pl oM MUK (Gross Profit Ratio)

g YU Ahd ¥ AR fApa & G Ty I UPHe Bl g1 IR AMIa I8 ufiea U | 2ad
fabar ST 21 39 Gl oM & faha @ 9F B o1 fbar o 21

Gross Profit y
Net Sales

Gross Profit Ratio= 100

Gross Profit = Sales — Cost of goods sold

Net Sales = Sales — Less return
Illustration:24

HPhel 14 IJFUTT Bl 0T HISTT:

Calculate, Gross Profit Ratio:

Total Sales 625000 Rs.

Sales Return 25000 Rs.

Cost of Goods sale 400000 Rs.

Solution:

Gross Ratio=Sr2S Profit 1o 2000001600 = 33.33%
600000

Net Sales

Net Sales =Total Sales —Salas Raturn
=Rs.625000 - 25000
=Rs.600000

Gross Profit = Net Sales — Cost of Goods sold

600000 - 400000 = Rs. 200000
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IL gReare IJUId (Operating Ratio)

FATe 3T fdo §T A1 B AR IR 3= FATe A1 H AR AT DA D A1 A1 T
3R faspa & |1 FxrY AU AT 8| Feared Al B Pg Sl [ 91 SR 59 AU 6 101 B
ST g SR AU S99 9e & /9 W e D | 39 G DI 0ET 1 g3 o [eran | @t St
gl

Cost of Goods Sold + Operating Expenses
NetSales

x100

Operating Ratio =

Operating Expenses = Office and administrative Expenses + Salary + Insurance + Director's Fees, Selling
and Distribution Expenses + Discount + Bad debts + Advertisement + Interest on
Short term debts + Salesmen Commission

Non Operating Expenses = Loss on Sales of any Fixed Assets + Loss by Fire, Tax, Donation, Interest on Long
term Loan + Interest on Debentures etc:-

Cost of Goods Sold = Sales - Gross Profit
or

(Opening Stock + Purchase + Dircet Expenses + Menufacture Expenses + Wage + Carriage Inward)
— Closing Stock

Illustration: 25

e U & O HIOIT (Find out operating ratio):

Cost of Goods sold = Rs. 400000
Selling and distribution expanses: = Rs. 30000
Administrative Expenses: = Rs. 50000
Net Sales = Rs. 600000
Solution:
) ) Cost of GoodsSold + Operating Expenses
Operating Ratio =
Net Sales

400000 + 30000 + 50000

= %100
600000
8

430000
= ——xI100

600000
= 80%

. e o™ UK (Operating Profit Ratio)

S99 U B} U FATAd 14 B [Aspa @ Ao s 91 $d € @ares o e =
g3 A = faan s g1

Operating Ratio 9T 'Operating Profit Ratio' b Eﬁ'\'ﬁ | e § 39 SH Sljfﬂ?ﬁ BT ks 100 B
§ SaTERYl & forg af Operating Ratio 70% & 1 Operating Profit Ratio 30% 8RN | U 31urd fora=1 e gax
A I FH AR | T U HaEr B I FI AR AT &HAT BT AY Bl B
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Operating Profit o

Operating Profit Ratio= 100

Sales

Operating Profit = Net Sales - Operating Cost
or
Net Sales - (Cost of Goods sold + Operating Expenses)
II Method Operating Profit = Net Profit + Non Operating Expenses — Non Operating Income
Ilustration 26:

i & 1% I @ ghaeE dM . NEINESIN] X | (From the following intomation given below, calculate
operating Profit Ratio):-

Cost of Goods sold : = Rs. 600000
Administrative Expenses = Rs. 45000
Selling and Distribution Expenses = Rs. 65000

Net Sales = Rs. 790000

Solution:-
. . . Operating Profit
Operating Profit Ratio = ——— x 100
Net Sales

80000
= x 100

790000
= 10.13%

Operating Profit = Sales — (Cost of Goods Sold
+ Administortive Expenses
+ Selling and distribution Exp)
= Rs. 790000 — (600000 + 45000 + 65000)
= Rs. 790000 — 710000
= Rs. 80000

IV. <9 3JUrd (Expenses Ratios):-

g AU 1 IR faha & dra ey o1 fwm 31 2 Sgurdl $ T A1 S TS AS Rl
g B W B Yw fApa A fauifSra Bve w11 B & | e g B fa=Ror (Variation) @ BRUT fadgeryor
H B forg Al & IS Afdd A4S & oy Igura @t oM 31 SR 1 = SgUr oI %9 8Rm sal
& fd AMEIE B ST AU ST & TGRS BN | I U B 0T ¥ = T BT 9@
fasan s 21
Particular Expenses

Particular Expanses Ratio = x 100
Net Sales

Cost of Goods Sold y
Net Sales

@) Cost of Goods Sold Ratio= 100
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Ad ministrative Expanses

(i1) Ad ministrative & Office Exp Ratio= x100
Net Sales
. C . Selling & Distribution Exp
(iii) Selling and Distribution Expanses Ratio = x 100
Net Sales
) ) ) Non Operating Expenses
(iv) Non - Operating Expenses Ratio = x 100
Net Sales

V. Y& M AU (Net Profit Ratio)

YE A U Yg AN (TR D Uvar) 7201 fasma & i ey wnfid wvan § SR % @t il faswa,
TR 3R 3 fohanait & e # ye ot Bricer o1 uRar® Bl ¥ | T8 I HRAT H ATHETID
a1 31 Qo 919 B & AR SHSD! UET 39 PR I B

Net Profit After tax

i Net Profit Ratio = x100
@ Net Sales or

Net Profit o
Net Sales

100

Tlustration : 27

Following is the Profit and loss Account of Ram & Company Ltd. for the Year ended 31 December, 2003

Dr. Rs. Cr. Rs.

To opening Stock 80000 | By Sales 540000
To Purchase 300000 | By Closing Stock 120000
To Wages 8000
To Manufacture Exp. 20000
To Gross Profit c/d 192000

660000 660000
To Administrative Exp 25000 | By Gross Profit b/d 192000
To selling and Distribution Exp 80000
To Non-operating Exp 20000
To Net Profit 67000

192000 192000

You are required to calculate:
(1) Gross Profit Ratio
(ii) Net Profit Ratio
(i) Operating Ratio
(@iv) Operating Profit Ratio

(v) Administrative Expenses Ratio
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Solution:

Net Profit
—X

(ii) Net Profit Ratio = 100

Sales

67000
= x 100

540000
= 12.41%

Operating Net Profit
% 100

(iii) Operating Net Profit Ratio =
Sales

87000
= x 100

540000
= 16.11%

Operating Net Profit = Gross Profit - (Admnistrative Exp + Selling + Distribution Exp)

=Rs.192000- (25000 + 80000)
=Rs.192000 — 105000

_ G Profit
=Rs.87000 ) Gross Profit Ratio = ~ross TR x 100
c £ Sal o o F Net Sales
(iv) Operating Ratio = ost of Sales + Operating Expenses 100 192000
Net Sales = x 100
540000
= 35.56%
_ (348000+105000) 100
540000
4
_ 53000 100
540000
= 83.89%

Cost of Sales = Sales - Gross Profit
= Rs. 540000-192000
= Rs. 348000
Operating Expanses : = Administrative Exp + Selling and Distribution Exp
= Rs. 25000 + 80000

= Rs. 105000
v) Administrative Expenses Ratio= Administrative Expenses x100
Net Sales
25000 %100
540000

4.63%

81
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A =Ead 4 fAffE R smenRa awere AFUR (Profitability Ratios based

on Investment in the business)

3 Ul 3 HEral | g9 A AFEm W 9t @8 e e 9d § F 9 sy
WR IR AHETIH1 U S B ¥ Fafd AR oh & snur W o4 | wifs aar § Yo o
Ao o d9m & forg g ® saferg I8 srgura fasil f e &) Awer 9 garHy HRIer Bl
e Wugvs 2! I U |1 WRN ¥ diel Wi |

1) faffafora fi\‘:ﬂ IR YA (Return an Capital Employed)

(ii) IIRAT B HIF W A (Return on Share holder's Funds)
() fafFafe iTxﬁ TR YA (Return an Capital Employed)

fafafora Ion o v iR faffefor Iont & e wwaey enfia o_al § I8 U@ Jd a1 mafis orgurd
| S 8 I8 AU 91: 9 & w9 # fAdbren S g1 $9 AU Pl YA Bl IR (Rate of Return)
31ran Goft 9R YT (Yield on Capital) ¥t &g |

39 31U & UM A UER A SRl 2

. Profit Before Interest, tax and dividends
Return on Capital Employed = % 100

Capital Employed
Capital Employed & =1 < faferai & sma fan < wawan 21
wo fafr:

Capital Employed = Equity Share Capital + Preference Share Capital + All Reserve + Profit and Loss +
long Term Loan — Fictious Assets (Such as Preliminary Exp + Investment made
outside the business)

fadia faf:
Capital Employed = Fixed Assets + Working Capital

or
Fixed Assets + Current Assets - Current Liabilities
v fafRaifoe @ﬂ (Average Capital Employed)
{B @D b1 94 B & 59 g o oA A & forg =rew | R $oh @ sk aR
<=1 AfRY | 3ivra ot @t o e ugfaal | &t o et 7
1) Average Capital Employed:

Opening Capital Employed + Closing Capital Employed
2

or
(ii) Average Capital Employed:
Closing Capital Employed — % of Currant Year Profit After Tax or

(iii) Average Capital Employed:

1
Opening Capital Employed + E af carrent years profit after tax
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Ilustration 28:
From the following details, Calculate, Return on Capital Employed:

Gross Profit 200000; Selling and distribution Expenses Rs. 35000; office and Administrative Expenses
Rs. 18000; Interest as Long term Debts Rs. 6000 Tax Rs. 17000; Fixed Assets 390000; Current Assets Rs.
180000 and Current Liabilities 145000;

. Profit before interest and tax
Solution:- Return an Capital Employed = %100

Capital Employed

Profit before interest and tax = Gross Profit — offices Administrative Expenses — selling and Distribution Expenses.
= Rs. 200000 — 35000 — 18000 = Rs. 147000

Capital Emloyed = Fixed Assetss + Current Assets — Current Liabilities
= Rs. 390000+ Rs. 180000 — Rs. 145000

= Rs. 425000
Return an Capital Employed = 147000 %100 =34.59%
425000
(i)  3erEnREl @ PNl IR YR (Return an Shareholders funds):- 32EMRal B ST YA Pl S
3 & forw & yam 2
(a) WA IeREl & PNl W a™ (Retrunr on total Shareholders fund):— I8 3rJUTd

A HRH @ folg 191 3R R P 9gArd oM Afd Dividend on Preferensce shares I9 A gd &I FHR
SeTREAT B BE A wF fdban S )

Return as Total Shareholders Equity or Funds

B Net Profit after interest and tax
Total Share holders Funds

Total Shareholder's funds = Equity Share Capital + Pref. share Capital

+ All reserve + Profit and Loss A/c Balance — Fictitious Assets.

(b) e PRI B PN IR Y™ (Return on Equity Shareholder's Funds):— ®HfSa1 & W1
PR} $H a1 A 3fAS Fel 7@ § fb B # S Bl W faaeil 1o w1fdd 1 I8 U W e
TRET & SISl & AT9IET P AGAT & 39 I Bt o1 9 gBR | o SRl 2

Return on Equity Shareholder's Funds =

_ Net Profit (After Interest, tax and Preference Dividend) 100

Equity Shareholder's Funds
Equity Shareholder's Funds = Equity Share Capital + All Reserve
+ P&L Balance — Fictitious Assets.

S99 SN & eIl | I8 A fhan i 7 fb wwen sreeilRal & aini &1 egar | fha
R B A1 YA AT S 2T 2 | I ST ATl Bt S9N R+ den wfdsy & forg =i a1 i
B B fore ff g fasar o | 21
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Ilustration : 29
Following is the Balance sheet of Y Ltd. as on 31 Dec 2002.

Liabilities Rs. Assets Rs.
Equity Share Capital Fixed Assets 970000
50000 Equity Shares as Rs. 10 each. 500000 | Currant Asset. 485000
10% Pref Share Capital 250000 | Share Issue Expense. 40000
Reserve 60000
Profit and Loss 300000
12% Debentures 1,25,000
Current Liabilities 260000

1495000 1495000

Profit for the Current Year before payment of Interest and Tax amounted to Rs. 445000. rate at Tax 50%
you are required to calculate:—

(1) Return on Total shareholder's funds
(ii) Return on Equity shareholder's funds
(iii) Return on Capital Employed:

Solution:-

@) Return on Total Share holders's funds _ INet Profit after interest and tax %100
Total Share holder's Funds

215000

= ——x100=20.09%
1070000

Calculation of Net Profit after Interest and Tax :

Rs.

Net Profit before interest and tax = 445000
Less Interest on Debentures @ 12% on 125000 = _15000
430000

Less 50% Tax = 215000
Rs. 215000

Total Shareholder's Funds =

Equity Share Capital + Pref share Capital

+ Reserves + P&L A/c — Share Issue Expenses

Rs. 500000 + 250000 + 60000 + 300000 — 40000
= Rs. 1070000
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(ii) Return on Equity Share holder's fund:

_ Net Profit (After Interest, Tax and Preference Dividend) 100

Equity Shareholder's fund
190000

820000
=23.17%

(a) Net Profit after Interest and Tax = Rs. 215000

%100

Less Dividend on pref Share Capital = 25000

Profit after payment of Interest, tax and Pref Dividend. Rs. 190000
(b) Equity Share holder's funds =

Equity Share Capital + Reserve + P&L A/c

— Share Issue Expenses

Rs. 500000 + 60000 + 300000 — 40000

Rs. 820000
. Profit before Interest and Tax
(iif) Return on Capital Employed = : x100
Capital Employed
445000
=———x100=37.24%
1195000
Capital Employed = Equity Share Capital + pref Share Capital

+ Reserves + Profit and Loss A/c + Debentures —
Share Issue Expenses

= Rs. 500000 + 250000 + 60000 + 30000 + 125000
— 40000

Rs. 1195000

(¢0  ufa 3t s (Earning Per share or EPS):— 3% s1que g€ @™ A A (@R A9 <4 &
9IS 99 g9 oY 9R GHAT JUIRAT A YR B S fhar Sl 1 $9 il 9 9o SIeiRal &1
PR e 7| =1 @ o JerRe 4 39 A9« fban o g

Net Profit - Dividend on Pref Shares

Earning per Share (E.P.S) =
Number of Equity Shares

(d)  ufQ 3/ AP (Dividend Per Share) S 31U @t WerIal ¥ fafvde a8 &4 o & & Soa
gR1 Y fhar T 3N 4R S fHaw1 oM 14 & SU A U B | ATaarAd [ReAT 39+ Iifofa et &1
|¥qul ¥ SrerenRal B TE I B afcd S M BT UH AR AT A T IavIdhaisii a1 S B e
A @A g A PIY IR B wY A A foran S g1 A9 Al dAnirer @ w9 de & oIkt 71 g3 @
WA | 39 o9 fha e 7



86 YSHP Eidpg gd faxiig ey

. Dividend Paid to Equity Share holder
Dividend Per Share =

Number of Equity shares

(e) ¥R YA U (Dividend Payout Ratio): S IJUM P YIEM I (Payout Ratio) ¥
HEd 2| 3 AU A g T4 fHa1 o Aoha ® & Q@R aivme <3 & 9 99 al &1 fhaen afaera
&1 SIUIRAT D1 9Te & w4 | 3311 s9a =1 yobR 4 =i1a fasan o | 2

Dividend Paid to Equity Share holders
Dividend Payaout Ratio = [VICeN Tl T 2quTly S hate 1o %100

Total Net Profit belonging to Equity Share holders

or

: Dividend Per Share

= x100
Earning Per Share

(f) @ NfRT U (Dividend yield Ratio): 39 U 31 Werrdl 4 fafiois a8 sia #) @&
2 & Sus R IR 9 sl 1 Tl 9 @t Refa | 994 fam wfdera @rrer urea grm | s srguTa @t
MO B G A 9eR R

. . Earnings Per Share (EPS)
Earnings yield = x100
Market Value Per Share
. . Dividend Per Share (DPS)
Dividend yield = %100

Market Value Per Share

(g iﬂﬂﬁﬂiﬂjqﬁ (Price Earning Ratio or P/E)-: I8 3J4Td i Aol ot T fie | I avan
A F1 Al AIEE ¥ 1 39 YU 9t Wl W Ig 914 B 21 5 sien &1 aroiR gou sren Y I
&1 3T fha1 on g | et o1 o1 gF 91 IR 71

Market Price Per Share

Price Earning Ratio =
Earning or Income Per Share

Illustration 30:

X Ltd. Submits Following informations:

Rs.
10% Preference Share Capital (Rs. 100) = 18,00,000
Equity Capital (Rs. 10) = 48,00,000
Profit (After Tax at 50%) = 18,00,000
Depreciation = 4,00,000
Equity Dividend = 20%
Market Price of equity Share = Rs. 40

Compute the following ratios:
(a) Dividend yield on equity Shares
(b) Earning Per Share
(c) Price earning ratio (B.Com K.U. 1999)
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Solution:

Dividend Paid on equity Shares = 20% of Rs. 10 = Rs. 2

(b) Earning Per Share =

(©) Price Earning (P.E) Ratio =

Rs.40

x100=5%

Net Profit after tax and Preference Dividend

Number of equity Shares

_ Rs.18,00,000 - (10%as Preference Capital of Rs.18,00,000)

_ Rs.16,20000

480000

4,80,000

=Rs.375Per Share

Market Price of the share

87

EPS
=ﬂ =11.85 times
Rs.3.375
Ilustration: 31 From the following particulars extracted from the Balance Sheet of XYZ Ltd.
Liabilities Rs. Assets Rs. idend Per Shares
Equity Share Capital 3,00,000 (Fixed Assets 10,80,000 ket Price Per Share ’
10% Preference Share Capital 60,000|Less Dep. 3.00.000 7,80,000
Reserve and Surplus 2,40,000|Current Assets:
10% Mortgage Debentures 4,20,000(Cash 30,000
Current Liabilities: Investment in 10% Govt. Securities 90,000
Creditors 36,000|Sundry Debtors 1,20,000
Bills Payable 60,000(Stock 1,80,000
Outstanding Expenses 6,000
Taxation Provision 78,000
12,00,000 12,00,000
Other Information’s :—
Rs.
(i) Net Sales 18,00,000
(i1) Cost of Goods Sold 15,48,000
(iii) Net Income before tax 1,20,000
@iv) Net Income after tax 60,000

Calculate the appropriate ratios from the given information.

(B. Com. K,U. April 2001)
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-5 : A vyae fQvavu a1 faqvu

(Funds Flow Analysis or Statment)

JIU B AF-3A1 B o faf= gae § fhan s @ e e @ ad & sia § a-afa
QT (Profit and loss A/c) @2l faeaT (Balance sheet) 9UR fdar Sran 81 amv-g1fR @ran te faviy w94 4
EU FaNR B Y I J1Aa BT Bl Hebe bRl & Wy Fieet va f[Rfea Al w agawm @1 sifde Refa
P UHe Bl § AP T8 GHd ¥ IaER H 9aied a4 gon A 3R fachia RAMY +f sreeht & afd= fw
f THe g9 P M T UAF YTHE T I8 AFBRI @1 Fgayel aHs § & i ad 9 fFa-fea
HIdl g1 89 351 Wi g5 9 - wel A o= o1 2 5 T 3 ) 39 veR 9 aer) fadfa fawen
(cm9-g1fA @ den faeen) | E 8 Adbdl, 39T 59 91 3t e & for g | o9 @ 3 iR
SIH & |igHl 6l T faavor JaR fdar siran @ o 99 vare faa=or (Fund flow statement) @®ad &1 I8
faa=ur =g @ BRiEN SG?I P ST BRI B, SW%N S'ﬁ BRI Wﬂﬁﬂ'\’lﬂ (Working Capital statement)
M = 21 39 yBR A yare fagvo @ fafe= el & [ Rufa-faawol & 1w go [f-sem
y= & yare o Rafa &1 9rian 21

fAfe-yare fdavor
(Fund Flow Statement)

A1 yarg fAazu e Rafa faavur =61 &, w_=g 98 t& RUIE & &t & va w9 4 it e
g 398 gRacHl &1 519 BRI 21 39 bR AfS garg faarur <) snfdfe Rieel @ dia aara & au &
gare &1 Refd &1 aderen 21

gRMEIT  (Definitions):
BISed (Foulke) B ITJAR *“BI¥l & WAl d 3MH STANN P1 fIaxv1 o da-ast A g 5t 1 o
@ dra foil e a=en @t anfide Rerfd d gu aRdami &1 favawor o= & forg SR favan e 21

iec o QA (Robert N. Antohny) & AR, “‘PIY Yarg fadazv gz faa=m a=al & fob fb=-foa
JAYEl A AfARa Py ureg fbv 717 3R 39 PNl b1 997 {9 yabR fban W

3 IRuTEIRT 9 T gl ® & 319 vare o Ut gfaa © foraet weraan 9 Q1 fafddi @ wea it
Zgard 31 e Rerfa § gy uRaci &1 sieag= fasan o g1 S9! A8l | I8 Ul ST STl §
b Q1 fAfdxi & wen e o anfdfe Refa 3 aRad= Fai ik S gan | Iz faavor Sl & marA
ot 9g1d B A9a ¥, SAfIT 39 R0l B Y g€ AR B €1 39 Ao B B A= A gaR
STl € 9-aIY faawor (Fund Statement) fAfd @ W9 va SuE @1 faaRo (statement of sources and
application of funds)' @l 3T &l AT fAaROT (where got and where gone statement)' fAf& urfe sk =i
&1 fadazor (sources and user of funds)' GIGE Hﬁ Tq SYA faavur (statement of fund provided and
Applied) 37 | SR ford A1 A IFAE AT o1 |@Fha1 ® & vd% fAazor (i o5t wifty 9 Sus = &
fava 94 S Har g g faavur fasia us= (Financial Management)iﬁm 31TF-|'I'$§ ﬂ's‘ﬁﬁf_v-lﬁﬁﬂﬁ ®
ol & fawag @R ft ybrer Sreran B

fafS &1 3ref (Meaning of Fund ): fAfS (Fund ) 318 &1 9171 b (Cash) A fora wiran g 3rfra a8 faaror
Pad Nps AR 3R APs FAl Pl HSl Bl & INAA BT 21 39 UbR B fAaxur fa9y w9 A ya=erpi
1 9fd= 3 Aps RART B 91 T # TR ST & TR DY BT Ig 3 I T8l A1 A1l ® Rifey
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IR H TH §gd A -9 81l © ol b Aps AR DI gwfda T8l PR & =] DNl B AMARFA BT Wil
M O €1 O SYR BHIeR @ Wi UR JhS UR I Y91 €1 9Sd1 Afb- DI BT MR- eIl 2 |
HeileR Bl AR | 9 f§ BNl D1 SN Gl eRI | 9 fg, PIel &1 A1eH 81 21 |9 <Rl 31 bl & b
ﬁﬁmﬁﬂwmﬁwiﬁm(Marketsecurities)ﬁqﬁa?ﬁ?{?ﬁﬂ'l%,ﬁ%u’s"ﬁvﬁﬁqﬁ
gl

g 31 § FAfY wes 31 e Y HRIEA goit (Net Working Capital ) § &RTRIT ST &, Fd a1e]
|HfTdl (Total Current Assets) § @el dTe], TRIE (Total Current Liabilities) @1 HEThY | Sl Y ordl & A
8 ‘g sriefia goi’ dea ¥

Net Working Capital = Current Assets — Current Liabilities

39 R FAf8 yarg faaze 4 ‘RS @ gl sriEfa got @ g @ 9 arad | Aes | = i
gl mm(CashFund)aﬁﬁﬁmiﬁmﬁﬂmﬁﬂ?w (Cash Flow Statement) & g9 ST € |
39 R ‘AfY qen ‘eriela gon weal o1 yae w9E sef | fhan s 7
e Wi 9 3 Y wIfad snfe””

§B <l b1 B & & Y gae Raxu @1 3o Seea faav gr forg 7o @ A erisfie goh §
8¢ gRad=l B AT 81 AP (Cash) ST AW (Accounts Receivable) ¥eid (Inventory) S 3RITS
W(CurrentAssets)ﬁWﬁ?ﬁﬂ‘iﬁﬂﬁTW%lWﬁ%ﬁmﬁﬁmﬁ?ﬁ'\’m QW-ZW
# gRafia 2ft Y=<l 81 ®E A9-39 39 UPR B B € il fb Brieiiel gol & yuifad =81 &= € 39 PR
& W&l 31 A8 gwifaa favor 4§ 7 foran omean 31 R wesl 4 A1) aRREl @ 91e Iil| @ IR 3l 8@
HS Ped ¢ |

fAfY vare o1 arf (Meaning of Fund Flow)- UdTg e &1 3ref ‘gRad=’ | € o9 fb=ft 929 4
GAUNIC| Q\Gﬂ (Working Capital) # @1 a1 9 fg 8-l & T I BN &1 Yare (Fund Flow) HEctral & | afe f&i
ﬁﬁ-ﬁﬁmﬁﬁaﬁﬁaﬁs’(lncrease)ﬁ?ﬁ%T‘ﬁiﬁfﬁﬁmaﬁmﬁﬁﬂ-éﬂiﬁiﬁiﬁiﬁlﬁﬁ(Source
of funds) e 7 | A fhell @9-39 | PRI Goit § FH (Decrease) A & A PNl H IR @ aral
A9-39 DI BIFI BT SYART AT AT (Application or use of fund) Hed & | Al fHel A9-39 & uRvm-wawy
PRI olt IR BIg UHTE T8l ggdl |l 98 olF-a9 PN YdIE (fund flow) B IR &l Bl 8 | 39 WIeal
H, PIY Ya1E W ac9d HIY & Ao a1 it | g ® 1 Py ot 9l ar [Eiv 9 yeR & o=-aAi
| B E

1. g d9-349 ol EIG | TRt (Current Assets) ¥ 9 fg ax g U= dlc], SeTRaAl (Current Liabilities)
H g fg =gt @ |

2. 9= Sil Are] ARl (Current Assets) H 6l @ & UR=] 9] S7aTRAl (Current Liabilities) § &1

TE o |

Ife @9-39 @ IRUH WwY a1 TRl SR a1 I9<IRAl A T wHH a1 9 fg @)t ' A
Wﬂaiﬁﬂ (WorkingCapital)lT\’ﬁéﬂmqﬁmmmmmaﬁﬁgmqﬂﬁ | 3T<:
Y 94TE (Fund Flow) &l AT Sl g1 919 Ife 34 fd@ (Bill payable) &1 Y a1 @Ig a1 9eRi
(Creditors) @I YT fdbal ST S1eral ITERI (Debtors) A YA U febann SIQ < 37 <141 @91 <91 & g9E
A ITe] AR IR AT IAISH H b W d i a1 &1 Bl 8| S9S IR W6y SRiEha gol R 318
U¥Td <€l TSl ¥ | 31 T BE Ahd ¢ b e goht A aRad= @t g w9 % ywmafaa @9 aren e
ACICIRCI | (Current) & a1 CURURCIR] R U], (Non-Current) g1

T AH-39 9 B (Fund) 3 SR 8RN & 3R Friehe gont ywifda ekt @ A ad g west
ST A &:
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3™ 6: NIhs varg faavur

(Cash-Flow Statement)

9Re™ Td 3 (Introduction and Meaning)

&<t gaara & wwget anfdfe Shad # Aws ot st Agwaypl AT Bkil 8 | TF AT |l
3 BT YA A B forg s Bt Taeadal gsl g | IR<d H, Ad TR H S Y& 1 UM g, a6l
e AP SUHH H AbS Bl UId B | TP A9 & fore Ig 3ifd mavas g f& 3rqe ur< dbs &1
AT 99 g1 2 | fhg 3 IR U it g ® fF ufie @9 A 9 <@ ', iR i e forg )i SR
ST BT YA BT B & o1t 71 i Rerfa saferg Saa=1 8kt ® |ifd- ) & 9 & & Qs
I PIs U =1 g3 1, Jafd | d w4 Sfofa fabg 1Q &i, 3remn (i) s 1w g8 @, fabeg S
3T Yol @ forg SuArT fan T 8 rufa s B R W A W1 (drain out) §IM B | AHS BT TR
IHATTHA (movement of cash) U I b %I'QSIFEI'_\-I q?r_cﬂluf I 2

RIs-gareg faavur ga faeiy sifdy & dRM Ads @ MW (Receipts) AR YEMI (Payments) P
faa=or 21 30 veel H, U2 U fA9W 3@fd & SRME Abs B WSl (Sources) TAT b d IYAT
(Applications) @1 ARTY | IE g1 RAfA faa=or it Al & #eg Aws I A aRad=i & HRUN &1 fAverwon
BT B uﬁﬁmwﬁmﬁm@ﬁmm (Cash equivalents) A gl

JAps yarg fAavor g PIiv-yare faavor 4 &g a9y xR A€ g1 21 31 ddd sa1 ¢ b
PIY-yare faavor 9§ iy (Fund) bl 3R H?Ri"éﬂ?lllﬁﬂ (Working Capital) W forn S @ wafdh Aws-varg
faa=or 3 ‘B’ ®1 3 ABs (Cash) A fora S 71 Piy-vare fGaxor R goit & g aRkacdsi &1
YT Al &1 SAA I Ul el el b {52 71g | faaeit Aps o<t g8 iR fB9-2 w7 wR faait Aps
BT Y1 B T T | 3: 39 See A g @ oy Ae-vare favvl SUR B S @1 Vs are
faa=or % Baa Il A B AfFAfora fbar s & S s B gurfad HRed 1 o : 39 ki Rafa 4 go
gRa<Hl 1 fdaru-JIds IR’ (Statement of Changes in Financial Position-Cash basis) W wer o 21 Aps
yare-fdarur &1 TP 3 M ‘PIY-YdE fAdaRuI-Ies MR’ (Fund Flow Statement-Cash basis) A B

3rd: b=t wxen & faxia Rafa § aRad=1 &1 Ads YR R AR b T fAavur Aeps vare
fda=ur HEETAT B 1 (A statement of the changes in the financial position of firm on cash basis is called a cash flow
statement) RS YT faavur fUsel srafd @1 oMt 81 Goar 8 IR M smafd & fore ff g9rn <1 Jden 21

Pps-Udre fAgarur & ST¥ Iq1 SYANT U9 He<d

(Objects or Uses and Significance of Cash Flow Statement)

is-yarg faarur fasia gavg & forg a1 wigwd I 2| I8 Addleid e gq faxig
faeeiuor &1 U STavdd ITHIYT B | s UarE fAavvl & ggE A g STA 1 YR | B

1. IuPred faria A= & forg SN (Useful for Short-term Financial

Planning):

s yare fAavur wH Ft sreumTenq faxita sravgwansi @ fow o T9m @ forg ga=mg ye
Fal 21 g2 B 3rafd & Vs & Wl IR STAFI & fawy § GIANK U™ a1 § 3C: 9o & fog a8
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R YA A P g 9w s Iuaed T, R I7d IR STHdbIei ol R 59 IR 1S & P
& forw waia e B 921 S U IR GHRET pa B D fov A s Sucel B A AT T |

2. APe qoic TR H H STARN (Useful in Preparing the Cash Budget):

yfadsg &) afd & forw JaR fban 1 Adps yare fAaxul b Ioic IR HRA § FA2™SD Bl 2 |
Y- USHD! Pl ST T 37 b Al & fawg # Ja=n a1 & siufa {3 7241 A A o) wifTi
JIps & YAl | IS il den fba 7EHi A s 3 YA ikl | fde R 399 gay B
AR (Surplus) AHS Pl BTl AFEART # AR A B forg A= T991 4 AR 31 (Deficit) b
afdal # Ireu-BreiF WG B FaRA BRA H FErRI Aot B

3. '\"IW golc 9§ gl (Comparison with the Cash Budget):

JPs IoIc ¥ B JRR H IR a1 S g siafd Abs vare f[Aarvr g & < § SR fabar s
g1 39 S & oI PR I A4 [ba1 51 qapent 2 fb fbw W 9o egaary @ fa<iia deEi a1 dror
& FJAR U<l Td 9gad foan T ® 1 59 <1 fdax0i a5 st | =R & SRl 31 favayor faan s
HHA1 B IR IR uRIHS I faby 11 Ao 7

4. g W T9 P B 99 R @1 3717771 (Study of the Trend of Cash Re-

ceipts and Payments):

39 fdaRu1 | g ge o & & ISR (Debtors) II@ (Stock) Ta 3= AT AHUl | g fbd
R | U B & § F i SR BT B @ I (va R Fn @ R wfas @ aR | Qas @it
Rerfdt o1 W&l srgw= o o W #1

5. U8 3™ ¥ Ads @) A &) @ awar € (It Explains the Deviations of
Cash from Earnings):

T B H 95 o B IR W) W 34 Abs Bl TN 3 Fehell g 3RAT B B9 R A SHD I g
A= § APps AY & Ahdl 2| Abs-Yareg fdavur $Hd HRUN &) AR HReT 2 |

6. fafa= el | STeRT-31eT AP a1 FM4 B H ™S (Helpful in Ascertaining Cash Flow From
Various Activities Separately):

g I8 gfaa a=an § & 57 fobansii @ fhaeit-2 s ura g5 sieran 57 faaei-fait v agead 3l TS |
7.  omne S fAvfa A9 § W8R”@ (Helpful in Making Dividend Decisions):

ST B TN B B 42 A7 & IR € AP P R &1 S =wnfeg | 3@ veeasd g s
B B forg s yarg faavu o1 wer o § fb e e & fog ware fhansi 1 fba s
T g Gh I |

8. YUY B TR P A9 § e (Helpful in measuring liquidity of
business):

TR B1 31 ® b Fama 19+ sreqebrena ST 1 YA 6 | 9 © a1 781 | 391 gal
®ad AHS Fare fJavor 4 & e 7
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9. fAa=u1 § WE’™® (Helpful in Controlling):

s YarE o AHS Foic (Cash Budget) A T B F<IR A1 fHAT T B 3R =R & BROUA
BT 9T B 39 TR =01 fHar S Aaar 21 39 UeR b Yare f[aaver e [Aa—=or @t ae-ie @i
gl

10. fa<ig fbarsli & w9 ¥ W@ (Helpful in Co-ordination of financial
activities):

Aps Ydrg fdarur | APps goic I F 99 ol 2 o9 Faarlt I8 o[ 9ahdal g b
fpa-fpa e A Abs T AR fhanl faRe b @t 3R g 2Rt

11. 3rRe Hifodl & RaRu 3 were (Helpful in Determining internal policies):

SHA YT @ IR Afadl & [RuiRen 4 weraan e g1 snfa ddare il o1 M,
[IH1 BT GARITGH, TR YT, ST |
12. '\"IW ® HUR Bl S (Knowledge of Circulation of Cash):

N T 919 BT Ul gorl § b Ahs FEl-heEl W E SR FE-hEl $HH TANT 3N | IHA S
qeAi &1 ¥t gal T 7 & e 6 aY B g W e 3 S FA1 JEd DI S W& © IR EE g
& 9avE W Aas | g iy A g
13. gfds Ahg YaTe fIaRT G & AP SMYR W IR 7 3 T8 TP AT Il Adhs R &
Hedid # 9gd SUArT 81 ¥
14. Qﬁ%ﬁiﬁwgﬁﬁﬂ Wmﬁﬂvﬁﬁwﬁw (Variations) @ﬁﬂ?n_d;l (Performance) ¥ H
P §0 YA B forg fbar o aoar g s fas dven g iR g9l SrRiarst o) 9@ |

s vare faawor @t WA

(Limitations of Cash Flow Statement)
hs vare faeRur & sFa ITA B gU W 34 faavvii 9 go WAl § o Feafofa @

1. I &0 B & SR (Liquidity) @1 dean R URge el el § Fifd aReren &1 RafQ sl s
R AR 98 A 21 R S99 il o f AR HRA @ @) s @ A d afRafda @
Haet ¥ | 39 Ul B 8IS 39 W 5 vH @ Tl B S99 39 B & T B #) e
@ HE GIAAT YSH HIA H G1en gt 2

2. ﬁﬂﬂﬁ%mﬁﬂﬁﬁmm(wmdowdressing)aﬂmmﬂaiﬁﬁiﬁ%ﬁ
3% &1 Rafd faa=or a9 9t [ & gger #ai @ 3 Frami & AR HRD T TR A
Muargds Taa1 g I Adbs oI RAf d agers | aRecd= fvan o1 waan g1 3@ Adbs varE
ez 3t e d P yare AR fdE aRafas fom wRga wRan B

3. s UarE fAaRU TRIR B A9 IR Abs AT Bl BIS 301 S 21 316: Abs Yarg faavor | fah
aarg 1 Rafa &1 Avfa =gt fbar < daan

4. U AHS MYR W R A B 3: @D fb T e STGERUN ‘SUTGH MR’ (Accrual basis)
Pl Bl <l ¢

5. APps WG B GeA URHNT S BfSH 81 3D AGI, 91, A, T, GRS TSR 3Ha & AW+ H
o ° Ha-fAa=an ur ol @ b 52 s 9 |fdifera faban S 3reman |8 |
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6. I 3T fAIR BT AT TE ¥ AFS B Yg AR B YF 3T T A1 A Fhed |

Jhs yare fAavur oo HI yare fQavur § =R

(Difference between Cash Flow Statement and Fund Flow Statement)

IR Pl ATYR

Py yare faazor

s yare faavon

1. faveiwor &1 YR

2. A BT 31f

3. AR B Bl
faf 9 =R

9,1

. prfefe goht w1

6. JPs B URMRIP
e f<H v

7. AQHA B

I fAavur R goit # gQ
qRqd=il @& BRI Pl Ybe Bl &
ISl B Rafa &1 g 3pf = 2 P
Jps @ Reafa f [fdea wu 4
st & Bt wifd PNl & marmE
H )l BT JMTEFH BT AP TRl
gl

39 fARu &1 TR &= ¥ &G 71
w9fl # afg @ a1 S| 9
A Pl A afg @)t} qen a1 9wl
A ¥ T T Tl | afg |
BIY d B AT ?

I faavur Sefwrel| va AgdhTeld
faxTa FoEN a9 9 3f9e Swart
gl

aTe], AHfel <en @ Il W gY
URac=l 1 3eFAT B B forw
PIY- JdTe fIaRu1 & A1 TP el
faa=or ft IR o @ O™
‘Briefie golt &1 faaror wed 71

Y- Yarg fdaror 4 Abs d URMRIB
= i< 9 B e feErn S
g qifd 5% ‘BREa goit § gRacd
& faaRor A fRarn s 21

IE AWH B ‘FUG MR’
(Accrual Basis) IR 9911 ST ® 1
JeTER B forg, Ade fat den SurR
fa A= B & Pl B owfg "G
G

Formats of Cash Flow Statement

Iz fderu saa s Rl 3 gu
qRad=l @ BRI Bl YBR Bl 2 |
JAhs HRITNE, Yoll BT T 379 §
3d: 3 Abs Rl &1 3rf 2 fb
PN o Rafd ff st & wifd
Abe B IMARHEA A BNl BT
SrarE ot 3aeg B 2

s faodia Rerfa ekcit & srifa =
qfaal @es @) Bisa) 4§ afy
A a1 <Al § FH | AP A
FH 3N § IR a1 wHfadi 7 HH
dern @re, SRl ¥ afg @ Adbs |
afg gril |

I fdarur srcuprens faxia dsrme
TH | AP ST B

G 91 I A BIs fdavu JIR
T foran S w®ife o wwaft
den =1e il | g§Y aRaci 3
Jare fhameil | e yare S|
R A YE AN g FERIfor
o~ foran oI 21

39 Abs P URMRG qun Af<Em A
P fewmrn s 2

IE AWHT B RAb$ MR’ (Cash
Basis) TR 91T ST & | SETERU &
fore dad e [T iR SeRl A
uifsd &1 & Hared st 3 Aes
P mfe | siffa fban s 2

A cash flow statement may be prepared either by direct or indirect method. Formats under both the
methods are given below :
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CASH FLOW STATEMENT for the year ending
(Direct Method)

XYZ Ltd

231

A. Cash flows from Operating Activities :

Cash receipts from customers

Cash paid to suppliers and employees

Cash generated from operating activities

Income Tax paid

Cash flow before extraordinary items

(+) or (-) Extraordinary items

Net cash from operating activities

B. Cash flows from Investing Activities :

Purchase of fixed assets

Sale of fixed assets

Purchase of investments (long-term)

Sale of investments (long-term)
Interest received

Dividend received

Net cash from investing activities

C. Cash flows from Financing Activities :
Proceeds from issue of share capital
Proceeds from long-term borrowings

Repayments of long-term borrowings

Interest paid
Dividend paid

Net cash from financing activities

Net Increase (or decrease) in cash and cash equivalents (A + B + C)
Cash and cash equivalents at the beginning of the period

Cash and cash equivalents at the end of the period

Rs.

CASH FLOW STATEMENT for the year ending...............

(Indirect Method)

A. Cash flows from Operating Activities :

Net profit before tax and extraordinary items

Adjustments for:

............ Depreciation
Foreign exchange
Loss on sale of fixed assets

Gain on sale of fixed assets

Rs.
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Interest paid |
Interest received Gooeeveneenn, )
Dividend received G )
Operating profit before working capital changes [ ...
Add: Decrease in Current Assets | ...
Increase in Current Liabilites | ...
Less: Increase in Current Assets ..
Decrease in Current Liabilities ... Gooeeeeneenn, )
Cash generated from operating activites [
Income Tax pad | L.
Cash flow before extraordinary items [
(+) or (-) Extraordinary items | ..
Net cash from operating activites | ...
B. Cash flows from Investing Activities: | ...
Purchase of fixed assets | L.
Sale of fixed assets | .
Purchase of investments (long-term) | .
Sale of investments (long-term) | ...
Interest received | L.
Dividend received | L.
Net cash from investing activites | ...
C. Cash flows from Financing Activities :
Proceeds from issue of share capital | ...

Proceeds from long-term borrowings | L.

Repayments of long-term borrowings (eoveeereenns )
Interest paid Cooeeeeneenn, )
Dividend paid

Net cash from financing activites | | ..

Net Increase (or decrease) in cash and cash equivalents (A+B+C) | | ...
Cash and cash equivalents at the beginning of the period | | ...

Cash and cash equivalents at the end of the period | | ...

2. Calculate Net Cash Flow from Operating Activities: Operating activities mean normal business
activities relating to sale and purchase of goods and services. Net cash flow from operating, activities is ascer-
tained on the basis of information given in Balance Sheet, Profit and Loss A/c and additional information. As the
Profit and Loss A/c is prepared on accrual basis, the figure of net profit is not the cash profit. Hence, to find out
cash flow from operating activities, non-cash items are eliminated from the net profit figure as shown by profit
and loss A/c AS-3 (Revised) has given two methods for calculating net cash flows from operating activities which
are as follows:

(a) Direct Method: In this method all sales, purchases, expenses, etc. are analysed to find out cash flows.
(1) The cash realised from sales may be ascertained as follows:
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Cash Sales

Credit Sales (as given in Profit & Loss A/c)

Less: Closing balance of Debtors

Closing balance of Bills

Add: Opening balance of Debtors

Opening balance of Bills

Cash generated from credit sales

Total cash generated

(ii) The cash paid for purchases may be determined as follows:
Cost of goods sold (as given in Profit & Loss A/c)
Less: Opening Stock

Add: Closing Stock

Total Purchases

Add: Opening balance of Creditors

Less: Closing balance of Creditors

Cash paid for purchases

(iii) Similarly, cash paid for any expense item may be found out as follows:
Expense (as given in Profit & Loss A/c)

Add: Outstanding in the beginning

Less: Outstanding at the end

Cash paid for the expense

Net cash flow (i) - (ii) - (iii)

*okok

ook

ook

ook

ook

HFokok

HFokok

ook

ook

HFokok

ook

ook

*okok

*okok

ook

*okok

*okok

ook

Rs.

HFokok

Hokok

ook
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Under direct method, all non-cash expense items such as depreciation, writing off the fictitious assets,
amortizations of intangible assets etc. are ignored. Similarly, profit or loss on sale of assets/investments non-

operating income like dividend and interest received are also not considered.

(b) Indirect Method: Under this method, the net profit before tax and extraordinary items) is taken as a
starting point. This net profit is adjusted for non-cash and non-operating items to ascertain the cash from
operating activities. Normally, the adjustments are made for the following items:

1) Non-cash expenses, such as depreciation, loss on sale of fixed assets investments, prelimi-nary

expenses and other intangible and fictitious assets written of etc. are added back.

(ii) Non-operating incomes, such as profit on sale of fixed assets/investments dividend income,

interest income are deducted from the figure of net profit.

(iii) Changes in current assets and current liabilities during the year are adjusted to calculate cash
from operating activities. Decrease in current assets or increase in liabilities is added. Increase in

current assets or decrease in current liabilities is deducted

Cash Flow from Operating Activities

Net profit before interest (net), tax and extraordinary items Adjustments for.
Depreciation

Unrealised exchange differences

Provision for contingencies

Provision for retirement benefits

Amount

sestesieseck

sestesiesiek

sestesiesiek

sestesiesiek

sestesiesiek
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Loss on retirement of fixed assets ek
Loss/(profit) on disposal of investments ek
Dividend received ek
Interest received ek
Operating profit before working capital changes Adjustments for:
Decrease/(increase) in trade and other receivables Hpckdr
Decrease/(increase) in inventories Hpckdr
Increase/(decrease) in trade payables ek
Cash generated from operations ek
Income tax paid ek
Cash flow before extraordinary items ek
Extraordinary item ollokoi
Net cash inflow/(outflow) from operations Hakckdk
3. Calculate Cash Generated by Financing and Investment Activities: Now cash generated by financ-

ing and investment activities should be calculated taking into consideration the information given in the
question. These items are to be separately classified into investment activities and financing activities.

4. Prepare the Cash Flow Statement: After this the Cash Flow Statement should be prepared either by

direct method or indirect method.

Ilustration 1 : Calculate ‘Cash flows from operating activities from the following information:

Profit and loss Account for the year ending on 31 December, 2003

To cost of goods sold
To office expenses

To selling expenses

To depreciation

To loss sale of plant
To good will written of
To payment of taxation

To next profit

as on 31st Dec. 2002 as on 31st Dec. 2003
Rs Rs
Debtors 130000 144000
Stock 80000 112000
Creditors 55000 70000
Office expenses outstanding 5000 3500
Solution : Cash flow from operating activities (Direct Method)
Rs.

Cash receipts from customers 1083000

Cash paid to suppliers and employees (918500)

Cash generated from operating activities 164500

Payment for taxation (30000)

Next cash from operating activities 134500

7,00,000
60,000
1,40,000
70,000
32,000
9,000
30,000
70,000

11,11,000

By Sales
By profit
By intere
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Notes

1. Cash receipts from customers has been calculated as under:
Rs.
Sales 1097000
Add: Debtors at the beginning 130000
1227000
Less: Debtors at the end 144000
1083000
2. Cash Paid to suppliers and employees:
Cost of goods sold 700000
Operating expenses (office expenses selling expenses) 200000
900000
Add: creditors of the beginning 55000
out standing expenses at the beginning 5000
Stock at the end 112000
1072000
Less: creditors of the end 70000
out standing expenses at the end 3500
Stock at the beginning 80000 153500
918500

*Figures in brackets represent minus items.

Ilustration 2: Using the informations given in illustration 1, calculate Cash flow from operating activities as per
the indirect methods:

Solution: Cash flow from operating activities (Indirect Method)

Rs.
Next profit before taxation:(profit 70000+taxation Rs. 30000) 100000
Adjestment for
Depreciation 70000
Less on sale of plant 32000
Good will written of 9000 111000
Less:  profit on sale of land 12000 211000
Interest received 2000 14000
14000 197000
Add:  Increase in current liabilities:
Increase in creditors 15000
212000
Less:  Increase in current Assets:
Increase in debtors 14000
Increase in stock 32000
Less:  Decrease in current liabilities
Decrease in outstanding Exp 1500 47500
Cash generated from operating activities 164500
payment for taxation 30000

Next Cash from operating activities Rs. 134500
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Ippustration 3: From the following balance sheet of Ram & Company prepare cash flow statement.
Balance Shat as an 31 December 2002 and 2003

Liabilities 2002 2003 Assets 2002 2003
Rs Rs Rs Rs
Capital 700000 580000 Land and Buildings 600000 540000
Sundry creditors 100000 90000 Plant & Machinery 200000 150000
Stock 10000 12000
Bills Payable 150000 130000 Debtors 70000 45000
Cash 10000 8000
Bill Receivable 60000 45000
950000 800000 950000 800000
Other Informations:
1. There was neither any drawing nor any capital addition.
2. There was neither any sale nor any purchase of Land & Building & Plant and machinary .

Solution: Cash flow statement :-

(A) Cash from operating activities:

Rs
Capital at the end 580000
Less:  Capital in the beginning 700000
(120000)
Add:  Depreciation on land & building 60000
Depreciation on plant Mechinray 50000
Operating profit (10000)
Add:  Decrease in debtors 25000
Decrease in bills receivable 15000
30000

Less:  Decrease in sundry creditors 10000

Decrease in bills payable 20000
Increase in stock 2000 (32000)
(2000)
(B) Cash from Investing Activities: —
(®)] Cash from Financing Activities: —
(D) Decrease in cash during the year (2000)
Opening cash balance 10000

Closing Cash Balance 8000
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Illustration 4: The following are the summarised balance Sheet of a company as an 31 Dec 2002 and 2003.

Liabilities: 2002 (Rs) 2003 (Rs)
Share Capital 200000 250000
General Reserve 50000 60000
Profit and loss 30500 30600
Bank loan (Long term) 70000 -
Sundry creditors 150000 135200
Provision for taxation _ 30000 35000

530500 510800
Assets (2002) Rs. (2003) Rs.
Land & Building 200000 190000
Machinery 150000 169000
Stock 100000 74000
Sundry Debtors 80000 64200
Cash 500 600
Bank - 8000
Good will - 5000

530500 510800

Additional Information
During the year ended 31 Dec. 2003

1. Assets of another company were purchased for a consideration of Rs. 50000 payable in shares.
The following assets were purchased: stock 20000, Machinery 25000

2. Divided of Rs. 23000 paid.

3. Machinery was further purchased for Rs. 8000.

4. Depreciation written of machinery Rs. 12000.

5. Income tax provided during the year Rs. 33000.

6. Loss an sale of machinery Rs. 200 was written of to general reserse.
You are required to prepare cash flow statement.

Solution:

Cash Flow Statement
A. Cash from operating activities
Rs.

Closing balance of profit and loss A/c 30600

Add:  Dividend paid 23000
Depreciation on building 10000
Depreciation on machinery 12000
Provision for tax 3300
Transfer to general reserve 10200

118 800
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Less:  Opening Balance of profit & loss A/c 30500
Operating profit 88300
Add:  Decrease in stock 46000
Decrease in Debtors 15800
150100
Less:  Decrease in creditors 14800
Cash before tax 135300
Tax Paid 28000
107300
B. Cash from financing activities:
Sale of Machinery 1800
Machinery purchases (8000) (6200)
C. Cash from financing activities:
Bank loan repaid (70000)
Dividend paid (23000) (93000)
Increase in cash and bank during
the year 8100
Opening balance of cash & bank _500
8600
Closing balance of cash & bank -
(8000+600) _8600
Working Note
Opening balance: 100000
Add:  Purchase by Issuing shares _20000
120000
Less:  Closing balance _74000
Decrease in stock _46000
Ilustration 5: The balance sheet of X Ltd. as on 31-12-1991 were as under:
31-12-1990 31-12-1991
Liabilities: Rs Rs.
Share Capital 5,00,000 6,50,000
Share Premium 50,000 —
Profit & Loss A/c — 25,000
Debentures 2,00,000 1,10,000
Bank Overdraft 80,000 1,00,000
Creditors 80,000 75,000
Proposed Dividend 10,000 15,000
Provision for Tax 20,000 25,000
79,40,000 10,00,000
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Assets:
Good will 1,00,000 75,000
Investments 1,50,000 2,00,000
Fixed Assets 5,50,000 5,50,000
Debtors 60,000 90,000
Stock 60,000 80,000
Cash 12,000 5,000
Prepaid Expenses 8,000 -
9,40,000 10,00,000
Additional Information:
1. Net profit for the year 1991 before tax and dividend was Rs. 63,000
2. Provision for tax made during the year 1991 was Rs. 23,000.
3. Depreciation charged for 1991 was Rs. 80,000.
4 Bonus shares of Rs. 50,000 were issued out of share premium.
Prepare Cash Flow Statement.
Solution: CASH-FLOW STATEMENT (As per As-3 revised)
Rs. Rs.
A. Cash flow from operating activities:
Net profit before taxation 63,000
Adjustment for:
Depreciation 80,000
Good will written off 25,000
Operating profit before working capital changes 1,68,000
Add:  Decrease in prepaid expenses 8,000
1,76,000
Less:  Increase in debtors 30,000
Increase in stock 20,000
Decrease in creditors 5,000 55,000
1,21,000
Income tax paid for 1990" (18,000)
Net cash from operating activities 1,03,000 1,03,000
B. Cash flows from investing activities:
Investments purchased (50,000)
Fixed assets purchased® (80,000)
Net cash used in investing activities (1,30,000) 1,30,000
C. Cash flows from financing activities
Issue of shares for cash® 1,00,000
Payment of proposed dividend for 1990 (10,000)
Redemption of Debentures (90,000)
Net decrease in cash and cash equivalents
Cash and equivalents of the beginning (27,000)
(Cash Rs. 12,000-Bank overdraft Rs. 80,000) (68,000)
Cash and cash equivalents at the end —
(Cash Rs. 5,000-Bank overdraft Rs. 1,00,000) 95,000
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Notes:
1. PROVISION FOR TAX ACCOONT
Rs Rs
To bank (balancing figure, being the 18,000 | By Balance b/d 20,000
payment of tax)
To Balance C/d 25,000 | By P&L A/c (provision made during 23,000
current year)
43,000 43,000
2. FIXED ASSETS ACCOUNT (on written down value)
3. Share capital increased by Rs. 1,50,00 Out of this amount, shares for Rs. 50,000 have been issued as
bonus shares and the balance have been issued for cash.
4. Investment will be treated as long-term investments.
Tllustration 6: Balance sheet of A and B on 1-1-1988 and 31-12-1988 were as follows:
BALANCE SHEET
Sowatvdiies 1-1-1988 RIRJ-1988
To balance b/d Rs 5:50,000UC
%i 80;{]6 aﬁléh%%% figure, b%n(go' 0 850 OP(l)l I
Ibﬁajh g@ bank ’ 10,000 | Rep
rs.f sLoan 25,000 == ]
Fupd fom operations ™ 45 500 | 1% 88%006)
Bank Increas¢ jn,yprking
Capital 1,25,000 80,093,000 Building
umulated-depre :iatizé?‘.oé)sqoa()of ) 2é§7s’gpc9 for

During the year a machine costing Rs. 10,000-(aee

Rs. 5,000. The provision for depreciation against machinery as on 1* Jan. 1988 and 31 st December 1988 were

of Rs. 25,000 and Rs. 40,000 respectively.
Net profit for the year 1988 amounted to Rs.45,000.

You are required to prepare fund flow statement and cash flow statement.

Solution:

FUND FLOW STATEMENT OF M/s AAND B for the period ended 31-12-1988
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Notes 1. Calculation of fund from operations:
Rs Rs
Net Profit for the year 45,000
Add:  Depreciation 18,000
Loss on sale of Machinery 2.000 20.000
Fund from operations 65.000
2. MACHINERY ACCOUNT
(on Original cost basis)
Cash flow statement (AS-3 Revised)
(A) Cash flow from operating activities Rs.
Net profit 45000
Adjustment for :
Depreciation 18000
Loss on sale of machinery 2000
Operating profit before writting capital changes 6500
Add:  Decrease in stock To Balance b/d 10000 By bank (sale proceeds)
Increase in creaditors (Cost Rs.80,000+Accumulated | 4000 By P&L A/c (loss on sal
Dep. Rs. 25,000) 1989%00 By provision for Dep. A
Less  Increase in debtors | 20000 By balance C/d (cost Rs.
Net cash from operating activities 59000 Rs590@00
B) Cash flow Investing activities 1,05,000
Purchase of land (10000)
Purchase of building (25000)
Sale of machinery 5000
(30000) (30000)
© Cash flow from financing activities
Loan from Bank 10000
Payment of Mr A. Loan (25000)
Drawing (17000)
32000 (32000)
Net Decrease in cash (3000)
Cash at the beginning of the period 10000

Cash at the end

7000
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Provision for Depreciation Account
Rs Rs
To Machinery A/c 3000 | By Balance b/d 25000
transfer of depreciation on machinery sold) By P & L A/c (Balancing figure) 18000
To Balance C/d 40000
43000 43000

Calculation of Drawings

Opening capital
Add Net Profit

Loss closing capital

Drawings:

Current Assets
Stock

Debtors

Cash

Current liabilities
Creditors

Increase in working capital

1-1-1988

35000
30000
10000

40000

Rs.
125000
45000
170000
153000
17000

Sehedule of changes in working capital
31-12-1988

25000
50000
7000

44000

Increase(Rs.)

Decrease (Rs.)

- 10000
20000 -
- 3000

- 4000
3000

20000 20000

Ilustration 7 : From the following balance sheet of XYZ co. Ltd. for the 8 years 1999 and 2000: prepare a cash

flow statement:

Assets:

Land

Plant & Machinery
Less: Cumulative
Depreciation

Loan to subsidiary co.
Shares in subsidiary co.
Inventory stock
Sundry Debtors

Bank balance

Liabilities:

Equity shares of Rs. 100 each
Share premium

6,00,000

1,20,000

4,80,000
25,000
30,000

1,60,000

1, 20,000
67,000

10,65.000

Rs.
4,50,000
Nil

2000

Rs.

1,98,000

7,25,000
1,45,000 5,80,000
Nil
40,000
1,48,000
1,62,000
98,000
12,26,000

Rs.
6,00,000
15,000
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P&L appropriation account 60,000
Profit for the year Nil
8% Debentures 2,50,000
Profit on redemption of debentures Nil
Sundary creditors 2,29000
Provision for taxation 40,000
Proposed dividend 45,000

10,65,000
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60,000
50,000
2,00,000
1,000
1,90,000
50,000
60,000

12,26,000

During the year, plant costing Rs. 40,000 was sold for Rs.15000 Accumulated depreciation on plant was

Rs. 20,000 Loss on sale pf plant was charged to profit and loss account.

Tax paid during the year was Rs. 55,000.
Solution: Calculation of cash flow from operations:

Profit for the year as per balance sheet

Add:  Depreciation 0.45
Tax 0.65
Dividend 0.60
Loss on sale of machinery 0.05

Cash flow from operations

Rs. in lakhs
0.50

CASH FLOW STATEMENT (as per AS-3) (in lakhs)

Cash flow from operating activities
Tax paid

Increase in Debtors

Decrease in creditors

Net cash from operating activities
Cash flow from investing activities
Sale of Plant

Purchase of shares in subsidiary co.
Purchase of plant & machinery
Purchase of property

Net cost used in investing activities
Cash flows from financing activities
Issue of shares

Share premium

Cash from subsidiary (loan refund)
Dividend paid

Redemption of debentures

Net cash from financing activities

Net increase in cash & cash equivalents

Rs.
2.25
(0.55)
(0.42)
(0.30)

0.15
(0.10)
(1.65)
(0.15)

1.50
0.15
0.25
(0.45)
(0.49)

—
~
9,

[\
[\
9]

(1.75)



244

Cash & Cash equivalents at the beginning

Cash & Cash equivalents at the end
Tlustration 8 : The balance sheets of T Ltd. as at 31%, December 1999 and 31%, December, 2000 are as follows:

The following additional information for the year 2000 if

1.

2
3
4.
5
6

within six months, if possible by 50%.

company and suggest remedial measures to overcome financial crisis, if any.
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0.67

0.98

Credit Sales

Credit Purchases

Overheads

Depreciation on Plant & Machinery
Dividend for 1999 was paid in full.

Amount paid towards taxation for the year 1994

tax)

In view of credit squeeze, the company has been asked by the ban

You are required to prepare a cash flow statemg

(subject to deduction of

Liabilities 1999 2000 Asset:
(Rs. in lakhs)
Share capital 300.00 300.00 | Freehold property
Reserves 225.00 240.00 | -
£fa\Rgpentures 75.00 75.00 | Plant & machiner
(Unsecured) less depreciation)
Rs. 675 lakhs
Mortgage on freehold 27.00 14.25 | Investment in unc
property Rs. 520 lalﬁlﬂénagement (ung
Creditors 45.00 | Rsg8pd> lnkhs
Proposed dividend 22.50 R52§.77§ 0 lalf%\S/estment in sha

companies (unque

) Rs. 21.00 lpkhs
Provisjon for taxati 21.00 37.50 ket value:
sked by the aXl% gnreduce the overdraft substantia III;/ar et vatue
2000
ent and briefly comment or the financjal position of flag)g
Secured over-draft (by a 15.00 82.00 | Stock
floating charge on Debtors
assets)
Bank
730.50 817.50
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Solution:
Cash flow statement (as per AS-3)
Rs. (in lakhs)
Cash flow from operating activities 41.25
tax paid (21.00)

Net cash from operating activities
Cash flow from investing activities
purchase of property (15.00)
Purchase of plant and machinery (47.50)
Net cash used in investing activities
Cash flow from financing activities
Dividend paid (22.50)
Repayment of mortgage (12.75)
Net cash used in financing activities
Net decrease in cash & cash equivalents
Cash & Cash equivalents at the beginning
Cash and Cash equivalents at the end (overdraft)

Working Notes:

STATEMENT SHOWING COMPUTATION OF CASH FROM OPERATIONS

Rs. (in lakhs)

20.25

(62.50)

(35.25)

(77.50)

(4.50)

(82.00)

245

Particulars Rs.in
Profit for the year 2000 (Rs. 240 lakhs — Rs. 225
lakhs)

Add: Depreciation on plant & machinery 17.50
Proposed dividend 23.75
Provision for taxation 37.50

Less: Increase in stock 22.50
Increase in Debtors

Cash from operations

30.00

Comments on financial position

Long-term solvency may be excamined by computing debt-equity ratio:

Long — term Loans

Debt-Equity Ratio "~ Total Long — term Fund

Rs. 102 lakhs
For 1999: — =0.16
Rs. 627 lakhs

Rs.89.251akhs

For 2000: ———— =014
Rs.629.251akhs
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The debt can be 2/3 of the total long-term funds and for both the years, it is in a much lesser proportion.
Hence, the company is rather unduly conservative in this respect, .taking a safer course.

Ilustration 9 : From the following balance sheet of X Ltd . make out the statement of sources and uses of cash:

Liabilities: (Rs.) 1999 (Rs.) 2000
Equity share capital 3,00,000 4,00,000

8% redeemable preference share capital 1,50,000 1,00,000
General reserve 40,000 70,000

Profit & Loss Account 30,000 48,000
Proposed 42.000 50,000
Creditors 55,000 83,000

Bills payable 20,000 16,000
Provision for taxation 40,000 50,000
6,77,000 8,17,000

Assets:

Goodwill 1,15,000 90,000

Land & building 2,00,000 1,70,000

Plant 80,000 2,00,000
Debtors 1,60,000 2,00,000

Stock 77,000 1,09,000

Bills receivable 20,000 30,000

Cash in hand 15,000 10,000

Cash at bank 10,000 8,000
6,77,000 8,17,000

Additional Information:

(a) Depreciation of Rs. 10,000 and Rs. 20,000 have been charged on plant and land & buildings respectfully
in 2000.

(b) An interim dividend of Rs. 20,000 has been paid in 2000.
(c) Rs. 35,000 income tax was paid during the year 2000.

Solution:
CASHFLOW STATEMENT (as per AS-3)
Rs. Rs.

Cash flow operating activities 1,60,000

Tax paid (35,000)
Net cash from operating activities 1,25,000
Cash flow from investing activities

Sale of building 10,000

Purchase of plant (1,30,000)
Net cost used in investing activities (1,20,000)

Cash flow from financing activities

Issue of share capital 1,00,000
Redemption of preference share capital (50,000)

Interim dividend paid (29,000)

Dividend paid (42,0000)
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Net cash used in financing activities (12,000)
Net decrease in cash & cash equivalents (7,000)
Cash & Cash equivalents at the beginning 25,000
Cash & Cash equivalents at the end 18,000
Working Notes:
(1) Adjusted Profit & Loss Account
Dr.
Rs. Rs.
To Depreciation on plant 19,000 By balance b/d 30,000
To Depreciation on building 20,000 By fund from
To Goodwill written off 25,000 Operations (balaircing figure) 2,18,000
To Provision for Taxation 45,000
To Interim Dividend 20,000
To Dividend Proposed 50,000
To Transfer of General Reserve 30,000
To balance c/d 48,000
(i) Provision for Taxation account
Rs. Rs.
To Bank 35,000 By Balance b/d 40,000
To Balance c/d 50,000 By profit & Loss A/c 45,000
85,000 85,000
(iii) Land and building account
Rs. Rs.
To Balance b/d 2,00,000 By Depreciation 20,000
By Bank (Sale) 10,000
By Balance c/d 1,70,000
2,00,000 2,00,000
@iv) Plant Account
To Balance b/d 80,000 By Depreciation 10,000
To Bank (purchase) 1,39,000 By Balance c/d 2,00,000
2,10,000 2,10,000
(v) Cash from Operations
Rs.
Fund from operations 2,18,000
Add:  Increase in creditors 28,000
Rs. 2,46,000
Less:  Decrease in bills payable 4,000
Increase in debtors 40,000
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Increase in Stock 32,000
Increase in bills receivable 10,000 86,000
Cash from operation 1,60,000

Ilustration:10
From the following particulars, prepare cash flow and fund statements of Mr. Kumar:
I** Jan. 2000 31* Dec, 2000

Rs. Rs.

Cash 5,000 4,000
Debtors 40,000 45,000
Stock 30,000 25,000
Land 30,000 40,000
Building 50,000 55,000
Machinery 70.000 80.000
2.25.000 2.49.000

Current Liabilities 35,000 40,000
Loan from Mrs Suba - 25,000
Bank Loan 40,000 30,000
Capital 1.50,000 1.54.000
2.25.000 2.49.000

During the year, Mr. Kumar brought additional capital of Rs. 10,000 and his drawings during the year
were Rs. 31,000 Provision for depreciation on machinery-opening balance Rs. 30,000, Closing balance
Rs. 40,000. No depraciation need be provided on other assets.

Solution:
Cash flow statement (as per AS-3)
Rs. Rs.

Cash flow from operating activities 35,000

Decrease in stock 5,000

Increase in current liabilities 5,000

Increase in debtors (5,000)
Net cash from operating activities 40,000
Cash flows from investing activities

Purchase of land (10,000)

Purchase of building (5,000)

Purchase of machinery (20,000)
Net cash used in investing activities (35,000)
Cash flows from financing activities

Capital introduced 10,000

Loan from Mrs. Suba 25,000

Repayment of Bank loan (10,000)

Drawings (31,000)
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Net cash used in financing activities (6,000)
Net decrease in cash and cash equivalents (1,000)
Cash & Cash equivalents at the beginning 5,000
Cash & Cash equivalents at the end 4,000
Working Notes:
(1) MACHINERYACCOUNT
Rs. Rs.
To Balance b/d By Balance b/d
(70,000+30,000) 1,00,000 (80,000+40,000) 1,20,000
To Bank (Balancing figure) 20,000
11,20,000 1,20,000
(i) CAPITAL ACCOUNT
Rs. Rs.
To Bank (Drawings) 31,000 By Balance b/d 1,50,000
To Balance c/d 1,54,000 By Bank 10,000
By profit & Loss A/c
(Balancing figure) 25,000

Iustration 11 : The following are the changes in the amount balance taken from the balance sheet of PQ Ltd at
the beginning and end of the year.

Changes in Rupees in debit or (credit)

Equity share capital 30,000 shares of Rs. 10 each issued and fully paid 0
Capital reserve {49,200}

8% Debentures {50,000}
Debenture discount 1,000
Freehold property at cost/revaluation 43,000
Plant and machinery at cost 60,000
Depreciation an plant and machinery {14,400}
Debtors 50,000

Stock and work-in progress 38,500
Creditors {11,800}

Net profit for the year {76,500}
Dividend paid in respect of earlier year 30,000
Provision for doubtful debts {3,300}

Trade investments at cost 47,000
Bank {64,300}

0

You are informed that:

(a) Capital reserve at the end of the year represented realised profits on sale of one freehold property together
with surplus arising on the revaluation of balance of freehold properties.

(b) During the year plant costing Rs. 18,000 against which depreciation provision of Rs. 13,500 was lying
was sold for Rs. 7,000
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(c) During the middle of the year Rs. 50,000 debentures were issued for cash at a discount of Rs. 1000.

(d) The net profit for the year was after crediting the profit on sale of plant and charging debenture interest.

You are required to prepare a statement which will explain, why bank borrowing has increased by
Rs. 64,300 during the year end. Ignore taxation.

Solution:
PQLTD.
CASH FLOW STATEMENT for the year ended
Rs. Rs.
Cash flows from operating activities
Net profit 76,500
Adjustment for:
Depreciation 27,900
Profit on sale of plant (2,500)
Interest expense 2,000
Operating profit before working capital changes "1,03,900
Increase in debtors (less provision) (46,700)
Increase in stock and work in progress (38,500)
Increase in creditors 11,800
Net cost from operating activities 30,500
Cash flows from investing activities
Purchase of plant & machinery (78,000)
Proceeds from sale of plant 7,000
Proceeds from sale of freehold property 6,200
Increase in trade investments (47,000)
Net cash used in investing activities (1,11,800)
Cash flows from financing activities
Proceeds from issuarance of debentures at discount 49,000
Debenture interest paid (2,000)
Dividend paid in respect of earlier year (30,000)
Net cash from financing activities 17,000
Excess of outflows over inflows 64,300
Thus the shortfall of Rs. 64,300 was made up through borrowing from bank.
Working Notes:
(D) Plant and machinery Rs.
Amount of increase (at cost) 60,000
Add:  Disposal (at cost) 18,000
Acquisition during the year 78,000
Disposal of plant:
Proceeds from sale 7,000
Net book value (18,000-13,500) 4,500

Profit on sale 2,500
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2) Freehold property

Capital reserve 49,200
Less:  Increase infreehold property (closing balance minus opening balance) 43,000
Proceeds from sale of freehold property 6,200
(a) MEMORANDUM ACCOUNTS PLANT AND MACHINERY ACCOUNT
Rs. Rs.
To Balance b/d - By Bank (Sale proceeds) 7,000
To profit and loss A/c (profit on sale) 2,500 By provision for depreciation 13,500
To bank (balancing figure) 78,000 By Balance c/d 60,000
80,500 80,500
(b) PROVISION FOR DEPRECIATION (PLANT AND MACHINERY) ACCOUNT
To plant & machinery A/c 13,500 By balance b/d —
To balance c/d 14,400 By profit & loss A/c (balancing figure)| 27,900
27,900 27,900
ILLUSTRATION 12
The following are the summarised Balance Sheets of a Company as on 31st December, 1982 and 1983
1982 1983
Liabilities : Rs. Rs.
Share Capital 2,00,000 2,50,000
General Reserve 50,000 60,000
Profit and Loss 30,500 30,600
Bank Loan (Long term) 70,000 —
Sundry Creditors 1,50,000 1,35,200
Provision for Taxation 30,000 35,000
530,500 5.10,800
Assets :
Land and Buildings 2,00,000 1,90,000
Machinery 1,50,000 1,69,000
Stock 1,00,000 74,000
Sundry Debtors 80,000 64,200
Cash 500 600
Bank — 8,000
Goodwill — 5,000
5,30,500 5,10,800

Additional Information :
During the year ended 31st December, 1983 :
(a) Dividend of Rs. 23,000 was paid.

(b) Assets of another company were purchased for a consideration of Rs. 50,000 payable in shares. The
assets purchased were: Stock Rs. 20,000; Machinery Rs. 25,000.

(c) Machinery was further purchased for Rs. 8,000.
(d) Depreciation written off on machinery Rs. 12,000.
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(e) Income tax provided during the year Rs. 33,000.

() Loss on sale of machinery Rs. 200 was written off to general reserve.
(2) You are required to prepare the cash flow statement.
Solution:

Assets of another company have been purchased for Rs. 50,000. Out of this amount Rs. 20,000 have been paid
for stock and Rs. 25,000 for machinery. The balance of Rs. 5,000 will be treated as purchase of goodwill.

CASH FLOW STATEMENT (AS-3 Revised)

Rs. Rs.

A. Cash flows from Operating Activities :

Net Profit before Taxation :

Profit as per B/S (Rs. 30,600 - Rs. 30,500) 100

+ Dividend Paid 23,000

+ Provision for Taxation 33,000

+ Transfer to General Reserve™ 10,200 66,300

Adjustments for:

Depreciation on Land and Buildings 10,000

Depreciation on Machinery 12,000

Operating profit before working capital changes 88,300

Add : Decrease in Stock'" 46,000

Decrease in Debtors 15,800

1,50,100
Less : Decrease in Creditors 14,800
1,35,300

Income Tax paid'' (28,000)

Net Cash from Operating activities 1,07,300 1,07,300
B. Cash flows from Investing Activities :

Sale of Machinery 1,800

Purchase of Machinery (8,000)

Net Cash used in investing activities (6,200) (6,200)
C. Cash flows from Financing Activities :

Bank Loan repaid (70,000)

Dividend paid (23,000)

Net cash used in financing activities (93,000) (93,000)

Net increase in cash and cash equivalents 8,100

Cash and cash equivalents at the beginning 500

Cash and cash equivalents at the end

(Cash Rs. 600 + Bank Rs. 8,000) 8,600

Notes (1) Decrease in Stock :
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Al 7: faiig e &1 i, wa A, o,

B%'!?I <™AT Hexd (Meaning, Nature, Functions,
Objectives and Importance of Financial

Management)

Pis N FaIr A @ @1 9 ) urw § & o1 Gaan 28R 9 Q) S9! Qe 8 9adl 81 Faqr™
&1 ft B D Aherd {1 9@ faa @ guragel geey R AR aRcdt 71 afdea e e
P faa P Ta=AT IAAT YT IJVeNP 9 9 YIH B FIIRl H T Bl 21 Tolhd g1 gs! hrf=T,
A e MY WReH araaifie SR R9-ufafes g o @ §, == & | |y 349 Seens ¥ fada
YARAT BT AP Sifeel Td HfSH gidl ol & 2|
JAHTe: fad @ 91 9PR 9 O &

() ESHe faa

G fon faa

A O &1 a0 ASHI (State) fI A a1 ¥ 1 39 =N I 3egT+ fhan wiren @ b fafa=
ArdsifAe FRATE fbd TehR 3T faxiia gawe ez BRell € | Qidei<e I B =id D=1 IRBR, I
TRBR AT RN FRATE (Local Bodies) FAfed Bit €1 39 I=iia T8 @1 Al ® b 3 w=et fhvt uopR
9T 39 YT BRell & 3R Aidoife f@d d Sh1 I fhd YPR Bl & | GR-59 § I8 BTl 8 AP
2 fb ardsifAe faa 9 advifAe 3ma, =g, oAl gagR] &1 Feag_ fhar s 21

fash famr o1 aref fash aafdal qen fAsh wxensl @ faa | 81 21 s9a I=rid $9 919 61 NI
foban wiren 2 b Aol aafda den et 3= faa @) vary garen fhd ghR avel & I 5 yarR ar<
Hl & 3R B9 ypR g aelt €

sl faa @1 39 9r | 91er o 9@ &
° aafdaa faa (Personal Finance)
° A% fad (Business Finance)
° IR 19 BHM et (ﬁ?ﬁﬂ) HRen B faw (Non-profit Earning Institution's Finance)

fdma faa 4 @afda & g1 ST sl |4 49 3 davu-gawen o1 sieagH & o g1 R A

NS P S 9 Faferd fbU ST arel SUshbHl &l fa &) Ja=u-2gaRen &1 31eg fhar San 81 TR
¥ IR-TY PUM drell GRAT3 B fa9-ga+y B Faven &1 gy fhar sian 21

fa<ia wa=y &1 3ref v oy

(Meaning and Definition of Financial Management)

fa<iia yary 1 e et oft araaTRie o a1 sa1E B JArs wu | gdH 3 forg sa! [y
o<t ga=y-=ga=el &1 21 991 S98 I3 Fel =1 3w 2 | faxiia vary aaafie gav o1 a8 &89
g foras s=ia =gaar & faxia e va faw-ord &1 gera e faan o g1 59 forg faf
oM, 3eed T Ag=or © i fbe oI € 1 faxiia v &1 fafa= fagmi 3 fafi= vyor 3@ afRafea
faran 21
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° Bla$ U9 39ed (Howard andUpton)Eﬁ Il |, i vay & e " veeaa Rigrl @
fafia gaey @t fa9re fbanell wR @ &< @ 1

° m@m(WestonandBrigham)EﬁﬂEﬁﬁ, “faxia ga=y fa<ia fAvfa a9 &) 9 fhar g <
AfRTTT ST Ud SUhH P oledl § FH-=aY wAfdd HIel 2177

e  JTAMSH (J.L.Bradly) d IR, ' i vare arawiRiss gaw &1 a8 &3 8 e @y ot &
faaegur IUART va goit |l & Aad 999 9 g R 2 $39 arell 3318 3 Sgedl of 9f
P IR TG TP’

o W WU WA (Pro. J.L. Massie) ® 1=l H, ““faxia Ya~<1 b aq™I P a8 FATHHSD AT 2,
Sl I TaeHl ® o aeasd fad &1 9r< HR qoA IHBT FUTaeell S A SN B & forg
SRER 2t 817

g vav &) o R

(Nature of Financial Management)

faxita gema 9t u@ QA T99-999 R 9o B 2 1 9d A 9 aead I gey @ a8 SR sEa
STedl A B i yary | ot v 399 89 &1 ® <l 39 INURYA uRadd gY § 1 99 g s9HT a7
aga Hifad on SiR 91 § =ue B | Ugd faki e B Bad BNl Bl WU FIA B FR HIAT TSl
o1, IR 34 BI¥l B [ULU B AR BNl P AT HAT T I7b1 YOI A 7471 B, oy afoa
Sl 9 IR Ahergdd B 9 | 3 faiia Jeva o) e R & orria 3@ 3/, & 3R Seedi &l |ffera
fava = €1

fa<a v & ot

(Funtion of Financial Management)

fa< g &1 g PRI FaAr B ATH B A g 71 2 faa 6@ N wrd & forg @ wepan 2
3 T A SUshd H fakiia gava $ B Aeaqul H1 R B 8 & fors fad & sl & w9 d
W =1 I 2 | faRi gaey @ Bl & 9R | 91 39 M @ aR | faxi fAeivs, e A8 ' eIk A
&l Thed &l 9l B | fafi= oras fafi= ord aar § 8k S fU=1 i1 -l & goa 21 o fafsam
faota (Investment Decision), faa fAota (Financial Decision)?ﬂ‘*ﬁ'ﬂ fafa fAota (Divided Policy Decision) G|
s <d B B J 39 At Pi-3madi faa srf qen s fag-wrt (Non-recurring Finance Functions)ﬁ
qicT 8| 3remae 3t gfawn @ fog faxia st @1 =1 < d@fsal # e = &

Hisd-1
fca goy & &t
(Functions of Financial Management)
et fawr & wrd M fax1 & &/
(Recurring Financial Function) (Non-recurring Finance Functions)

1. ®INl BT A9 T [ugr
2. BI¥ Td I P AeeH

3. BNl BT A=

4. BH P I YN | IAH<GI
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Hisd-2

g w1 & o
1. Nl BT ga==
TRl b1 gewE
ARl s

Rl

S IE AR G b

3t faa st
Sradl fad sl A arcgd S99 Braf W ¥ O IR-9R AR 219 ¥Ed 81 o 3 d B 2 € o B

& R AT T BH S Il Bl MW 7 =R fby &Il g1 371 Bl & Sfeia i o1 e den
|, BIYI Td 3 B 3facH BIui b1 a1 3 @ g o afera avi= 91 war -

1.

B8l 1 AR Td §HEYT (Planning for and Raising of Funds): f&=ft *ft aarafe a1 &1 g
facita & & o a2 3 STl 9t gfd & forg fag &1 € R 9 e & iR SHa Jugv
PR I BT DI TR B | fIxHT gave $1 Fdued SR T Y ¢ faxiia Ao i dIR AT B
AT 39 YR A Al iy o g & 9 faxiia st &1 wen-wifa sifim fRyivor fasan
W1 9% | U a1 1 A9 e @ At ® & i o1 s Sua 8@ 9@, U | 8@ fb d
AP Tha B ford Wil 3R fhr 91T § = g4ie fbar wiv | faxia arsn &1 f[aio a9 4§
Serdrel, ALHTA SR IUBIe Tggall &1 +ft eaF v T | e i v A = g
T | A 91a1 &1 e A 31U HRAT AR

(i) Yol @ A a1 Srafd

(i) Yoftemor ot fafd

(i) Py W< B B forg A= A= @1 g
(iv) ArIt qA1 ATe ARl @ gaen HRAl|
(v) 3 & Ryl va faaror $ fafd

o<t dre 1 T a9 Swga a6l 31 F$t MR | AR R st Rk o @i | @@ FAoi
B fH0 B B Ghoran &) maRfRen 2

o<t yareres fakita Ao o1 RHior R i AeEl & SR & Ao 991 81 TR vl | FEl
1 "aal ® & 3fea kit smavasa @ fFA-f63 wem @ g & som, 59 ger e
H WA & GG B goit it wifd & forg sren &1 Rt fasn sren & qen swe fog
Slﬁ"ﬁmﬂ?ﬁ(UnderWriters)ﬂ%ﬁﬂT&ﬁ\_ﬂ'ﬁﬁ%IWﬁaﬁ?ﬁqﬁ?qﬁﬁﬁﬁmﬁiﬁml
afe gd-ufcrenfa wAf @ deareia faa ot smavawar ® i faxita yewus &1 g8 [via o= g
o sten afifexor fban U smuet For-un &1 g8 Avia & aal ) AR SRar & S Sushd @6t
ST (profitability) SUspd @ acaA faxia-Refq, goit va gg1, iR @t Refd, di dem s
ot wRenstt ) HerET BvA @l A, WRER o) ST B 9} g N, S gR S § Su
A B B snfe-snfe aRRfG 3 2 |em o1 gma o 9 e | Igdhead wal ) fad ura
BT T faRiT gavere ) Aherar @ waEId) 21

G| QT'-I I &1 AgeH (Allocation of Resources and Income): faxig ga= &1 U H??cF{Uf Bl
T PN AT T D TIDH FARJA R Ps gl A AR ST Ok JfaRTt TaF7 (Competitive uses),
TGRS (Profitability),3TRaRIAT (compulsion), TR ® Ta+a G921 BH & THI T+ Pl &9 A
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g1 3nfe-anfe | Rl wHfl @6t <gawen &RA &1 B 3l oreR) faxial @ garen =1 &1
P 3l o e faxiia gavy ot =21 ® I8 @ A&l (Cash) fST3a1 (Receipts) 91 AR (Material)
& I TRA S forg STREr Bkt 31 B @ 3 & A= s & forg faeht s arer sy
I8 B W faxia gavy 1 71 BH B I DI TR-BR & forg A1 Sg, ol B Y B
ST J12AGT ATHIYI qiel Se-39 9=y ¥ fAufg 9t |au 9 fow o= =nfu |

BN &1 A=A (Control of Funds): BN WR fRT=I01 Ig=1 den AeFl @& 947 S A= w=A
fa<iia gevere &1 U o Agaqul B 21 39 Bl & forg o gwg fAyiRa fébg ok § ik a1 |
qrIfds e (Performance)ﬁ LA HRD faaa= (Deviations) HTe[H fbu oma 21 afe A RA=e=
qgd 31feIp B €1 (AT APRIHS Bl 1A HPRIHD) 1Al He&- HHT (Tolerance Limit) ¥ 918X 8l
IR ACEGE G %I’Q GURTHD HRIATE (Correctives Measures)ifﬁ S 31fa 3mavas 21 g1 9d
®ral 8§ faxii geue @ e Aeagel qfaer A gt 7

o @ 3 Ay ¥ wwag (Coordination with other Department of the Firm): I8 BRI TS B
HEwaqul & it fait ft Sushd ot awern S fafi=1 fawri % aie oM are 9= ) 3R e
2 a1 sres1 daremd 8 SaH1 ) B @ forw srest W | fau-ard te v arf @ o Fa @
g BRI B gHIfAd Bl g, 3rd: fad faur & fAeysx =g fAurn @ sree1 w9 891 anfed |
faa yarue 1 Tnfe fb a8 f[Afa= fAur 4 39 gyerR 9 99=aa Rfud &R o B g9arR @t
18T Sq=1 7 & |

gt faa-ord
(Non-Recurring Finance Function)
TRl v o1 3if B W aR-9R | 2l @ i H-ft A 21 e s fag-ed g #

o & faf-geas o Ff-Ff FE B g1 O TRl $1 qeaied, O B MRS iUt 9T
YIS Bl A1 991 31fS 3Tl BRI & Ho Ia1evvl & | 37 favw aRRufaal 4 S M aredt faxia
JHRIS B G b R faRi vaeus 1 @ AYR gsa €1 31a: 3 fau-arl B BIs @9 ded
Tt el 2, 39 W 3R N e s R i wnfde @ifes A A srafd & forg 2k 2 fom w® % a1 aifkawa
AR e €1

S O, g9ed g1 aftfa faxig we=a @& @™ (Functions of Financial Management
as enunciated by John J.Hampton)

1.

DIl DT ¥q=F (Managing Funds): T & TR SNl B ARG BH Bl IR Tl okt AP,
SYR & TS YBH, AT 30w, YaiftaR e, 0T w5l & sharsll | U ¥6hH | 39 v @ forg fafdre
HHATR /ARSIRAT B smawdsal Bt g1 fadia yawe B9 & gaR d9ed o od °9 Bt
AMATIFHAIRM P QR A B U oM B Jgawen w31 & fow Suveri B 21 S AcaPiei,
AEgdTet a1 Sidfaretis faa sgaven & forg |el 1 g 21 e Fare-Avsd gRT oHTel siftd
fban e B, 9 39® foru Ape-yarte R B Bl <1 W faT gevue uR s g1 di
1 Y S99 ATedia A fhan S =1fee & 9 @ el 31 3rgva 81 iR A & sawadhar 3 319 B |
BH & PN Bl Ha 56 YBR A fhar o1 TRy o i 3t |4 9 gikd | |98 a9 w@ifua
=

mﬁl’lﬁﬁlmﬂ(ManagngAssest):ﬁ?ﬂHan?lq'Tﬁ%WWﬂﬁiﬁﬁlﬁﬂ%W‘qtﬂfa}aﬁﬂﬁ
Tt W SYART & forg fa-waeh fAofal o o A wfafer gan 21 3 yerus 59 99 @1 SIgEE
A & b adw= | den vfas # wH B fba-fba i @ smavasar @t eiR fha | 4
3R I TR fba S arelt STgHIHG = 1 S | A [l D GE1 9 Ao & R J
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A

fAvia H1 o B @ STl @l W |1 9 | faemme awufaat &1 sifteaw Syt fa waR fhan
ST Ahdl €, 3 @bl B b yprR w49 fhar oy enfe-anfe a<l wr Avlg ad €1 599 A
PRGN GURA] Bl TPl § geo Bl (Avfg o God & 1 o9 BH $) aRetan 98 Ga |

el i (Liquidity Functions): O ga~tre & wH & ol oINl o g« dRear-agazen & fore
3M® BRI B q‘éé g1 3™ ﬁav_c_-»'-‘;lﬂ'lﬁ Cal ‘fﬁjﬂﬁ (Forecasting Cash),aﬁﬁﬁ G| Q?Fﬁ?l Cagl|
(Raising of Funds),3TR&% ®I¥l &I YaT8 U&=t (Managing the Flow of Internal Funds), 3mfe-3nfe
q& B/ £ | Abs & qarg $l gaigar fa afafes & sl @ forg smawas 21 Adbs & 3 JarE
Uq 91T (Internal and External) FdT@l ¥ HHET B9 A1f2C | BH ISl Bl Thiad B4 & fafa= A
B €, SNl %01, 319, ArEsie (e, faxdia GRensii | ko1 g Jerrdn sfe |id &1 g4 afy &
YR WR fFa S 71 afe A safd @ forg faw o5 smavasar @ @ #1E R wEE Suga S|
IR FaTE H Aiedd JoM1 W & S/ g1 3% dR BH Sl Ori 3 aedsal | 3fid w@wd
TG g IR el § 3, U H A1 U B SRl B 1 AT gaeue Bl b R yarg # dred
Sor 1 ft g B B 3Fd IR B fhil @R H avddar 3 S 3P T § SR fBW 6w,
U d 991 S99 @ Wil 21 faRia yeve Biel @ sr=iRe yarel @ [Rafa eve w6t
ATMERIGT Bl 91T ST el g |

TGRS B (Profitability Functions): faxi yeveres & wH & ol &1 91 o+ 8q AR
A B B TS T ANG-FIFA0T (Cost Control) ed-AEROT (Pricing), M7l 141 &1 qafgar &1
(Forecasting Futrure Profit),‘j\ﬁﬁ P FARTA BT ATYA (Measuring Cost of Capital) 3T | FTa-fAa=ror
faxig v, Yol SRaTd &1 U Hedyul BRI Bl 8 | SHSD I 59 91d $i 31ega= fasan e
g f& ara @ A A fFar 1 FEa @ 91 9 R f R a9 @ 9 39 a1 @ fog
AR-aE®A Bt fafi= fafei 99 gote iR Ioredt Ra=v1 99 ara nfe @t weran <t S
g1 B & IUTEAl Ud Qasi & Jed RuiRa &1 B gR1 forg 10 w9 Aecaqul Aok & 5 )1 ki
g Yoa RuiRor R # o saeadarsii & fageivor & 3SR (Tools) & &Rl & 91 Jod el
& RufRor 4 wergs @ 21 iy gevue & widt srgae e 81 widt @l & gafgaE @ foag
THM ARF, Fifad g g, SR e it 9eR—a § Yol &1 | & A1949 & IR 39 a1 3l 37t
Ta fhan o 2 o & forg s goft @l ar @@ 8 | B oFeR1 a1 @il <M1 golt g
PN E, ﬁlﬂﬁwg\ﬁﬂ (Loan Capital) 3R leﬁllﬁﬂ (Owner Capitial) ®ed B | faita geee o a8
e 7 f gz faf= wremi 9 o<t 4ol 61 R &1 101 R d2 Jaa-9ared 9 Saead
9 B YR B, IUR foIg Y 499 B g: YT DI e B | 59 ThhA1 B & B DI golt
T iR ded ¥

fa<ita weva & F=fofa 3= ol 2k &

fatta Rae=

faa =ga=en fAvig

fafar faotg

e Sifa Aot

fatta Rae=

AMHRAS B

faxia AAS (Financial Planing): fa<i ga~ue &1 991 ygel o @qarg & forg fa<ia aromn
TR HA1 gl & | faxiia Faiom @ sifira Sussa & Stedl o g @ forg @il a6t savas |,
IAD! A Fen URWRS U B 31 iR 4 2 21 Fg g Qe e g fewon |
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AT AT SUST B P S ST 8 " | faxfta Ao &1 [afor a1 @ forw faxha geea
G ﬁiﬂ 3aig (Cash Inflows) <11 ﬁa@ gfgafe (Cash Outflows)ﬁ HGY hIAT sl 2 fa<a
Ao & AT A AdveM FqaT & STeudTels a2 Sitfdrei St &1 RufRor fha o g1 559
U WS B oIy sfaead BN ol A1 72N A 1 A I A 7 | $9D g¥Erd Yoil S
(Capital Structure) &1 fAHT0T fhan sirar @ oy ag Ry S o @ & smavas i f&9-faa
Al A AR ¥ U A waiaa fh Sme | ki v o1 e 3t v [, snfdfes aRRerfrr,
S & 9fa va=a &1 € fiedivr, yidt fORaR ST, Faar™T 3 ATvvedl SIfe gl B &a1= |
G =R |

fax sgaven W=l fAvfg (Financing Decision): faxia garas &1 g1 Agwyul FAvfa g @t
maegwEdis 3t gfid @ forg fafi= w9 faa |y w30 2 21 g8 g goi-gr &1 37 8
g | goit-era d Iz fuiRa fan s g & smavas qoit @1 f6a-fba wremi & fda srguma | g
faban StTen o 1R 3EEnfRal & forw g & sifdeaH fhar o 9o | 39 3= g Afdea
faran wren & @l fafafoa g\\_rﬁ (Capital Employed) | W‘j\ﬁﬁ (Equity Capital) &1 faa=r-fasa=n
MR BT | 01 3HR 3e-Yonl A IR aged 811 aifd wifd gof-era § aRacd R wH & Jod
1 guIfda fban o1 e & VA Yol o &1 ford o1 @t Ifaa 9 &1 s fasan /i g1, srgeer
goll gTel e & | gdRead goil ol &1 Rafd d wd @ sfivferl @1 aeiR e siftieaa ekt fasan
SITaT ® 1 92 Al (UnderWriters)Efﬂ A1 b1 FAT fhan S 21

fafa-fAof (Investment Decision): A1 fAvfal # we¥ #w=wa guifavia fafaarr Aok @ s 21
fafar Aol § eferei= Tt # AR (Goit swifcs) den sreadrei= wwfiat § fafar
(Brfefter goft wam) enfae B 21 Aefwreis wwafaal (qeia st 3§ fafar v Aok gon
FafcT 9 ARaam favevn & gr1 fafi= defeus aREeH IRl & Taaargul Jeaied & 91 & forn
AT & 39 BR & Yol a91feT § 9 @ s 3 TE@H usd 2

faf=1 Jfeus uvamai § I gon faff ot g1 S 2, S At a1 9eE $Rel 81 39 TR
goil ARl &1 geard Wda U JH19 |19 ATEUsS & YR R 8 fhar 1 |l 8 | redadleld
wHfaal § A &1 9w ® v At [Rvly od 9wy anvierear 9 a)ean (i) @ =
dreiie faor gsar 21 349 21 § Wyuifde 9 A g a1 21 afe d=en eqdbrel= gl o
e fAfam T8 Sl &, @ sHS IR GH 81 AT 3R A1 SRl @ I H SrAHY
2R 3R 39 PR SS9 |Hel dh-ie feareia= & Rafa a1 21 sieht | afe sreudrens wwafal
# aeaddl ¥ ¥ [AfFNER w1 [{ 9R, @ avEEes ) afied gua 99| gE TE
BT TR & U dd Afda T #el & Jvad § W Sfa faffam fifa s =nfad | |
H, fafr-fFAoka g yery &1 Jeaqet a1t & e gwa arverREa W) gsa 21

@rre A RAvi (Divided Policy Decision): faxiia sawers &1 U& Wi S/ awmen sifvd a Q@™
A Tl fAofa 9 gw=fRe 21 fOxia gevue S yevusd &1 Y e @ & oy @1 fhan 9
IRl B AT & w9 A fa Smg | b wm sfaenRa fban sq | ge srgaqera™ @ =
U JE B B Sl IIIRAT B 4 Bl APHaq B < | IR DI AT & FY H S A aredt
<11 &1 FRuRo 59 9 9 g @ fb d=en SuRIfR &1 3fdeas sai o urlt § a1 e | 9wy
e fAvta &1 guma refvereq vy uR sawa gear 2

fafta vevy @ A &R 3o d GEfRg ¥ 1S 376 e & SR Al & svenRal & g9 @1
st | 9f fafa, sref gewm a e fAofa snuw # wafRe 2 € o 39 fAofdl o1 wgaa
wY ¥ T BT AMMRY R HHA B I P TR G TR TS dlel 978 AGRd TG DY S/ PR
ARRA | TP =3 gRAIST | fafar a1 &1 Aol fafam @ forw @w @ smasasar & o= 21 @
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T 3rivEreA &1 v §f o 1 gsar 71 SefvewE [Rvk e 3ma # e i @ gt e
g SR I wifaa W i B | FifP MRS rfveH & wu | gfiuiRa s 31 s oAl
1 T A afad PR <l 81 U B kil e Irgdperad agad Ao eer 3rm &1 smeariRia
PR Fardl g P oAl & g1 &1 sfdaiaror @ S|

5. faxia A= (Financial Control): faxifa fAa==v1 faxita a1 &1 T LS| 3 2| faia A=
P I S Bl M B forg fA=e™i (Deviations) B w1 ST 2| i FAa=o1 &1 & forg
goredt F=Iv1 @en ara A= fafedt a9 il €1 fasia R 3§ wdwem faxig fFAeares wmg
(Standard of Financial Performance) @t gd fAgiRa swmai @ REEL Dl SN & AR fAge=i o1 g faan
Sl 21 afe fAeen ifadl, srdiwal aon ufbast § & & dRu A9 § 9 59 Al sanfe |
aeg® Rad= fby o E 1

6. IHRAS BRI (IncidentalFunction):ﬁ ®rl 2R g A & B9 & I ST-Fﬁ A qgd A d fR
ST @yt Bl B qRuYs B ¥ | 39 e Pt B R

() afvfaal o gRen, af T I YogaE Sa@i Bl dh

(i) U2 U BT JISTHISH BT T2

(i) oW @A, RUIE TR w31 921 faxig Ay &1 Jearea &=
(iv) rps WK A1 P D <@ |l DA

(v) IR 37BHeTvl (Internal Audit) BT TRIA BT 3MfS-3nfS

(vi) <Ardoee fada v g9

(vii) 9P H Q1 Widd 90T SHH €9 STHT BRI FH-H Y= BT |

fa<ia wes & SR

(Objectives of Financial Management)

faxila gara & SR1-1 f) Srgafked @1 9N R A9 B WH BRI IRG-A 8 Sl g1 36
39 91 BT W I AT AP 2 b faiia gaey & STea 91 €2 YeW ©U A $al ofl 9l & & faa
T P Y Se¥d B & Fael BA1 £ | A1 A1 [ fagei 7 sros-emae g1 9 faw &t st A
R 99 9eqd & | faxia yevy & S2edl wR <) ¢ fieavi | faur fdan o aean 21

° qp WX A (Macro Level Theory)
o q&H R A (Mirco Level Theory)

Macro Level Theory ® 3R faiia siae1 &1 Sgeu Su«a AfAa AigHi & e, Aoad, Hereaad
SYART ERT SYART G ITH I AT AdT BT 9 GF B o e TR AT Pl ITTS BT 8 R 59D
ﬁcr\ﬁ?{MicroLevelTheoryEﬁwwmNWW‘?WW%WEWEEWW
ge= B I b1 YRl fban Siran 21 a2 Sevd 59 yoR wra fan oy, sua forg sranfas affa <)
IR &t ==l TS & (1) oYM B AfABTH B (Maximisation ofProfit)Sﬁ'\’ (2) gl P AfAPTH B
(Maximisation of Wealth).

1. & Bl AfAPHTH HIA (Maximisation of Profit): R I A I8 A4l § & 7 oy
P TP IfAP RN (Economic Institution)ww%aﬁ'\' aﬂﬁww&waﬁaﬁaﬁa
TR Bl B T gl aNIPbT g, AT AT B 0T | IH- BT Ig Uh T fAdp Sevg Wi 8
3R anfefe Y| fagm i &1 a8 wa & & o w=en & ol @t 9= g sifdre @rft, a8 St
B AfYp 3t A S | AIEROE: 98 BRI 3l Al Sl @ S 319+ SeenfRal 1 1fe
Tha¥ TAT AR THT9 2 | MfAPaH W &l A= T IR < 99/ S &
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() Ife v ATERAP BH YT A AfEHTH BRA B S DI UIcl- BRP ATHITD-MAD Bearor
Pl AfABTH B B

() Ife it gaaRe Ao aviasi © S 3l & | Y@ fdU o € (Fg Aot
HHETdl B T9E HIYS ) |

(i) IS SUTE ALl BT ISIRT TAT FATT 19 B NYR GR fban o Fhan 2|

(iv) afe g aafda snfdfe foban faawyel g1 | FHRaT 8 iR SHST Ied ITAIRIT BI SifeIHad BT
Bl & A1 I8 99 a1 oI @ b SuAfiian & & & wy | A1 S Wahd 2

qRAd H T ST 1 AP IR BT I3 ArToTd, Nfefd wearor & Jr-wne fafa—= weEi |
fafr=1 gprR o ST &1 9 o1 B B -1 S A9 HAFET 1 & &) 399 DI G<g T8
g 3R I PN W 3rgfem =1 Br M 5 v e W IR F1 U W Wi i 21 i e sifsia
¥ B oY U wH 3 BH | fE FeIe IR &1 9IS B B | IR 39 A B ARABAH B
P I Bl 3P AN Bl T 2

WUGT B Y Bl AAGAH BT (Maximisation of Value of Wealth): ST & Ho HI 3ifddhad
HAT IAToTDhd R Jawe $1 991 Aedqul S AT STl B | 3 d1 A1 DI MfYHaH B B =
R B Pl GG S oI Bl AAHTH JIA™ BT o I AT A1l 8 | 37« faxiig gavg &1 ST
Nt B 3 e B T B AT FAT B B 1 T BRI R & a1 erer, e iR a9 sienfis
TR H GHIE1 Bl fHad B3 4 gis ol g8 2| faxiia gawa &1 v & forg O 3l 71861 o3 =
R aa1 31 Yo P9 B 81| B Pl Had g8l BRI I ARy o B BT Fg Ged (Net Worth
of the Firm) &< g1 I ¥ 1 F3 dJafead drl H A fft vas &1 g1 g @ S9 BRI B g1
R R wH ot vl # 9l Bl B | TS 3 g P fda w1 & RIgr 31 ‘Ins
IFAEREE” & ‘M. Aiar@’ | gfaafea foan on| S=2F 59 fawg o1 g gfaawa 0 3 sreagd fba
IR A | A AMIRS H IR e a1 | F99e1 & Jod B AfAFHaH 31 &1 g ada=
uRafia araafs sRRufaal # Mrifta Sl @ forg i Sugaa aar 71 g Rigra awnfaa e
D 9 Y DI AT a1 & | 901 SR Ua fAf¥Ear (Risk and Uncertainty) &1 fdgeiyor &=« 21

I g | MG 3 TS P IH-aE BT TP AL B AR T8 HHA D e BT qoR-Hed |

o wwufaal & el &1 Yo IR H Ifa-¥efd tads § SEd (Quote) fhan wman 7, f ww=ufaai @it
ARl ®1 Yod 9¢ T & IUAl Tl | aRad | @ WY A 3 BT IR Tod & HHUAEl @ a9k @
Hed B Fa B B | AIRUG: I8 ATl & b e &1 Joa ¢ el & o &¥a-n o1 @1 H W gt
B Y& 21 3 BT AOR-Fed H 4 B AT D FI-A1Y WIS 14 BAE P, B B Arre
A, Tl 9 aRerdr 9 F B INEET SRl SN 3T dedi WR W AR BRar ® | AeRo: v S
T & b Q1 FHfAal & A a1 e S9E g W) A S Fial 3 STl Bl aeiR o STT-ITe
&1 T8 IR HHA Bl TS Bl R FIURT HIA B | S8 HHAT b 37201 H1 IR e 31fdd 8 forat
Y& Tl (Net Wealth) 31 gft | FRifa Suspdl @ afe a1ell &1 aIoiR-[d Uep o 99T | AR 98
@ 8 g HEl o Wbl ® b 39 wery e Seeai a6t gfcd 6 wem 7

1.

g va= o1 W™
(Importance of Financial Management)
anyfe g #§ i & e a e & s ki saey 1 oe 3Ry 9 @

GRS T B "Iﬁ‘l‘ﬂ 3T (Significant Part of Business Management): faxia ga=a aamawifs
Te Pl U YA 1 T I P qAD &3 H fARIEIHROT (Specialisation) 81 A AP faumT &1
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SR [ 1 4 8 W 2| o’ geR Scares ye st A, fauvs yeraes fasea fbaneti |, g
w3 el st #§ fAger i & St geR faxia vee faa s @i e # favdvs
Bl 21 f=ft oft fawrmr &1 ot vata fag ot aren & fas 1 w991 =€ @ 9war | 9 Ay 6t
fopanan @1 yurg fag ax i gsar 2| faha vevy gaara & 9t Qe § g wenfua wwar § e
I feharsi &1 RaeE va Ra= e 21

2. %H B e (Value of Firm): fxfta ge=ar smom faxfig fAvfal g1 v & g & gwifda &wan 71
34 fAvfal 9 fau gaven = Avfa, faffa [ofa gen amvren Hifa Rofa affafea @ €1

3. NIl Ud AMERIG (Ligidity and Profitability): I @ aReidl Td iveraddl faia yeaw )
AR Bl 7| dRean 9 H I | AR 9 ST © o SRl a1 99 IR I S8l 8l g
dvYEdl ®HF BF | fafFEfora golt wR g &4 8 e B 1 3 {3 v 39 <A | te shRa
HIe BRI I@l R |

4. MUY B A (Benefits to Shareholders): 3PURY B & Wl B & | YN @@= 9 AP
BN B BRI AT o+ | YIe T A N 1 o dfod ATHRI Bl Ja- Fareldl gR1 fbar S
21 Ife o faxia ya=a &1 s Y@ € 9 9 Faar o) 3iffe Rfd va enveraddr o1 fagemo
TRD I Teaid R AHhd & fb Farerd! gR1 Swast fAfafe goit @1 w€ gan faan o e
a1 =g |

5. faffaaai ) e (Benefits to Investors):ﬁ?ﬁll g+ BT 51 21 9 A g [l @ 9aa
g & [0t 7ot @ 3191 g A T2y 1 181 | 39D forw S garal R AR 181 &= usa g1

6. =GP d UG (Centralised Nature): g ¥ 2fAa Oy &l & yad & R wWR w® 3fe
THIRAT B J1Y &1 S 8 1 wRey faxiia e watea yavg &1 ge 3 gl g | fakiia Seeai aen
St &1 R, faxia FacE, R Rasen, saa & arf ST wR w® @ fear s @ e
Y Faarg $ g 9Fl B g 2

7. 39 @™ (Other Benefits): faxia gava & Rigr=ai &1 9 89 | Underwriters (fAMYH) Terd
AT | B arell =1 | 99 9dd & | AaiRe d& dun faia wwene sfaa afayfa | A
B AP 8 | ferE sefaaren ¥t fafa= aRareeh &t FAwfy &1 geaies ) dwd &1 faeneft
MY B B Fpa B |

fadia yeue 9 qaacht Y

(Changing Role of Financial Manager)

Y 9o B AI-A T garae ot yfaer ft et o <@ ?1 g geea e et @
Afhg wewil § | Ua Bl 8| STdife & il 7 sroeit wewget faw fAurar &1 9@ a1 daa a@
IGH1, gfdded 3rEr Ruid JaR 6RA1 921 A= & fore fafi=1 et | oNl @) 2ga=en &A1 9 & AR
T8l ¥ afed 3HR N B A 21 T varus B g91 Rl B SavEd ¥ | gaw™ B PNl B
[ FI STANT foba 1 7 | I GRferd BT SHB1 Pl 8| AleAS {9 &3 7 51a T RERE
(Traditional) fA=REIRT BT WERT ol 2 T4 T A< Ja=dh Th QIR Afdd, dHar 3 2R@aa | 9
ST Y& | UR 99 9], 99§ A1Y-191 fTaryR 98l 3R fAarur ageq & W it v
TSI Agwayul Afdd a9 41| 3T faita gevere oot s1vSt & o= a=en &1 o i € fRa wehan | or: fa-ia
e Pt gqeadl gs YfHd B e v B forg g avEs ® o faa w1 s fa<da sy ot
IRERTAT ol g femmyrt &1 ve |féra sgaa fear Sie | 59 sisgg a1 faxiiy gava &1 a3
Wt g1 orar R
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NERE faarRyrT

(Traditional Approach)

WERRA fAaRyRT A dead 99 dab-ild 312@l 71 9 & §l r=iE 99d 9§ el 31 ¥&) g1 faxig
T B IRERT fAaRYRT @1 {36 20 4 Tt & 9R™ B & AI-9 §31 SR 7 9% g & |
UH1 Aed IE TE b 3 T faRyRT fRega @ ggeq # 78 81 wReREe faaRaRt @ saR i
Yq~tIch BT BRI A@Ih BN, YIS SR BAT, BIE BT FAIST AT TR BT Sl AT| 399 W Pyl
BT HUEUTE! T$1 Hexaqul &1 |1 SIral A 3R AT Wil € | Biel B Gugol i {39 gesi @ SRE
LR COE (Promotion)ﬂ*lﬁ"‘la_v-l 3remar faar (Reconstruction orexpansion)iﬁ Y ) P H?r_cl'lIUi Bl
21 Suhd & fRF-ufafes @ amen # faxia gares &1 o1 a8 =1 g o fb SushH 3 <1l @&
YA & forg gafe aReren v@an 8 a1 € | S9! A1 W Bl o wehen € & SushH 31 1l &1 i
P H Pl I HeM 2| 39 fIaRYRT & 3ria faxi Yavee 31 SUhH @ PNl P 3Mde B MfUPR el
B | S A1 D SUDHH D oY AP HIsl b fAf=1 el A Thid BT 811 21 DY Bal A ThA
fbu Sl fb=1 oAl 9= A fby WU 59 G-y | 3y A<y S=en3l Q@ 99 efid &A1 92 Sushd
P forw By urd w== & forg wwsiar w=-n 3nfe faxiia varae @ &rf 21

WRERAN fFaRuRT @) SR

(Limitations of Traditional Approach)

9 AW T Al RRAE fAaRRT & IgAR faki gavy @t 991 Aewaqul yfaer 7, weg a8
farurr 95t Wil @ den Syl 71 39 faeRaRT @t gg@ A 3 s

1. PN B AL W A (Attention on Raising of Funds): IR¥URTId frarRaRT & =g faRi
Y=t Bael BN B FUEY AR YN U= &4 T 8-Sl Teb 9ehy faarerT 2 1 faha veaeeas ai
3l fafa= Tt | faffaes a3 @ Aol 4 arerE avar 21 a8 fAaryr fafaea @ € fie
A BNl b AFASHE IR f[TaR $R 81 39 f[TaRURT &1 969 971 21 g 3=a1Re fAuia= (Internal
Decision)iﬁ Ul BT

2. fAfaa Swpal @ il wwaRel w® e M (More Attention on Financial Problem of
Corporate Enterprise): TRURTT fAaRYRT &1 -1 969 ¥91 N 8 IR-[ofa Iushi (Non-
Corporate Enterprises) SN UHTd! gIN, ARIGRN AqE-HieHl @ O auRansh @ Sue|
RERIAT fIaRYRT @ S=rid Afaa Supdl @ fag-uifS &5 aavnsi 9 3R & s s
ST B

3. a9y gensii @ gen W fAu-mfty & w9 st W 3fSd &aF (More Attention of the Happening
of Events in Raising Fund Problems): IR¥IRTTd fIaRyRT & =g fady el o F A &
A gATed, faeaq anfe @ wwa faa ara =+ & aaadieli W «f¥e e fQan o 3 1S9
faoda srit A Ao A faxfia Tl W) AR BIE Aew e R o R

4. Sefarei e @t A 9y e (Special Attention Towards Long Term Problems):
RAERTE faaRyRT &1 g <19 a8 W 8 & o 3 srdehia goft & g9y 9@t srcuadrei=
[T U= BIg A9 A8l e ran, dfcd sue fAudia saa Adarei= faha aua=en w6t
favly "g<a fear wiran 21
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g faarurn
(The Modren Approach)

faa-gevere o RERFN fAaRYRT 909 T & 39 ] & BS P H a9 H gy gRac
P HAE™Y Igd BID! IS TZ | Ugel Al Dad DINi & AIEU W & AR A1 w1 ean wreg Fofia swhwi
1 Tl A fadr, Ta-ta GUR, J6R 31 AR, gaard 1 &3 @a9e g 9 sfawdl & faea @
HeRIGY JawD] & forg g Fard 81 T & & & forg Suerer Al o1 SIgqRead SuaN & | 31: faia
TE=Ih1 1 PRI T4 I 39 Yol BT FUFV HAT 8 el afed Yol o1 AR H J91Eaqul Tl FeI START
B A 2

sy farar 3t fAdvard

(Characteristic of Modren Approach)

Suad quiF & IFAR A i veras wH A Wit Al anwell W eRE @ den favevoners
Y | NI HIAI 8, SUD UTANR] & 98 DIg ([0 oI 21 36D U W F wad € b faxita gawa &
I B & faxiia argEi o1 faaeqel ST 31 & o B 31 1 9 arversan fSdad 81, B
& STl @t gfid Bt 211 enyfRe faeru @ IgER ki gevy & i Goft @1 AAISE (Planning),
[AUET (Raising),ﬁ‘ﬁ?ﬂ\_ﬂ?{ (Investment), 3 Pl ¥ (Management of Income)STI‘% Pt o1 Afafera fban
ST 2 1 $3ab AfaRe it srameres a1 daelt 1 fea-sfafds o s aawnsi, ¥t & dac, JRFTe,
faferaq, FHG= 3nfe # MM drell 3P FHRAIRN BT FHIYU BT Ul € | 31d: S & |ad # fa=ig
Tt Bl YD fIaRYRT RERTE fAaRyRT & ol e averl § iR &3 931 AN 2

ﬂmﬁagmmm%%sngﬁzﬁﬁaﬂw, fa<ia Aot (FinancialDecision)Q'\’ST@?BWé_cﬁ
g, I AEARAS T4 P T4 37 99 71 g, g A< SR S 3641 &, AP A9S < fiepior g qen
Ig §¢ B B A19F $T I BT 2

faa-yea smyfRe fAeRu™ @1 18w
(Importance of Modern Approach of Financial Management)

faa-geve a9 | 9S1 Wewa @Al 1 $9 99 $I 90 Ugl § PR g © b WWEREN faaRyRT
TSI wavivl s fi 0t o Srafds snyfe fAaruRT a5t e v A 3t 31 snyfRe faraRt & see fakvan
T Okl $T A B IR faveivomcie i 81| UA1 -+ | <1 g8 sk o aral aRRefaal &
J<4 § guifda fAeaal (Possiblealternatives)ﬁ Wﬁmaﬁgmww%l WWHW@
A= g a7 B i gamy @it ey ey 3t g fARva § 1 i gevus S=a yae-eet
& |Afha AW § A U Bl © | G DI TAS A B 711 {39 1 99 Fo1 gan &, o fahia wawe
& Wt Ayl e fAefal | snurRyE wfie Fymar #1 G faRivan & fag-gaea @) gfdban &
Jad BT | IERTT faanem=T | ¥ 7 o, uReg anyfe faryR & orguR kit vamy a5t wfdhan waa
T arell gfthan g1 3rTel faviven g, faxia gav &1 S=a garual & fAofaq § were @) faxhia g
T &1 Soa Ja=rd! @ Avfes § werre 8911 faxita yava @6t snyfie faaramt & sgarR kit e
Jal R Fa—=e Faras-Asd &1 9a Bl 8 O/ 98 Swhd & waied ga-ud & [ o 4
HaIdl qgﬂ'l I | BRI-AwRy &1 79 B9 (Measurement of Performance)ﬁ?ﬁﬁ gq Hi Sﬂgﬁiﬁ faare
Wﬂ%(ﬂﬂ?ﬁﬁ‘ﬁw%lWgﬁwwﬁmﬁiﬁmﬁﬁfﬁﬁ?ﬁiﬁﬁwﬁ(Performance)iﬁ\Tﬁﬁ?I
111%01'I"=ﬁ(FinancialResult)ﬁ1=|11TITTrﬂ?‘l'l%l ﬁrﬁlﬁ‘fﬁﬁﬂfﬁﬁ deal o) wifeT 8 " 3R A FIg AR B
S forg I BRiad @t o w& | = 9 W9, R FEes, Fa=m sk sgadE, ST @ 3
favri & W anf} fasia geva 6t snyfes faaramT @6t s faeivad g1
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10.

YSHII oidbip- Ud faxiia ge=

A

(Questions)
“fIa ST @1 Sitaa-vad 17 59 HUF @ SeTeRv-afRd aren Hifg |
"Finance is the life-blood of industry."Elucidate this statement with suitable examples.
“Ra-erd | 3y T FHsE £? 39 AR A A= fRarurish @1 aviE Fifg
What do you mean by 'Finance Function'? Explain the different approaches to Finance Function.
facia yary & Seva 6t fAg=en S|
Discuss the objectives of Financial Management.
foria wery & wew @1 e Sy
Discuss the importance of Financial Management.
SiF 9. g9 g1 afHd fakiia gy & Sl &1 faaR gae avia siforg |
Discuss the functions of Financial Management as enunciated by John. J.Hampton.
fa<ita gerere o agerl g3 yfae Rt fewrh fofm |
Writes a note on the changing Role of Financial Manager.
faxig veva ) RERTE fAaRyRT iR snyfe faary ) & ey fof&g )

Write an essay on the Traditional Approach and Modern Approach of Financial Management.

“fIa-erd o srayRn | gRexdd 8 g@1 § a1 Aauiie yay o Ue Ufaafd & w9 § faa @t
favgasg @ fapr & W s@W SR 3fd% aRadq 81 @ 217 $9 BUF S A=A Biferg |

"The concept of finance function has changed and keep on changing alongwith the evolution of the content
of finance as a business management activity." Elucidate this statement

(M.D.U. 1992)
faxita ga=g @) aRwmw ARl faxia weva & Seea aon &3 &1 9= Difor’ |
Define Financial Management. Discuss objectives and scope of Financial Management.
fa<ia ey 9 smueT @ SIfAur ¥ 1 B SUHH § SHET a1 JE SE B A |

What do you mean by Financial Management? What should be its basic objective in a corporate enterprise?
(B.Com. K.U. July 1991)
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gl § : faxiig AaleE

(Financial Planning)

faxira fRaoE f=ft ft =gaara &1 wor |9 21 91 ot S 9 98 oier @ a1 g1 @), 391 S|
fa<ita FaeH & 9w 98 @ waall yade @ 79 A el gar @ e @ QAR 9 9 AR
I B W91, fapr, IR, Fared, 99 96 o | Rafaal 3 Swagaa Ta seeasdrgaR
faa-ge=y &1 91 953 avEd ¥ 1 I B Wit Wod B whar € waid i Haem sfa @

fa<ia fAare &1 aref

(Meaning of Financial Planning)

fafa foE & orf & Wy 4 fafd= el @ e 3 A= o o 21 s e & @
yril ¥ fRAwfora fban o gean 21

1. ol 31 4 fasiia FEem aen
2. favaa el # faeia Ao |

1. oo 3ef 3 facia RaeE (Financial Planning in Narrow Term): $99 3 § faxia Ao &
Aqd § R & forg Saeds gonl &1 qaEigar ol Sl 39 PR & [Hef®, S9a Ig9R fasdi
o @1 arcad |en 5t goil wRe AfR¥ea B @ g 3 sifa | golt a1 e 9 re-gen
A e faaen wIT o1 4ol 9 ura o | I fAararn FRypl ¥ wifs av e Faiea & daa e
vel IR fdaR Bl & fob <ven sroeit goi e wesl | urd R | 37 fAaRyRT |l 7, w®ife s
I G¥1 &} fag T aoRa aaiel &1 1eudH Ud favayor I T8 2

2. faw a et 3 faxilg RaeE (Financial Planning In Wider Term): faw g ef 9 fa<ia RaeE &
BT 1 39 3 H ity ufaferdi &1 faers &= e 21 39 o1 # iy oM & o=ia wH &
o1 Ryl va ar] F31 &1 e fa s 21

MR T, Sfd & R faita e # A= T e wfie & sl 21

() Yol o rEaTFS A1 P1 FFAF A AAT-goltpvl [RRea H,

(i) goit & faf=1 | ARea o3 iR fif= gl &1 TRaRe srgura [ffaa o=, den
(i) goft 1 S Ta=er H=AT|

sfdn 3t faxfia Ao o St arRon F1ot Sfa & =y I8 faxita FEieA & @ve 9 erd-a3
B T TE HH | $H T H dfhx T e 3 9l Suged 21 S wel | ki fam

faa-ord @ a=fa 7, forad o & faxita dedl @1 [y, O ifoai @ FHafor ga sgam sk
o< gfafdal &1 faer affafera 21
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s Ao & sew

(Objectives of Financial Planning)

AR BT WIAMAD LTI 1Y B AfAhad BT Sl & 91 TE) S ki o &1 A 21 i
AoE &1 wffe STva 9aiw Yol 3 S IPR a1 HRA1 § A1fd I & Fdared & @i maedd
YA I 81, SHA IUISid 3 H A AR G °gc<H B 91 Sl Yg ¥ 941, Ig el o o
Yol &1 S 9/ (Return) 81 901 S99 FRT SR ¢ S &t gfid @& forg gata wwsn oy faxha
faeE @ wa ST Aefefa &

1. faxia Reor o1 ver S2ed & B &l SavsargaR gai AT A gl Sude SR Roras g9

SUAN Fgeldd fa=g (Optimum Point) T faban ST b |
2. ﬁﬁmﬁmmmﬁ@ﬁﬁ(CapitalStructure)ﬁQﬁﬁ{’lﬁj'ﬂRmﬁﬂﬁ?m

ST b |
3. o & SEwl @ Irgwu faRi o i sifde ke g9 R {6 aafda @1 aasm | sies

a8
4. faffdram (Investor) S SIREW Wed &1 & folg TR & S &4 # Y@d §¢ Yol 3l W 999 4

THAAd HIAT 99 Yofl B AR (Cost of Capital) & H &4 B |

aee fadila Ao & e
g1
o A Al e 96 fRdvang sean Rgr
(Characteristics or Principles of an Ideal or Sound Financial Planning)

fH=Nl gaaTa &) Aherar vd UG Widw H1wl e 9@ faxiy Ao w AR w=ar g1 3@ e
Fqar &1 faxiia e 9ga |aurigds R féar s =rfee | Saw facdta Raem 4 afe Aefafda
T §i 1 3= RUITHl B 3T HI S bl gl

1. eIl (Simplicity): <gara &1 faxi Ao wifea =€t @91 wnf@v | gotie=ur v 891 anfee o
RuifRa dea wram | W<t 8 9 | 954 31 FhR I uforifadt 7€ B =wifd =€ @ goit R
Sifea & gt | fasfia e o 8 oy SR | dae adae A afes wfass | W snavasar
IFAR i< o 81 9D |

2.  @rmefid (Flexibility): @R § aoft td 7<) &} favw aRRufadi Sa= ikt =< &1 e faxfa
o 39 yeR drEEiid @91 At arfd dolt @ 9<) & 99 a9 dl O mavaddarsi @
IR FHRIS b s wab | fasia [ie | @wan goll, gaiferer) s ua ko= o1 aferd
YT A1 AMRT FA1 399 IRTT BRA @) qaie gawen -l =nfu |

3. guf SERME (Full Utility): sgaara &1 g Aaes S @ onfRe aifds Sucrer |t &
TARTHG IfAHTH IYANT a1 o 9@ | AT RN va SRR Yoil & dia Sfad aw=aa R <l SHd1
SYHRT F9EYUl S ¥ fHa1 A1 @ | goitaRvl Afe At S A1 a9 | ISaYeidRol At S
gofteeur ot Rl ST 81 |l 8 Wl 3B g |

4. ﬁiﬂﬁﬂm(PlanningForesight): fa<ia Ao v @ o 1 dad ad9E MaeIhash bl
M IE1 WY gfed wfdsy o) raegdal & @a-d | H goi faar f&an oy | gaamg o) mh qen
PRI SH1 & TPR B AaeadEdrs at gkl @1 sae I @ iR | e faa @ weey |
S sifires gRaelt @ SweT g a1 & Whd B |
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10.

AR (Liquidity): G & Ahdgdd Fdiad @ forg I8 3maeds § fb gaar § ghen waiw
A= § dRedl S« 8| o< [REss a9« 99 99l &1 e ¥FT 9)d 9 § 3@l o1 Jifey |
T BT JFU fbe1 2, Ig FIA o ¥ [, AUR BT IAR-IGM, IR P1 DR, AR D
ARY-TIfd, aHT ash Dl g9 3Nfe R AR &an B

fAa=afdar (Economy): goh-ffaa & wwa fafi=1 goR & =g ¥ €, 99-suiE, fAsmE, sifammas
S, Serell, 91 3NfI | Yol B [=1 61 I8 o1 811 =1y & goft e s qen wfayfaa @
= W 99 =g B9 A B |

rpfRADasl &1 Wﬁ (Contingencies Anticipated) : G & Sfia-idral A BB ATPRAD
HCAIY GRE Rl © | 9 MhRAe g3l & forg qaigar $R o =nfey &b s gesi &1 ar
&9 o SR SR fa=1-fsa didi | goit g &6t sirgett | 39 94 ardl wR i FeeE & Ao
P 99 g faaR &= a1 =nfku|
Tﬁl‘l(Completeness):ﬁ?ﬁﬁﬁﬁﬂ?%‘\'i%ﬁ‘lﬂfmﬂml S99 |t Wit e RFBast &
JH= H SO ™1 ST 91y |

TH™Ucl (Uniformity): faxiia REoE 39 9eR 31 A1 A1fRT S 931 & FIeH-er (Organisation
Structure) ® TTRY gl

JURICT (Availability): faxfia Ao Suaera & Rigia = snaRa @1 Rt s sgarR
fa<ia e & Ao & forg fag & T4 Sai &1 g1 &3 aifee o arafds w9 9 faa @t
aftT 8 9D |

faxia FAale_ @ YR

(Types of Financial Planing)

IypIeiH A R (Short Term Financial Planning): HIEMRU: Udh IIHI ¥ U 99 & ferw
S fasfia s 99 i & 98 srcusTens fadia Ao dearan 2 1 srcusres fadta e,
AT Td Siefpleid A &1 € U 91 Bl § cadieiq fasiia oo 4 a9a@ w5 |
PRI goll & o= o AT §918 SRl & | TA01 SWa fAf¥=1 srcuentel= |eAl | fawig sgazen
PR BT BRI fhar ar 21 fafi= 9eR & goie vd vaifig amv-g[, faavor st o6t wifsT va Soamm
1 faarur 9 faes a9R o § 1

egaIei Ak RaeE (Medum Term Financial Planning): U a1 ¥ U q¥ A Afd® =]
I 99 A BH 99T B fore S Ao faan sirar € S 9egdrend fakiia Rae oea €1 qegdten
fa<ha oM g @ gfiRenus, Y@-3am[, Y va fder BRIt Bl Id™ cqdield e Bl
DI FARAT P, T¢I g3 PRI Yoit ol fafdre smawaeaisii @1 g1 &1 & forg arn i 21
defprens s A9 (Long Term Financial Planning): U6 <4a § grg 99 a1 369 31fd® &
fore o faxfta e fan S @ g diddereia faxiia Ao searan 81 3= Aaew awa
T fieaior 9R 3menRa B & foraY TRen & A 31 dTelt STl TaRisdi & e g $r faan
ST B 1 39 e 4 aven & Qdereli fakia dedi o 9 S3A 7 golt 3 A=, goll o, i
il & afiremE, fder ta fawr =g sifiRea gl o< 3=+ anfe i wnfie fbg o 71

faxia Ao & wwfad <9 91 e

(Factors Affecting Financial Planning)
e e & faita e @1 9ga @ 9@ wafda a=d 21 facia Feiem o Raike s@ @

S Il D1 S G AMfeY Rifh A ISP FIAR B forg Agwraqul & forme R W faxita e fea
ST 81 4 Uch 39 UBKR &
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YIPRI G T faxia e

A B 9 A (Nature of Business): a1 &1 ¥ fa faxiia e o1 999 3ifde gwifag ae
T SNl FaR Yo AEE TR R B € S 3 ot il S Bt R | s Al ser
ALl IR MR T B forg It siftie goit @t savadar =81 2kt | [folt e § aaRes
Rl 9t o | Sifdes faw @t sravaeman Bk €1
mﬁﬁﬁﬁ!ﬂ(RiskinBusiness):mwﬁﬁﬁmmmﬁ,ﬁwﬁwﬁaiﬁﬁ
(Ownership Capital) @} 3aeadhar AfE Bl 8| Rifd s TR a1t FaRT B K101 BH U
BT § Siafd B¥ S a1l adr™ H %O1-Yoll (Loan Capital) 1S 91w 81 |ahell 81 $H DR
P IIAI H W Golt HH TG ‘W1 WR AR’ (Trading in Equity) &1 o149 @21 “faxiia w_erar’
T ¥E<dl B 1 39 fAudia sifde S arel <uadr | v 8l g |

YTA &l UAST T4 IAMBR (Status and Size of the Business): Sl adR™ g€ 3AHBR BI aIdl &
IAD forg It e Yol 91 BiT SMTHR & JIW & U 3Mers T HH Yol &I Sawaahe gl
¢ | FIAR Bl AT, 1Y, BRIEA, IMHR IS T IqS faxita e # wafaa g1 wr=an: o
R ) g e gl SN AT T HE # BIE BfeAE S Bl € o b et 1 e
o forw a1 B 9 sufiftsa =g & forv faa urd ova d sferE kN § wiife fafda A
P A U a9 $1 Rafd &1 favayor $:371 S 915 S99 o+ faf{ai |

W= Bl g fREPIVT (Attitude of Management): faxia RS &1 Wy Y9l & < fiedior R AR
&Rl | S g9 R U Yeeee Iaar B fA=01 3199 g1 § XgHT1 I1Ed € ol 9 GHT 3790
(Equity Shares) 9 T 31fde <=1 B, iR afe 1 B € ) SHB1 AP WFT 4 W H B
<Rl 91 3 yaue faaR et srawaearsii o gfd o1 @idR A1 i BT GAfdHAe HRe B |
™ JuEEY (Development Possibilities): TaHTA & for faxiia AaeE &1 [Rutn e a9
FqA™ b 91l fderd v AR @ |uEst B ¥ 2= | @ o 9] afe gaa |
fasra-fawr anfe @t wreA 8 @ gon-FaeE 9 fafduan ga drean &1 = @@= sasasan
21 IE faia Fae= 9 [9ior @ 99g 59 949 9161 3 9= § @1 S0 91 9 § SHRSE § Bg
HfSTS 7T 2rll |

TAR B A (Income of Business): TR P 31 &1 ¥ fa M faxia [ae= @ gafaa s
g1 o =raamat 3 fafia va Rer sma ar< @kit & S99 &4 Yol vd faa o) smaeadar 2kl 81 39
faudia 0 o foma! g A s SaR ded B § S 3ifdd Yeit g faa ot smavasan Bkt
gl

ﬂ'\'ﬂi‘l‘ﬁﬁﬂm(Government Control): fa<ia o= & Ao 4 e Aifaal, A=, [,
AT B W S @ USal B | SR B forg, WRd | A8 Yol & A & wwa geit i
= o Wie A smawas 71 39 JeR @iffc-gelt ga For-gol | g = fAde 8
S9P1 W greF b s =nfRv

dfeqs fa<g AMA (Alternative Sources of Finance): faxfta Ao &1 fAafon &va 957 9o
H Iucte A= AIEFl BT 1T HIAT JMATIF BT © | Al Syt faiia | 4 | $S4
QIEAl BT A1 HIAT ALY Sl A9 & forg Aald a 9 81 | AieEl &1 gHa gaaqr’ o1 gfiw,
ARG, Ja-tIdhl @ g fiehIvl, g R R0 §91) @1 3fe 9] &1 a1 § I@HY BRAT
AfRY |

s wfofol @1 ot werav (Capital Structure of High Grade Securities): faxita fRdiom & fRmior
$ 9IS 91 D1 S[ @ ST A1y fob e 31 <t goit gran [Afa fasan wig a8 s g2 @
a1 fafi= gerR 3 sfyfaal &1 g 39 yer fa S Ay o |@w W sE g R R
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10.

9 TS | AR Hhehid A W MMaeIHal UsH UR 84 b -4 3t Rafa 7 2 =nffe|

qIe goft 3 AaeIDH Bt AT (Magnitude of External Capital Requirement): JIdHRI &1 hfAS
faer & forg faa ot sravaewar Bxit 8| SUS forg ey gaifdert st a1 s Hrifia &3 o=
IR | =N VN faw & forw faxfiy et & o1 < ured &R |t B

fa<ia Ao @1 95

(Importance of Financial Planning)
fft N FaAT P ABdl Td Bl I B faRa Ao ) AR e 21 afe faria

o S« 2 91 Af¥ed wu 9§ i 2@ arel aRom f S99 e8| fasia e @ A< &1 srerae e
3Nl & 3=t fbar <1 | 8:

1.

YGI B 9B HadAd (Successful Promotion of Business): T Fadr™ a¥l B 8 Fhdl g
Safds S Fad= B Ugd € g 3 faxi e R a5 o 81 awr 9w & uge &

YA B YRMRIP ATPR Td FHIfAT IR Bl a1 § Y@d? =ehia faxia e s9rn sie
A 99 TG H Fherdl e 2

a4 Pl g’*ﬁlﬂﬂ (Efficient Direction of the Business): ‘-]\Gﬁ & faq1 @I N aar ke | =1
IE Pl | IR Bl AT, TR Td A & By 921 91 ® f[Hior anfe it st 9 faa
AP 2| 9 99 Bl B oy Iuge w9 R 9T faa 3 Iuafd gera faia FHaes = R
Pl 2

e Trﬂ I ¥ We—P (Helpful in Optimum Capital Structure): faxia fRaoH & sia & @
Sfaa a W%ﬁllﬁﬂ eren [RuiRa fdan s @& g1 o & Gl gﬁﬂ?h_\"U] (Total Capitalisation) ¥
fafi=1 R & fa<ia |l &1 sguE 59 geR [uiRa fear s & a1fd ot a6 ar@ <[
(Minimum Cost of Capital) 3R BH ®1 qa 3fdHaH (Maximum Value of Firm) &1 |

e H g« TR (Adequate Liquidity in Business): $era faxiia e @t Rafa # wdma
TR PN faem e €1 IR @t Rafd Sem 781 Bkl | e S1oe IIRET A9 W) I
3 Rafd # 2rar ® 92 9= eNeF &¥dn 9910 YEl g1

fafafoma ‘Fﬂ R I =™ (Adequate Return on Capital): 2Tcl faxig A= @ +Ru a9
B 3T | I BT IS BRI el vhdl R 7 & fahg aeF mrford ved €1 3 I §
faffafora goft W Sfea gaar ara gan v B

| B ATRpeITH SYART (Optimal Utilisation of Resources): faxia o yavy & 99YEl ®
e SN 3§ WIS B qifd HS ST IerH Tl Wrdt Yot B awadar b1 Al A
IR ST € 1 gt @ S st e ) wHwn R A o |dan 81 9ga ) | g
# & Ffeyol RAISA (Faulty Planning) & PRUT HIHATd T8l Bt |

A a1 ™ QEI farR (Development and Expansion of the Business): 9I: qdTI bl Y&
I BT 9 HHH 7| 39 I Dl Il & forg e &1 srgaer wR R faaR ta fders
BT AT B Wil 8 | HIra faxiia Faier 8 w® 9fdw 3 =aa@ & faar e fdema 4 fasda
HISATSAT HT AT Tl HAT TSl Ud G HRIAAYGD fAdrI B Favell & |

4t fdBTE (Development in Future): <Iq9r & W4t faera & forg areeht va ga g Yot w=am
JTIYD 2| Tad= & TG F9A B b=t axg =en f foran wie ) wfasy 4§ =gaary @) Gae 3n
HHA | FIUR Bt 911 raaeharg @+t S qui 81 |l § safe it axaen 9fids & snur
TR AT BR Pl ST
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faxig A= &) e

(Limitations of Financial Planning)

o<t o e & awad § Feayel yfe R &1 g i FHaom wfas 9 e
ARG 31 @ RO IWa = HH 2

1. gﬂfjHFﬁ TR IENRE (Based on Pre-Estimates): faxia Ao ufdsg @ g=fRua 2@k g iR ufas
e g & foras aR H S & A1 B el Bel ol Webdl | Al qaigaH Terd a1 b Rig
& WY @SB g T9TE TSl B |

2. H99q &1 3IMME (Lock of Coordination): faxia fAaie & forw wxenm & faxim va IR-faxiia
AfABIRAT § RER G-I ST 2T 94 BT A9 1 BH P PRUI I A I faxiig A
3B Bl Al 2|

3. WHIgER 9Radq ®1 @ (Lack to Timely Change): faxfta faem fAwior g araaisti @
gargaEl W nenRa gran g1 aRRAfE @ 9 91 R 579 W aRadd= 8@ wren @ R fasia
e aRed H3 sravas B S 2 | IReg WaEE Ue aR (R 3 1 ki e o &
HOIRT Yddh o] B & o9 I8 3%l 8 Wit 2

3fa-gotteaor
(Over-Capitalisation)

\‘ﬂﬁ(Meaning)Wﬂﬁﬁmiﬁﬂmﬁmﬁmmiﬁw-mmﬁ
R @1 FHIOIT Tl B=ell, 1Al ST & Iureid wfdd IFD! Hel Yoll & JJUd A HH & T
el A AP Yoll o <7 P 9RomH a8 Brm fob srerenfRal 1 9 Sfaa @ & arer sn |sm
IR A wuftEl B wgford € @ o 9B | 39 UPR a9 &1 g o e sfnfeal & qe
A 9 AR e # &R gfngfordt ¥9-ea (Par-Value) R 78 fa® arit 21 ¥9-9c0 | 9IR1 31fAvma
3T B A g W ® o R w1 e fasan s &, St A @ Swel fifam R i fear @
9 & Be (Discount) TR |

§o fagmi 7 Afd-gelteu @1 59 geR gkt féar 3- grmeivs 3 Afa-gofiexo &1 ef T
HYd gU foran & fb 9@ vl 3 il awafdl & aRafae e 9 379 iR RIS §RT 9 goil $
HH-Ye1d i gl g < A I90 A I del e @ fob waven AfS-golie a 21

IR & IFAR:- T ™ 79 s1fd-gonte a 21 & wiafd s@ e fRifaa sl ga dfvsi ©w
e IfEd R A T 91 & forg W i g sreren <u gfayfadl @1 e Yo Sl @ addae o
X 31 A1

SLUSUE

SuYad HAT B A ITER0 A TERT A e fFA1 5w g1 S gentewun S9 Refa § g
T 19 T et a1 3rf-va v AR g/ g 71 A Rafa-feror Sfam geitevor o1 welRfa
HA B |



fa<ia AaoE 285
Balance Sheet of as on 31st December, 2002

Liabilites Rs. Assets Rs.
Share Capital 300000 Fixed Assets 450000
Debentures 150000 Circulating Assets 300000
Current Liabilites 300000

750000 750000

Suga Rafa faavor 9 woft et weial o1 sief-veea womft wfenfaal g1 fban o &, e a7
geilarol e B, =] nifdba Rufd-fdaxor Sfa-geiteso o1 seRfa 7= = @ &

Rs. Rs.
Share Capital 300000 Fixed Assets 400000
Debentures 150000 Circulating Assets 350000
Current Liabilites 300000
750000 750000

Swa Rufi-faavor 4 we g & fab <t SR emit Wi @t smenm 50000 9 (450000 -
400000) AP 7 IrIT T 450000 Bt AR A 3ifcl Yol @ (Over-capitalised) &1 - 31T Yolle o
ST (Under Capitalised) 3fa ﬁ?ﬁ?‘l (Over Capitalised) W B Fhal g1 o9 ST | ¥ 31 @ 3iR 59
miﬁﬂ'ﬁﬁﬂa}?ﬁqﬁHWWW(Reserve)@ﬁqﬁwmmﬁﬁ%ﬁﬂ@lﬂﬂmﬁ
H1 TY YRUT FR oldl § 3R TH YHR AT 3Af-Yoftas d & ornl & ot = Refar- faavon g1 e 71

Balace Sheet

Rs. Rs.
Share Capital 600000 Fixed 900000
Debentures 250000 Circulating Assets 600000
Reserve Fund 250000
Current Liabilities 400000
1500000 1500000

Sugad Ref faawor 3§ wemft W=t 900000 %. Bt & STafd @A IR—@ (600000+250000+250000)
= 31T 1100000 @ & &, TR ¥eai H A geafi 3t Al 200000 T. A HH & 39 SR FIAT 200000
T, ¥ 3 Yoils A 8| Al &9 Fod Bl & 9 51 I a1 900000 T oY IR WHfd & fau€ia (600000+2500000)
T B W @ § ufa el e wmh wwufi /50000 %. & 3R VA1 wciid a1 81 R el ¥,
SuYa IRV A T8 Rig & o § & Feif \wen sreu-yohe @ siid 2 § AfdH I8 3reu-goie d |wen
aR<a | 3ifa-goi® 9 ¥

JfA-gofimvor & HRol
(Causes of Over-Capitalisation)
JAfA-gofteeol & HRUT F&Y H 39 IPR &

1. 3 Yol (Excess Capital Floatation)-STd Siedol W Tl fRTH 81 oIl @ @@ a8 3ifdas Wr
A B B | TE 3T B MR W IBR SHBT AfAFHaw a goi IgAT 1 8 91t ® wafd 6
% goft W i fan s Year @ forr 9fQ s e &6t &% &9 8 Wikl ® S Sl & gt
31 fRT <t ' 3R 39 9aR I= 31fd Yoliarvl § HEre Bl £ |
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10.

11.

YIPRI G T faxia e

9 Y4 WX Tl A wad| (Promotion with Inflated Assets): oid Uqdq D A9I FHERAl Bl
EXAICRYI Hod 31 BT & a1 Jacdie & W9 GRRial o1 3iftie Yoa faan wiran & 1 Sifd goftevon
P ReIfd U= B WIRN B Wil @ Fifh SHPT SUTSIT &l A BIS G- g1 Ygdl 3R AN Hi
Rl &1 JId o SHS aRdfdd od W AfF g B

9w Waad g (High Promotion Expenses): gfe gadd b GHY AP g B & o F A
IAfA-GoNHRUT BT PR T4 &, Jifs Tacddl DI AA13N 1 S Y4 (S T Ud FJcUGd Fefedl
(Intangible and Non Productive Assets) Sl Ifd, 9eved 3Mfe W= fban a1 31fde =0 are # gt &l
<13 A1 ST wu A gurfaa T8 HR 9 @ o sifa-geiteavor @ Reafa S @ ot 21

THIQ-BIe (Inflation Period): ¥ &1t § avgeil @t aiva agt €1 o9 wifa &rat A el S
I AT Pi SIRA & T4 PO 98 Y 0 R TR 53 A gl © 1 A 918 4§ e ARt
§ Al sua IRuTIRaEY AHfiEl B aRafaE oI 9B JRIE Ied | $H B I 2 IR 59 fAnda
goit @1 91 | uRasd el e, sHforg sifd-goiavo ot Rufa St 81 &l ® 1

4 1 T FFA (Wrong Estimation of Future): ST Bt RAMGAT & AHI Ig AHS ST §
f& S @ 319 B iR St omren wa favar & Wi o1fde gont fAnifha e & Wl B, feg afe
yfdsg 3 3TN & AFel A4 TEl Bl Al Yol Td A9 BT UM St el I AR $H TPR AT
B X HF A RN 7 IR Sifgehazor & o 7

SR A9 S (Liberal Divided Policy): SIERUT: ¥f=1 391 A1@ STHM & forg 3ifde anvien
<0 21 ore af a1y B9 a1 8 S ¥ Y @l <R Sl YA @ forn e | TeaS) 6t ol ®
TN Yoft Ua |9 | o dieq 31 93 fban o 71 it Refa A srell 1 g arafds g |
®¥ B Wl g 9201 3ifA-gofiexor Ft Rufd Sw=1 21 Wit 21

JWIG SYBRY U4 §IA &1 &P HF (More Purchase of Production Instruments and Equip-
ment): ST BT RW HRA AHY IS IS B SYBRYI, FIH 3N MATABT | 3feP A1 H WS
fore o & SR a1e § I3 ITART 7 B ure 3R 9 JBR TS I § 9 RO Ry # g &) swdn
&l B Ul 3R 9 9PR US Ed & a1 Wi Rafd F ST 6 SureiH e B 81 SRl 8 1 SUTSiH &1F T
B9 B B BRI AfY GoNHRoT 8 ST B

gont &t &M (Lack of Capital): & -3 Jacie w7 AT A Yoftarol H¥d & SR & 9 goiaeor
3JAfT GoNHRUT DI ST 1 & | 9T YolIdhRUl B Bl & IR SR Bl SMAeIHN dg-1 RN & a1 SR
DI AT JFMEATIGIR DY Gl B oT 3 <161 IR 01 o1 ISl ® o 3=t & o a1 a1 i
TSl ¥ Tl I & 1 SeeTRal B 9T B dTell ATHie $H 8 Wil & 3R 39 UdR AfAyuiihor
I &l Sl £ |

E’N‘Pf N Hifa (Defective Depraciation Policy): H-pf T g: AT9A1 ® ﬁl’Q I B TR
Al B PRIGEE R AT g9E Sl § 01 IS AS & ¥ 8 Wil ® 3R 31
YN0 Sa= B ST & |

B A (Taxation Policy): Ife TRPR & B A W=t & PRy {6 F=ufAal 31 1fde H= 391 gsan
g dl B P YR P PRU S D DY A 8 o[ & | IRUFRGRY Gl & g9: W99 T
2, 3%l B gou R oan 2 &R sifdgshieru 3 Rafd S &1 ot 21

Sfoa a1l &1 3w (Lack of Proper Funds): e arver fa=n S @i &, rfde 9= 9 faaR«a
PR f3an SIrar @ O 599 B Bl SUTSIH-eT IR 94T gSdl § Ud S9d dR<fdd oy $H 8 S
& o 3l &1 g% Yo aR<fd®e Jed q B9 8 ol @ IR figeievn o Rafa gra
BNl B
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JfA-gofiwvor &1 yia
(Effect of Over-Capitalisation)
31 GoTIdHRUT BT F91d A Had SR I IPRAT TR & ISl § dfed s a1 1 G611 W 1t ggar

g1 a9 ¥ I YohdRvu & guh 39 YBR &

1.

4

JENRT WR Y4919 (Effect on Industry): 31 gofiwRol &1 waifds g4@ ST 0= sl 81 399 S

=1 yarR guifag g @

(a) @A B EA (Loss of Goodwill): IfITTHHU B HRUI 31¥l H1 RIS Hod 7D JIH T
A B B ST § AT DA BH B S B RO S $ 9 B ' gkl g

(b) Yoft wfeT # +f3-TE (Difficulty in obtaining Capital): ST I Bt WG A HH B WA & A
313 M fafRdia = # fafRERT w31 @1 IR T8 BT 3R Yol 9« R H SR Bl Bfers
Tl B

(c) INgferd SR (Unbalanced Trade): W1d Yol @5t w1 S =€l B vd Swa1 sifdwaw
SUIRT [RIE &l i1, T9 AR ATl B g SR IUPI FATe S PR A el 8l grel |

(d) oI WISl BRA § HfSIE (Difficulty in getting Loan): ST & 9@ § fiRae & &RUl
FROIQTT 01 39 H (TG 6 & Rifd o I H 01 P JIA Tl qHH |

(e) guean B! A YIRON $T AR (Wrong Information about security): STd HA § 3fa g\rrﬁav—\rw
Bl W1 ® 3R S¥®! evIoi=-vifdd &H & St g dl 96Tk # 379+ 91 fRA 9§ g9 & forg
9 7 g g ot emren fdan ST B | e e <o) Sl W I fiean yER faan o ©
f& i 4 fRa geféa 21

IerenRAl «) ma (Effect on Shareholders): 3TNl ¥ &l g 3%33@ g3l PBRA 2| ‘1\_:1'\[ Gl

TEH IS1 U1 399 §RT & A S 8| -8 &1 ar<afds 9919 39 W g$dl 2| 31a: ifgsiiaRor

g1 IALeNRAT b1 gHIfId B Taedsd B | A} 991 gpR | gifad @9 § 1

(a) el B S SR (Low Rate of Dividend): H¥I=1l Bl BH ¥ &b PRI JITRAT DY ATHII
W eR wR R o 2 SR Wiy & W St Goht &1 gou W BH | W 2

(b) 37l BT B9 YA (Low Value of Shares) T (¥ R M HH fAeq ol § a9 9@
RIS G JHIh e | $H & ol B 1 91 § o Reafa Wi o iRhl @ o S7eremt o
37N B 99 N 2

(¢) 9 e R gfv (Loss on Reconstruction): gfe srl%rqvﬁmm B BRI llﬁﬂ &l g-: TS
fohar SIrar 8 91 SEN B drell 2R v 2 Si9fRAl dl 8 984 BR Usd g1 A8 Buel |
IRl P YR 3Me B U § HH 37 I e & |

SYHIGNSIT U W19 (Effect on Consumers): 31fdl GolldhRol & HRUT SUHIG A+ gHR qwifad 8 &

(a) Sfgsiexu-Rafd # @i 1 9 & forg a1 @ SAfRd g & [@ A a fg s st g 4
%] o f& ¥ fiRrae &3 gsclt 31 59 9oR < 8 Rafal § Swire & #1f3 gklt 71

(b) SIIYSIHROT Pt IARAT FHIAEGIR Td STATERY Dl HiedTRd Hell & Forad SuHiarn &1 &1
BNl B

AP 9R WG (Effect on Laboures): 3ifd goftror & sifA® ovf wr 99 wvma gsd €1

(a) o1 B TR A JAYCINBIUT & BRI ATH HH & Sl g a9 sifADi & {al dun I=7 <t o
arelt glaensii a5t Iven It SIRA B

(b) ®H-FHN 9 B FN B R FE D g sifwl 3 B Bt Rl 2 3R BT IqH FH B
& s & o sifei @1 g1 agec 7
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5. WNIR W 94919 (Effect on Market): 311 GolIdx01 &1 I0iR 4R 71 99m@ dsa &:
(a) H2EoN B Aieare (Encouragement to Speculation): STd B H aﬁqvﬁm g1 8 99
S9! WG IR H R SRH 7 SR S5 gedi § HHt 31 Wit € Sl HEerott Bl Hiediad BRe 2
(b) 11Efi'l\ia@(IncreaseinPrices): mﬁ-iﬁﬂwma%ﬁs:ﬁﬁwqaﬁwaﬁéﬁmaﬂﬁa}m
B A IUET & o Tl el & Fora 99R 4 77 9 i & winht B
(c) ARG (Instability): 31fA-GofidRu1 HTAERl, THER 3nfe ® Wewfa w1 & o
TR ¥ 3rReran e 21
(d 9% » "JUﬁ H fiREe (Deterioration in quality of goods): STd <llq &1 931 91 B forw a¥]
@ Hed ¥ 9 {3 ot SRR 7 79 S avg B AR B BN B SN T B | I76: oI 9 fF I avg
o fe A fivrae o= & 9kl ® o aoR 3 avg & on 3§ fRmae sn o 71
6. WTHISIP WM (Social Effects): ARG Sitas 31 1Y gofteor A1 bR gwifad & &:
(a) 19 IR A ageli & qedi A g f§ @) Sl @ 99 Sudia i 6l ifde geri W avge T
TSl E
(b) < oM & forg o1@ Hea @ g Sfa T8l wwsht Sl A avg & Uil 1 B9 R A oI © 9
A Bl Gfean {3t avgeil B SIHRT HIAT gl B
(c) SIfI-YuildRor A SHRERI, Bl St Arford RISl 61 Jeral e g1

IfAYSHa0 R T B U™
(Measures to Remove Over-Capitalisation)

IfA goftavor & Il i aRomHl H IEFHR g WE T A el o FHhdl ¢ & qP R A
I AMaTIFH g | 39 A Rt g™ R b - waen 7

1. 9r<fd® @ W—‘iﬁﬁ | '\‘IQFF-I (Balannce in Real and Book Values): aIifd® Td gid TAI
# =R g 31 goliepul B & o1 39 R B & foi arR<ifds Ta g Jedl § Avgerd ifua
HRAT AL & | AJe M B forg FAfdag 301 (Fund debt) P eI T FHTaeITel SUM 2 |

2. 3o WE@‘T\‘ﬁFﬁH (Issue of Shares at Discount): 39N @l 92 R AT e W fa qvﬁaww
Bl X b1 o1 w1 @ Wi 92 R 791 [ifia sxa ar<afds Jea qen e qea d wgeq |
weral e 21

3. 3 B S= an WH-Yd °<HI (Deduction on Numsber of Shares or Par Value): % fagm1 @1
geima & o afe s @t dw qen w9-qe 9 i HR <) Sg @1 i gentevur g fdan S ddan
8, Tifds T B A& B B Td 99-Y 9eM A R i § $H & ol 21

4. PH X G FRKUMUA (Debentures on Low Rate): g?ﬁ FOIALTRAT Bl BH AT S a1 U SROT9HA
&1 W AfA-golteul d1 B0 B3 | Aerd Rig g &, fog I8 gumaenen S 7= § 3R sa9
Jfgeiiarol # ®IF faey & =g g |

5. 9o MY & ‘Eﬂﬁiﬂ'\' G L | (Elimination of High Rate Preference Shares): ST ST
$ qaifPHRI 372 Bl FHAG B3 A M 31 Yoo U= IAdh oS S Aebedl ® Fifh A goit &H
FF 9 <1 § B a1 et E, e € | 3ren R 3 SN aren o WY 3= Simeen oy e
IR 3BT 94T IS |

frepd

S fdeRor 1 e ® & Sude Sur w=fh sif-geitewur & ufdeR @& w3 BM | @1¢ o 96d & IRy
Y f6 gHTaeIe T 8K | aR<d H SHH! Yot B YH: WA & AL | 6 Ap1 Sl [ehall | YA HISA
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& AT T 1 e BT AH-FI PH PR QAT S0 A1 S9! A& ISl At 21 A SHI 5 SUR SR
o AfA-gohiawor ot Rafd &1 guRa § o1 1 v £
(Under - Capitalisation)

3Rf (Meaning) 31ed YoliauT 31fA gottavor 9 favdia Reifa &1 a7 =it Rerfa & w9 =i &1 ar<afds
I S YRIP eI ¥ AP 8 91 3| TR TRl 4, 9d I & IR IAD Aaeahaisii & Jgard A
goll 34 Y=< @ a1 39 Rafd 31 ragofievor a1 sreugoiiaror bed ¥ |

§® fagdl A sreugsiiaRu 31 9 gyer aRrfia fean &

EITIUS (Hoagland) & ¥Teal H **37cq YoliRul &1 31f AR A ot g5 xRl <ol S|l |l 379 Yol
@ fAem § W=y o snfaw 21

IR (Gerstonberg) B IFAR * T ¥ DI FHAR TR BT aR<IfdD Td IOIR-Yd HHA
& goit | 31fde Brar § @ g8 R sreu goftavor ot Reifar wearht 217

SqIeNYl
3re9-gofidRul o Rafy 31 s Rufa-farvr g1 wee fan o waan &:
Balance Sheet
Rs. Rs.

Share Capital 2500000 Fixed Assets 4500000
Debentures 1250000 Circulating 1750000
Current Liabilities 2500000 Assets

6250000 6250000

39 Rfd fdaror 31 e 2 & et 9t =g eiRat arq a=afidi & TR 750000 %. (2500000-
1750000) 318 & SFIfe w¥=1t 750000 T HI AR | AcqYoiid o 2l

Y GONlvol B BRI
(Causes of Under-Capitalisation)
IY-YolhRUl IA9H &1 & 1 SR &

1. ngﬂ W AGIYDl Bl BH IFUTE (Less Ratio of Needed Capital): gfe SN B WY1 D q9I
JMALIDH DI JTATADB P1 B4 AFAM b1 Sre g < 7l 7 A ot @t 3rg9a g et @ St
IIAIYSTIHRT BT THE BRI E |

2. 3 DI P AJUTA (Lesss Estimate of Income): H HW =T A @1 [AEto sa 99g
1 HH ITFAM I S 2| AT 9=y # Iem 3l Iurei wifda 98 Al § A I8 SISUYSIDHRUl Bl
goTal i 2|

3.  #<PIel (Deprassion): Al BT A I=1, SUBRYI NS HH Fod IR I & SR & TAT BH Yoil | &
AT B BT I AN 8 | TR T Pl FHT B &1 AT B Goil B B IJ9a 81 it 2|
3N UBR ARAT McqYGild T & e 2

4. Al are A (Narrow Divided Policy): #fasa 3 3ot Rl #otqm = &1 forg s=afadi amire
H¥ il &, foras herawd ar<fde e e o 3 98 9 ¢ | 399 JHR fcuyuiiay of Rafd
3 WA B



290

10.
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golt 51 AT &1 W (Fear of Non-availability of Capital): HU & Yde{ & THI HATAS Hacl STt
goit FrRiffa &= S wws § el st @ 91w 81 |ahell & | it 31fde goft e & o
If golt 3 A 9Tt 1 B FD A SAD! Foold Bl YAl o G | $H TBR IT @ATAd B9 Yoit
fifia o= € O g8 91 9 31w YollaRvl & w9 # gae Bkt 21

qT&el 98l (External Help): ST ST # IR sravadaist & forv d@ snfe fa<ia wxenmen &
HET 9T B SAit 8 SR I WIRATY 39+ FERIAT TTAl-agTell Igeit & dl SR H 379 Yoildhrol
P Rafd Su= 8 JPell 2

I« P (Secret Reserve): FO HHMAT HA AW TN BB AP A PICHY M TABIOT
& forq 3fe DIy TR <1 Fod Bl & o Bherawy ¥+ 3 Fwfi &1 aR<afdd o IqD
JRIP-Yed | 96 Sl & AR 3T Yool 8l S B

PRI BT IeawR (Higher Level of Efficiency): 54 &¥d-1 TSR0 & =rfd R I &
RIM TR T4 FeR §T I P TGN BN & A 590 folg Faa &1 TR fan SOl g1 U iR o
@ M T TARH 2 AR T 3R T ot FH | Rl 1R F9 B 9N E | 39 TER SeageinRor
ot Rafa 3= 81 9l B

39 YaoH 49 (Less Promotion Expenses): Yadq @ GHY IS [RAT Bl Ya<q U fA9Igsi Bt dAar
gfaargds® wr< g Sl § A1 auif=e g e 9 B9 B © Al vl Refd 4 e =3 g |
®9 8 9 & e BoRawy srcaysiiarer 4 Rerfd S+ & Wit 21

‘iTlﬂ QT'-I "o R RAg=u ) 1| (Controlling Effect on Capital and Management): STd Bl B
HeTeTeh! Bl Tg 1&g el & & Yol TGN e |o & afdadi & f[Hg=mr | w2, 99 9 $9 geit 31 [
B ¥, Srd PRI 319 Yool 8 ST 2

FEIYSAIBROT B HUE
(Effects of Under- Capitalisation)

JIYSHIHRU B HRUT FJA™ R fI9dd 9419 gsd & 36 Bawasy 71 39 IT= B 21

wfavaef # 3 f& (Increase in Competition): 3TCIYGIBRUI &1 Y= dierl 3 ¥ q f§ wd ifde e
g1 399 F9Ifa IR 310 ARl BH ot IR § 31l €, RO SE ot gfiasi 1 A e
ISl Bl

Hﬁ'ﬂﬁ P 19 # S=EaTA (Fluctuations in the Prices of Securities): 37U YoflehRUl & HIRUT HIAT
@ SR & e Ted-aed Jed § R wEaro 1 e fier § @on e & wfie @
fRaerars @it 21

T3 Wad (Class Conflict): 3/cq Goftehror # 3e1emst ifdw cmHTer uT<d &Rl 8 3R sifAdl & Sam
& aa+ fAerar & R ugat fAear o1 g8 R o e & 91ae B o 3T B | JoiR 7 98 A7
U9 BRd & AR dreard—<1 g g4l $i Aigd 31 S 1

WG BT MG (Fear of Liquidation): S8 &¥I-t 31cd Yolid o Bl SRl & o1 YATE Yoit B HRUT SHBI
fapra T ST ® IR 91t ¥ e R @l BfSArsdl 31 Sl 2 | Ife H¥= 39 13l bl IR B
¥ 3rqaef Bl § O S9hl G994 @) o 21

I |G (Secret Reserve): ICUYSIPHRY B =TI 3N BT A<D Yo JKIP o 4 D &
ST B | 31 59 Yod 1 A ¥EH & forg sifaRea amiren 51 @ =3 fabg & &, S srerefRai &1
3R # v 2
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6. 3I9Yiw Yol (Insufficient Capital): 3/cd Gondwor @ Rafd § Fw-l & o Swa fawm @ fog
g goft =g gril, foras W fdsra wa oar 81 %01 & forg S9 qrest werar wR AR &=
gs1 & foree srgfa oy gaveeal SO/ § a1 |ReM UR 9T =01 X o § 1

7. ST § Y (Dis-satisfaction among Consumers): Wﬁﬁm ¥ A9 9241 Q?l 3ren
® o Ml ggd ¥ i 3O Sy I8 W & fb ST vimor fbar o e @ 3R S sy S B

8. IIUIfAP AT (Excessive Interest): 514 ¥+l & YT YR goft 78l gkt T4 SN 31fd® =arel wR
I8 KU1 T 9Sdl € 3R 39 UPR 3T BT 981 WFT 9188t =01 & 1ol IR Td g Sl 2|

9. I-g | TIEH'@I (Manipulation in Purchase of Shares): 31cd S\GﬁEI-T\’UT ® BRUT I P IR<AD
Hed 9+ oIl 8 Al SAPT g HIAT ATYSE Y&l & | FaTedd d Ja= SifHahdi &l Ifdh Faarg ot
ar<dfde Rufd P1 5 BT 2 316: 98 9I9TR A 373 Bl WRIE B A9 BN 2 |

YD T A D U™
(Measures to Remove Under-Capitalisation)
JCYYSIHTUT & QNI Bl g A & (4 U fbvy &1 wad &

1. GRRICT (Foresightedness): afd golt @t W=l qRERAT | &t AT @1 sreugehavur ot Rafa &
I TEl BNell | 37T: YoNDHRUT =1 WAy, fdae g #fdsy 3t sravaadl o1 &9 § IT@HY Bl
=1feq|

2. 3rel o1 f@MIST (Division of Shares): eIYGH®HRUl &t Rerfad # ¥t & 3rel &1 AT 4 Jou arad
®% 39 # Ao w= R Sy 1 el @5t W # g fg @9 @ Rk e @ 9 g
Td 399 IAUIRAT B M B T TE BN | 5B AAIdSIe g9Td TS B

3. 999 39 b1 fARFA (Issues of Bonus Shares): afe &7+ & U1 31fdp <1y 21 O S =2 b
I8 9 U9 Bl 49 & ®U H 7 Jich? 9499 IR0 & w9 H i orad et o goft i g srgh
Tq 3e & Ji A W gRacd TEl AT TS| ASAYSIHDHRUT R b oM T Ig A9 I<H T4
YHTaqol AIEH B

U+
(Questions)

1. o Ao &1 o 9a=d | s9e w1 Sev 87

Discuse the meaning of financial planning. What are its objectives?

2. U 3nee faxia REe @ el o1 guiq S|

Discuses the characteristics of an ideal financial planning.

3. fa=ia fAaoE @1 aRwfea Hie gon s9a fafi= yeri &1 guiq @ifom

Define financial planning and discuss its various types.

4. fa=i RAESE B 99Ifdd $=A 919 geai R Tah [a=y fofdu |

Write an essay on various factors affecting financial planning.

5. faxiig fFaom @ 95 R e feweh feifw

Write a note on the importance of financial planning.

6. faxita Faom ava aaaRs o & Fot 71 W w11

Financial planning is the key to successful business operations. Discuss.
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I 9 : Yot gwifewr e A Rl

(Capital Budgeting or Investment Decisions)

Yoll, a9 &1 e ¥E1 S 8 | a9 il 3i0dl §91 9w Yol & F9[d H qai< goit &l
HATe e IPR | T8 fhar o 9aar | g 1% B N awm @ Ofg @nem a3 St @ 2
3 S 31U AT et B fadeypl ST BT B @ ki Al @ Suan @ Avi |1 geR @ B
B ICYBTC T Jddlei= FAvia erielia goft & ey | fow o & Safd dderes Foia g
vt 7 g a1 & for 53 o 1 g gk | (g s wwe=ht faftam Ao
(Investment Decision) 31Idl 11\_:ﬁ TOIfST (Capital Budgeting) ®ad & |

‘jﬁﬁ qoifc-aref (Capital Budgeting- Meaning)

Yol goIfcT & |1 vIeg - Yol a1 goIfe | goft | 3P B 3 & fore oM &1 <aa | I=l Yol &
31 wuTs Wl W A @ & O/ goite &3 it ed 7| oiN & 3ierEn A il & e
Y U IR fhar Sl & 91 S GBI 19 [ aui ddb YT gl el 2|

TR ¥ TN B IRAAS I S | Q@ Ao q91fcn & i Iafousd araisi &1 sreaas
faecior qen wdsrs fAwey &1 aa= e 7|

39 UBR Yoll g9fcT FIar™ & BIul b1 g Jwil | 3 a1 &1 Aol @ s &
AR B AT ABaH B T | Goll TAAfeT B M IPhfedsd GoiliTa Al 90 TIIad Al Bl
@I 1 [l B | 3R THo & (R.M. Lynch) & AR "ol qoifcTl iR 6 STwIaTei &FTdl i Sifedhad
B B S W IIA B U Yol B I HRA 9 Ao 71

I Mo ¥ T (James C.Van Horne)- & ¥l # "Yoit quifcT # 4wy § ua ad¥ & 3if¥s w#7a | urw
wIfad ol @& forg adame & AR &= g1

YoIRTd =i & SSTERvl 8-

(i) ©IE FRiE B H-99- 4fA, a4, wic a weiE enfe
(ii) T wfdl ¥ fAwR, gur, aRads snf|

(i) TS AR DY GHARATGAT |

(iv)  3IgayU 9 faer = |

"Capital budgeting, then, consists in planning the deployment of available capital for the purpose of maximising
the long-term profitability of the firm-"

-R.M. Lynch

"Capital budgeting Involves a current investmnet in which the benefits are expected to be received beyond one
year in future-"

-James C. Van Horne

‘jﬁh qoIfeT &l mTQ.(Features of Capital Budgeting)-Goll SuifcT @ o W@ fagaan
39 UPR ®-

1. 4 RAfAANT (Heavy Investment)- U1: 39 319 w¥Y 91201 9 @i &1 faf{am fasan sirem @ <
TGl BRG] A B Ahdl 8| 9 folv Aqar™ B Sefbrei= Bof § 91 IS Hahdl |
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2.

Qderete wrafoi A fAfAART (Investment in long- term Assets)- goft goifcT & #1efi9 YoiiTa <o
B & Sl SideTena waafaai 4 fdby o B

IRTAT (Irreversible)- T IR BIul &1 fAf{gie 81 1 & 919 Avig gee T8 o1 9o 21
Srefwreis wafaal 7 o o9 3 a1 1R S 981 | T8 Awren o ||

SH®Ied 9@ T (Return in Long- term)-YOIR &1 &1 A4 JJHR Bl HIH T OF At
& B

FATHIITSIIAT &< WHIfA (Effect on Profitability)- faasyqut Aol sgawma ot anviarsi= ervvar &1
91 <1 § Waid STeadrell # forg R ifdasyqu Yol = Rl e @ Jriarsi= &9 ol
B B Ghd 2|

‘iﬁﬁ OIS 1 Hew™ U4 gDl (Importance & Need of Capital Budgeting)-‘j\GﬁTﬁ A B
v <1 sMenga S T § Wifd 961 AR SidTeld vfas | g 7 IR wfas sfAf¥es
a1 81 30 PRT 4ot @i @ Aofy sranfas ifem 9 R F R

Ijﬁﬁ ToIfc 1 HEvd Ud IMaegahdl (Importance & Need of Capital Budgeting)

Q@i wHafkial § 4Rt faf=arT (Capital Budgeting) @R & fAvia sgaqamr & forg sifd-#ewa @

Aol g & | aar 3t Aawdal gl Few #t 9 T 3 i ) AR a2

Do & (J.Batty)- B ¥l § "GN Al B AR Ist B Ul AorTn wea AfHard Bikdt 71
Id: BRI A YOIR 31 &1 goifeT JaRed g | &A1 71 SRUN | aeasd Bl &
9 At @) SMG¥G PRI (Need of Huge Investment)- ‘1&[ Yad, e, Iy QH faera =M
FHRl § Faar B AP P o I 2 1 3a: 379 fhan oM aren faf{am awsn g i
A g g Al

IgRag YT (Irreversible Nature)- Sﬂﬁ far = fafv aRad=ehia 92 @1 3@: a4

vt & | fsan = fafaar @ 9t agen A8 o A iMar 9ed 9R R ' Sort gl
g1 O e DR B g5 B SAE ge B forv WY TR Sorl s '

"..... a positive awarenesss of capital expenditure needs is essential at all times-"
J. Batty

wrerefierar &1 3Td (Lack of Flexibility)- GofliTd @il # srarefierar &1 3141 8l | U& IR afe
PIE Bl fhsl g il A o 331 31Aar U SIeT dh-d TANT A of off 310l U fa9iy
T P I | T W Al 579 IR HAT =G T8 € T 2| 31 39D forg el a @
RS 3ravas e 2|

YA Dl <<d (Factor of Obsolescence)- 311Gl & JsnAP g ¥ drenfae | 9gd 111 qur g
ST @ ' @QMW@WWWW%I {\"RTW(Telecommunication)m
T ISTERYI B | 37<: Yol I 9gd 6 999 7 9 T qReERi @ | 3 9 wfku)

@RTA g VTl YR Y919 (Effect on Cost and Quality)- YSIRT &4 a3 $1 ARG @ I Jora<
D1 Mt YA B | AT FIATRIS T H T8 SIS Ahd 8 Aohell 8§ Foraat Saured ar
H9 Rt @ 9% TJura # A grf | 31e: gont Fuife awr & forg siffard gkft 1

U 9 RIS AW (National and International Importance)- ELGﬁ quifeT &1 A dad Uh
Iqar B fog 78 @ afed R fava & forg gran 21 3noipd Risa w6 wR a1 sifd®,
3irenfie, uguur o fawdl 31 9gd Jewa fQa 91 & W 7| 31: goil gaifc | 349 i 31 W s
} ¥@1 Sl 21
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YPII E@ihd U9 faRig ge=a
I Yol gEfe1 &1 gt SR SRl | f9-ufi-i&9 aga1 on <=1 & | sifddeyei Mok =aam

P qfdsT B TR A ST IHhd 8| 98 FI9 o 91 | = (3790 3iear o= H) U fakiia dxensi
| SYR A1 8 Yol gurfe e 7|

‘iﬁﬂ‘ﬁ [ B YPR (Type of Capital Expenditure)- S\Gﬁﬂ?—l T g A9 "1 R By 9§

(i)
(i)
(iif)
(iv)
(v)
(vi)
(vii)

(viii)

©ITE AR &1 59 99 4fA, 9aA, @i |

ferm Trafl o1 see- S gRMAT 8 9N W BAleR 98d a1

SfARa &mmar ISHI-UI |17 98 SIF UR 3R 3Afd IqTed BRA B foIv tah 3iR wiie e 1|
T YIS Y B 6 [IU-31eRT TRE &1 Wi |

AR &¥ HRA d YOIl 96 B forg- i &l waanfora b o w21

HfHPI D1 GAAYTT 7 B oY Teie 7141, TR AT IRGATA Gier 1 A< |

I B YA BRA-BA et @ AT Bl TG W UR: 9B AM Pl ¥ IoM B ferg @i
1 YA BT TSl 2

A GUR TI-9149 s, faerelt snfe &1 =g w311

‘jﬁﬂ"ﬁ =R @ fAvfa | ynfda $v9 9 9@ (Factor influencing capital invest-

ment decision)

a9« B

1.

TeP1 P YOI & B A gd (Yol goife) & forg sFe a@i W fFaR &% g1 81 3 W

HIolgE W 3™ (Income from project)- Yo & HA B FAvfg & yaifda H- aren @9 wewaqul
d<a g Hioige |9 819 drell 9Rfdd 3md | Afe 9= & AHH &3 fdbed 8 91 98 SS9 Hioide 3l &
WeR B @ o g |aifde 2kt 11 afe Aecy 78 & @ yavy A= fioee & o
NHR HIA1 & T4 U<l T Y9 T P IRIER Al S9N 3w acht 2|

Yoll &t SUTEIAT (Availability of Capital)-SITHRI & IR Yoil 31 IuTerdl Uid: WA 8r-il g1 31
s IR Y A dTel Uiolae Bl sdfeit Mt TR BT gsdl 2 P Faadg & U 9 Wiviee |
fafar w1 @ forg gafa goft Sucrer 98 kit |

wiiefar 9 IRarRiAT (Urgency)- 3% 9R @gaara ) 4R} 1R @ 9m & for sifa shw-fAofa o
TS Ol B | S99 9 ATHSTIPAT Bl BiId! H 3l Bl U Sl 81 9i9- afe |1 ot Bl
A 2 Afh1 9aiw UfaR SUeTel T3] ® @ A9 Bl 391 Aol ufaR eew M1 U Aol g1 afe
U1 T8 fbar @) 1) 21 Sorl us Ahdl 2

TP AR (Technical feasibility)- f39Iusii & gRT TH-le ©U A Wioide &1 Neqy— fban
STt 21 399 319 Wiviae &1 Sfidq, 9R¥d aIRTd &1 fa=r fban s 21

&Tal A T (Rate of Interest)- ITGR ¥ Faferld &S Bl &R A HIolae A 31T B g1 B SARN
gl

IWIEA AR (Cost of Production)- Jbfeusd Wiviae & AR, 2M, S99 9v¥d 3nfe wR fhant
ITE AN Il 2 1 $9a1 WY 3rema= fhan i 21

g WA (Obsolescence risk)-wie d AN 3M® IR 39 ®RUT § = B o 2 & s
I HIAT WIS el &<l Rifh T AfABRI & BRI 37 W1 B JeR w9 3 MY g | 37
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10.

11.

YA 39 I DI BH B B foIlU I Wioiae Bl WNHR Bl € ol BH G99 A § R B
199 i 1 2

8IN (Depreciation)- Hoide & QRN U8 O WR a8 fbad o A e @ a8 i uisiae &1
faffam sva v e e 71

SGHR AR (Opportunity Cost)-&aR & Urd it |ieq WA 8 g 3 goit qoIfca § sl
W &= @ S 2

¥R &1 qg SL¥AA WART (Multipurpose use of asset)-F=fI 3 A1 w31 afde Sfaa =
2 fora®t yar =it s &t A M fban S wwan @11 3 Moige & forg o M arell vl &
fore foram 31fde 93T 219 & 98 93 S & 31fde s 9 1 S 21

3 (Others)-SWRITd Hewdyui fafta Tl @ AfiRaw M R Ak a@ (S @) i ge
OIfETT I gHIfdd BRell B | SSIER0T & folv FaIT g1 3199 pHARAT & forv Simard & aya=en
A1 3 Aoft & gl ¥ siar 2

gofl aGiféT @ °ROT (Steps in Capital Budgeting)

goil guifen ufsban & FA=fofEa ==u 8 -

faar @t Sufe (Origination of an idea)-fh=Tt M 98 B B B HA B forw |9 U Bier |
fdaR &0 & AT A 3man 21 98 faaR yevas & faurT 6t Suw 81 dddl 8, @ 1T st
& AU @t Iuw @ |Fel 71 O faER g% o 9adn § & o ye Scared o afdban 3 a9
39y (Scrap) P 99 B R R S IY-STEH (By-product) & w9 ¥ gRafda fdan NIy 3R
s Joa R a1 TY|

WRA® JFF (Priliminary study)- 397 @ SRIT SUS &1 RS M4 B & forg
I faTT | w71 o1 W 2

IR 3T (Feasibility study)-URRI6 AT AHRIHS a1 R fad 9 o &t oIl 8
fora® 3= (i) DL 9gc] (Economic aspect), (ii) db-ifdp 9gc] (Technical aspect), (iii) PEESCAD
ggc] (Managerial aspect),?ﬂﬁ R fa9vs @ I oft SRl ' 1

P 2971 (Ranking)- TP W 31fe U@ 1 & T2 A 3 MR & MfaRea A= a1 eRT «w®
S Y& faan S ®-(i) axeran (Liquidity) @I (/i) SMeTadal (Profitability) | dReTal & 1 I8
291 Sl ® b WMoige A fhan oM fbam 99 | 991 3 SR | arverddr A faffar @t Resd
P =R W WA B

ﬂfﬂ'\'/m (Aceeptance/Rejection)- I 29 dAT TWRER ﬂ'UT—Eﬁ &1 JFIT BRA P 9IS
a=e] 3B UIoTde Bl [NPR B oIl & TAT 3G YIoide Bl IRANDBR B ool 2| 1 & A1 s
e & forn faxfia Ten sr=a =T 3meer oY & a1 21

goit gorféa fAofal @ garR
Kinds of Capital Budgeting Decisons

geil geifen fAvia fAfFfofEa 9 yoR & g1 &

ﬂm/amﬂm'\' favfa (Acceptance/ Rajection Decisione)- oTd TARA® Moide W& El’cfﬁ ®
B 21 (31 v TR & ufaantt 98 84) o 89 W uwamal B WeR R foran s @ ot
Squﬁ?l Re+ W gd RuiRa X (Pre-determined rate) 312@1 AIF® X (Standard rate) 31T Yol
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P T (Cost of Capital) | 3fdId Bt 21 99 Wft wxamal 1 sRNBR B foran S 2|

2. T H ﬁ?ﬁ I N ﬂﬂ?ﬁ (Acceptance of one rejection of other)- STd IV Th {ﬂ'\\’ ®
ARt 2} @ T Wioiae Bl WER B $1 31 ¥ g Woiae B RABR B 9 9- afe
TS Yolde HIFd dferd (Manual)% G {\"I’Q gIoige arferd (Automatic) g, o1 U=t <9n ¥ afe
waTferd groiae Pl WIPR B foran AT A1 3@P1 31 I8 gan fb Ara Afera dioiae &1 sREidR
P faan|

3. UrRIfA®dr &9 (Priority Order)- STd q9 & U fae@mE deq WifRg 8 a1 vioiee o )RR
gfaartt 7€ 2 &1 mafAear 8 RuiRor $R forn Sier 21 9-9 Suae 819 Wi 8 WA
PHATER I o] fban S 21

‘iTrﬁ qoifcn @t aPie (Techniques of Capital Budgeting OR Methods of Evaluating
Capital Investment Proposals)-

YOITa i & URTEl @ Jedidd B oy 31 ad1d add § g1 59 9t & 3199-37199 U1 I
2| 37 9gd faaegul 81 9 fFaR &< & 9 | fafaam Aok fern s =nfeg

e doe $H YR ¥
Techniques of Capital Budgeting

A B
Traditional Methods Discounted Cash Flow Techniques
RERETT fafd IUAfea Aps vare fafomr
1.Pay Back Method 2. Average Rate of Return Method
Il IEr fafg IUfRE Vws yare fafd
3. Recent Value Method 4. Internal Rate of Return Method

smaR® Red v fafg
E'[Gﬂ A ot adb-ia 1@l A y=arai &1 9 9 3t fafer—m (Technical of Capital Budgeting

or Method of Evaluating investment Proposals or Criterion for capital expenditure Decisions)
E'[Gﬂ"ﬁ Y P § FHEAT Aoy 29 & fow ) Aquevs (Criterion) gl

(A) AGTH ATHATISUS (Accounting Profit criteria)

B) ABS YdIg HAUSUS (Cosh flow criteria)

TEIB AT ATIGUS & I Yoild g | AHIad Ao o o $ad o fafa 81 39 fafg @
TR ) 3RAd <R fAfd 81 S § s UaTE A9SUS DI AbIbA M AIIEUS Y gorl | 3D .1
[ T § 39 A Bt R

@) mwhgma%wq@ (Time Value of money) B W SO A/ T S b g
(i) VS YdTE AUSUS AHS YdTE W MR ¥ 7 & @l o 3a: 39 | e AfARaaan g 2k
2
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P YdIe AU & =<id (= fafdai @ i fbar siran 21

(i) Jro=f} IERET fafd (Pay Back Method)

(i) Iifad JAps varg (Discount cash flows) IR anenRa faeri |

1) qg I qa fafa (Net Present Value Method)

(ii) MYl GaBTd fAfd (Profitability Index Method)

(iii) U™ &) 3aRe <x fafd (Internal Rate of Return Method)

Technical of Capital Budgeting at a glance:
Criteria of capital expenditure Decisions

v

Account Profit criteria Cash flow criteria
1. Average Rate of Return method i Pay Back Method

i1 Methods based on discounted cash flows:
(i) Net Present Value

(i1) Profitability index

(iii) Internal Rate of Return

Ist Method U @ 3l =R fafd Average Rate of Return Method(ARR): 9 fafa = gy @t
a9 <X fafd (Accounting Rate of Return Method) A Bl ST 2 UG &t 39d 2% Bl A9 UpR s
faan e 21

Average annual profits after taxes
ARR = x 100

Averagelnvestment

Total of after profit of all year

Average annual profits after faxes — Numer of Years

= Original Investment + salvage value
2

Average Investment

or Original Investment — Salvage Value
2

Note: Profit after taxes means profit after depreciationand taxes.

3ird AR s SR 99F S1avIy Hog &1 S99y SirsT Sl ® ®iifds @9y o1 uRaier &
SNeadTea &) G 1= & g 21 & S’ & forg, afe #1g 99| 200000 wo @ &g @Y 7T 3N 4 a9

) 1
D 3 A SHDI AT & 2000 Fo AT <1 A« faf={aie (200000 + 20000)+5 110000 %o HTHT ST |

Ife &< aRaie1 3t ARR gd iR = 9 3ifds 7 a1 uRaier &1 wWieR faa g | sik
IR B IRIAGH fd=aReH 2 @ 59 gRaAe=1 B War fhar simemm! fSraat ARR 999 313 2l 21
o™ (Advantages):

(i) W : 599 fAfS B A1 3R TN BRA1 g1 8 6¥e § 3 fafSl 3l wHs™ g WA AR | g1
PfSrE Imehl 21

+Salvage Value
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(i)  uRgIe @ Rl Site F1d W fa9R : 39 R & aRaor @ arerEa @ oA w4 G5
9 gRAS & wgul Sitasare A Ui 81 arel el R e I e 2

gl (Disadvantages):

) 2 fafd s yare & IS AWIH MM BT AN Bl - 39 A B Ja 9t v g8 2 b
Fad =Tl RIS | Ut 811 arel Aps YdrE ot 99T S RIS § YIS oG 3 IR
w2 faar S § wifd e A urd 21 drel o 31fde At g1 R®ifd s aRars 1 siaqara
& IR & gAfdf=T o fasan s @ 2

(i) o1 D WEY oI P SAM H L @ A Fhadl E

39 faf &t vor F+it SR Tz 2 5 o= w9g gou o e A R R @ 39 A 3 aRaen 3 ura
I auf &) 3T B Tk GHE Hewd A1 wien 21 Serevvl & for:

Advantage Investment

Projects after taxes year

1 5000 25000

2 10000 20000

3 15000 15000

4 20000 10000

5 25000 5000

Total Profits 75000 75000
Average Profits (75000 + 5) 15000 15000

A Project
__ Average Projects %100 15000 %100 = 3%
Average Investment 500000
15000
Y =——x100 =
500000 3%

ARR fafgl & srgaR X aRRArer 1 @ Y aRaisr 1 #1 99 dew & s | @fd alRare @1 78w«
fan s =nfey wifd X aRErer o o & Y aRarer 31 aRfRe asf 3 3ifde sma ara =l
e R

(i) g4 FRuiRa = FAReEa o3 ofeT + su RAfY & v EiRyiRa T ot JEaw = [ s
& forwast aiRafas ARR 3 garm @t ol B

Gv) fafeam & smeR W waE T fewn e+

IE fafd faf= aRarerst & faffa & sreR 3 Y 78 o=l ¥ 1 wife faf= afaarh &g
UR<TEl @1 ARR UM 8 Ghal 2 | oifb 81 Fepal & b 31er1 srerv fafaar reh &) smavaear g Wi <on
¥ ARR I8 M@ 4 99 ) 21 P 39 9 oA @ aRaier wier @) sl |

Illutration 1 :

X Project having a life of 6 year will cost Rs. 4,20,000. Its stream of income before depreciation and
taxes is expected to be Rs. 110000; Rs. 130000; Rs.170000; Rs. 180000 and 210000 during the life of the project.
Depreciation is charged on straight line basis and the tax rate applicable to the firm is 50% Calculate Accounting
Rate of Return.
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Solution:
Calculation of earning after tax
Year
1 2 3 4

Earning before Depreciation and Tax 110000 130000 170000 180000 210000

Less Depreciation 70000 70000 70000 70000 70000
Earning before taxes 40000 60000 100000 110000 140000

Less Tax .50% 20000 30000 50000 55000 70000
Earning after tax 20000 30000 50000 55000 70000

Total earning after depreciation and taxes

Average annual earning after taxes =
Number of year

20000+ 30000 +50000 + 55000 + 70000

5
= 225000 =45000Rs.
Average Investment = Original Investme;t +Salvage Value
2000040 _ Rs210000
2
ARR = Average annual earning after taxes 100
Average investment
= 45000 x 100 = 2143%
21000
Iustration 2 : Determine the average rate of return from the following data of Machine A and B.
MachineA MachineB
Rs Rs
Cost 56125 56125
Annual estimated earnings after depreciation
and tax
Ist year 3375 11375
2nd " 5375 9375
3rd " 7375 7375
4th " 9375 5375
5th " 11375 3375
36875 36875
Estimeted life in year 5 5
Estimated sale vage value 3000 3000
Average Tax Rate 55% 55%

Depreciation has been charged on straight line basis

(B.Com.K. U. 1995)
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Solution:
Average annual earnings after taxes

ARR = x 100
Average investment

. Total earning after depreciation and taxes
Average Annual earnings = g P

Number of years

Original Investment + Salvage Value

Average Investment = >

Both the Machines are equal on the basis of ARR method because ARR of both the machine is same.

IInd Method aIRTl ErEl A (Pay Back Method (PB)

et srerrh fafd goft faa Aok & w1 &t o areht fafdsl § we9 wRa siR yafora fafd 21
39 fafd ot werran | g8 ArgH fhan o ® fb f[AfFr 6t 1€ af? feam auf 9 aruw < 8@ sl

qToRT IEREN 37afd Bt o T g1 gd RuiRa sifdidam arRit sereh safd 3 @t oIl 21 afe
IR<fad AT 3afd gd RuiRa serrtt safd & w9 & @1 aRaor &1 Wier & foran srem smaen
RIS @l PR B fean S 21

gt el 3afd $) o B @) <) fafdn @

gerd fafd:- s fAfd &1 g a9 fbar e @ <19 9IS 3 ure es vare ufdad |99E @ |
Ul 29 A IERFT J@fY Ht MU HA B fore fAfFa Y urfRie af o1 9wH aiffe Aes sralg wt
f3 QA 9T foban e 2

For Example:-af¢ aR&AISHT & 90000 Fo fARAT &1 @t smaeaasdr ® iR S@A 8 a9 T 15000 RsUTS
B @ 3men

o

99 g% Rig g ® fb aRaiern 7 fafafora gqont oanf & anfts ur< 81 smgent |

fa<ia fafd:- (1Ind Method): 39 fafd @1 g1 Ooft far S @ 99 aRAST | 9re Adbs garg gfaay
3R A | W) <91 A IERET 3rafdl &) 290 W JERAT 3afd &l T BRA B o UR_AP a9 B AP i
Pl d9 dP SilSd ST o9 d b aRfRe A @ afd & =_ER T8 2@ ol 21
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Y sereh fafy @ o
(Advantages of Payback Method)

1. - 59 Al &1 ug@ @9 I ® P 390 [ 9 § | 901 S99 IFAR U] HAT f 1A 7

2. U W g 3 Yol goied 3l 3 Al 3t o 3§ SUP T el 9 9 AR M
AT B 1 39 UBR 39 fAf 3 e (@) @ g9a B 2

3. ITYBT I D He<d oA1:- I fafd 99 waf & forw 3ifde Suarh 21 Sifd e faer
@ JATT A UGBTI 3T B TAHHar <t 7|

4. ARR fAfY 9 sr=dl:- g fafd ARR fafd 7 9 & wifd av fafd Ao vare wr snalRa g1 Il
A & RIS Bt ARR THH B @ a9 e A gRa & Fg T it @ o uRarern &
IR SERAT A HH ' SN urRiffear € o wife sww uRfe [ &t e gud
aRaTe1 ot g | e arfas et

5. AffRea qwnell A Sugaw:- I Y WA Ruftal & W Sugew @R &1 o9 aRaAwERi o
SrefpTel AREA 954 g ifAf¥ad ok Sifew gof 8t &1

I RL] (Disadvantages):

1. a9 el 3af @ yvaa @ Vs AR W & 1 391-39 A & g9 9t FEeRt
g f& a8 S Adbs rdial @l IR & Tl < Sl aroRf} el srafd & uyvErd ure B9 B

For Example

Particular ProjectA ProjectB

Rs Rs

Total cost of Project 200000 200000
Cost infows:

Year 1 40000 35000

2 50000 40000

3 60000 55000

4 50000 40000

5 0 50000

6 0 20000

Pay Back Period (Years) 4 years 4.6 years

T2 ITERYT B! TR A Tg A T B 5 A’ Project DI 36T M1 W1 | Rifds aroR{t srerrh
3afd Project A ®l &H B | <ifd1 T8 Ted & HIfP Project A A UK b I<IAE 4 I9 & WA & STl
& Wafd Project B H 6 94 d% 9w B ® 1

2. 51 B G o9 @) Iqger - 59 AR &1 ga 9 I8 ot Iz 5 I8 99 g 9 '[9 T8
@l 81 I8 U 1 98 Yod AR B off g a¥ a1 agt 9 < ad «f 7

For Example
ProjectA ProjectB
Total cost of Project 86000 86000
Cash Inflow
Year 1 20000 41000
2 25000 25000

3 41000 20000
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3. Bad TP qRASH 3 <o ¥ Pofg 31 A sreetl 3 Y e aRaen @ IR & fAofg 23 A
A B & 39 uRaie & WeR & g a1 AR | 3961 R I8 & & <gAad arosi
et safy fAf¥ad s aga +f3H & 2|

4. Yol AR Pt 3er- 9 fAfY § goft o o et e 9 % B s A T8 @ o R

5. ARG Pt AT P AE™ | - 39 [ F P iR F I & 77 Ay aRaren a5t
TSRSl Bl A T8l Qe g
Ilustration 3 :_X Project requires initial outpay of Rs160000 and is expected to generate cash flow. After tax but

before depreciation (CFAT) of Rs 16000; Rs 40000; Rs 28000; Rs60000 ; Rs 60000 and Rs80000 during its 6
year life. Calculate the Payback period.

Solution :

Year Annual CFAT cumulative CFAT

Rs Rs
1 16000 16000
2 40000 56000
3 28000 84000
4 60000 144000
5 60000 204000
6 80000 284000

SWRIF diferdt ¥ W g fb R faf{ar @6t 160000 Fo & Af31 A yred ad & 929 gl 2|

Illustration 4 :_Vikas Ltd has two alternative proposals. One proposal will cost Rs 100000 with a life of 5 year
and no salvage value. second proposal will cost Rs150000 with a life of 10 year with no salvages value. The Ltd
adopts straight line depreciation method. The estimated cash flows before depreciation and tax from the two
proposals are as follows :

Year Proposal A Proposal B
Cash inflow before Cash inflow before
Depreciation and tax depreciation and tax

Rs. Rs.
I 20000 20000
II 22000 23000
I 28000 28000
v 30000 32000
\Y% 50000 60000
VI --- 40000
Vil --- 30000
VIII --- 20000

Which proposal should be prefered on the basis of pay-back period method of investment evaluation.
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Proposal A
Year Cash Inflow | Depreciation Net Tax | Netprofit | Add Net Cash | Cumulative
before profit After Tax | Dep. Inflow the cash
depreciation before inflow
and tax Tax
Rs. Rs. Rs. Rs. Rs. Rs. Rs. Rs.
I 20000 20000 0 0 0| 20000 20000 20000
II 22000 20000 2000 1000 1000 | 20000 21000 41000
I 28000 20000 8000 4000 4000 | 20000 24000 65000
v 30000 20000 | 10000 5000 5000 | 20000 25000 9000
v 50000 20000 | 30000 | 15000 15000 | 20000 35000 125000
Proposal B
YOG LRG| T || | | o
depreciation before inflow
and tax Tax
Rs. Rs. Rs. Rs. Rs. Rs. Rs. Rs.
I 20000 FRYPack Reiige of Propggal A=4 3T 12 ragdgp of SikasaT | 17500 17500
II 23000 15000 8000 4000 4000 15000 19000 36500
I 28000 15000 | 13000 6500 6500 15000 21500 58000
v 32000 Ppy back 1&000 of Praposal B=@30@r + a fr®F@m of 1dm0pear | 23500 81500
v 60000 | 5006&(_)0& 65065000 22500 22500 15000 37500 119000
VI 40000 q+ 5) —250601 5¢ angpear pnd 3 pxouthapEoe0 | 27500 146500
Vi 1130000ti0n 5: Kl'5000 & CéSOOO y fis i7t5 00ing to p7§§§500 s€ a15000in€ Ou225006 two e1 ey ting Rs. 900000
vin 'E%léﬁglags fter.tax]iz%??@iq reciation’ EAalfgcﬁur' B i elrgt6 (gne 1achiineq are eX’pe](a§§ 0 be as Lll"ldel‘i '
Year EAT
MachineA MachineB
1 2,00,000 15000
2 70000 30000
3 50000 50000
4 30000 70000
5 15000 200000
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Depreciation has been provided on straight line basis with on salvage value. indicate which machine would be a
more prifitable investment under the payback method of ranking the proposals.

Solution :
Year | Net profit after tax and Depreciation CFAT Cumulative
depreciation (Col+ Cols) CFAT
1 200000 180000 380000 380000
2 70000 180000 250000 630000
3 50000 180000 230000 860000
4 30000 180000 210000 1070000
5 15000 180000 195000 1265000
Machine B

Payback Period : It is clear from cummulative CFAT column in the table that payback period of Machine A is
3.19 or 3 year 2 months, and of machine B is 4 year and  months. Machine A is more profitable than machine

B because of its lower payback period :

IYfd Aws vare g ImenRa fafet
( Method based on discounted Cash flows)

Pay Back HWARRWH%‘I@MW%%&@E%WWﬁWﬁﬁm%IETI\_rI
B IuRAMA FT D1 THI Ho USH Bl @ lfb M1 D1 T wUAT Tb Y 918 & U 0 A D
HeadH BT ¥ | 3R 301 &I BRI TS 8 | AFT AAfdd &9 31MS1 100 ®9d a1 21 3R B Aafdd &3 v
T4 9TE 100 F9 I41 B 1 IR A Bl R 10% g1 A1 B Afad aR<ia A 31 &9 100 FY B gl H 90
w9 T W@ 2

a1 faffarT uamEl wR i o wHY 7 a7 s @ B F 9fds @ Rds yare a1 adwE qed
a1 7| 390 forg 39 ufdsy & s yarel i S AFHY IS9P A e |15d (Period value Factor or
PVF) ¥ O &vd R |

PVF &I g7 1 &

PVF] = Pv of Rupee 1 to be received/paid after year = ,
(1+r)
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PVF3 |||||| 1 ||||||||||||| 3 — 1
(1+r1)°

r = Rate of interest

Note : 3FR I8 Value Table H &} & @1 31N W AP & smavgan == 21
(Factor or PVF) ¥ 0N %% 2| PVF &l S ®¥A &1 3 FA=forfdra &

1

PVE, = PV of Rupee 1 to be received/Paid after yearl= m

PVE, = PVof Rupees1to bereceived / paid after year2 = REY
+r

PVE, = PVof Rupees1tobereceived / paid 3 =
(1+r1)°

re: faenffal o1 SuRIew el | PVE 911 &9 95l iTaeadal 8l 81 PVF a1 @ ued 3 & g8
BN AT S99 AU & 37 A QA g3 Alferdl A-1 A I ATg |
3rd Method

g W[ Y3 Al
(Net Present Value (NPV) Method)

[Fias fa i ﬂfaﬁﬁ}ﬁﬁfm lﬁﬂy_saﬂ‘ifﬁ\’@bﬂcounted Cash Flow or DCF) fafSri % 94 ts 21 39
nltla}aﬁg&%@m AT NP II<IATEl & qIA o P A HAT Sl 81 AT D 918 A HS

IIATRl & I eI H A Abs dfgdrel & aciq od DI USRI Sl 8 | <R Bl Yg ad G (Net
Present Value of NPV) &gl ST 2|

31d: NPV=PV of inflow- PV of out flow

3 wreal A i fhdt aRder & e 7 & faffa f&an s @ @ Npy A 33 @6t wergan 9 9
P SE:

NPV=[(Cash in flowinl1st year x PVF )] + (Cashin flowin 2nd year x PVE,)

+

Ife ue &1 PVE 78 & g€ ' @ NPV @ 1 3 @it weren @ @ind faan somn:

NpPV=[Cash inflow in Ist Year x ]

]+ [Cash inflow in nth year x 5
(1+4r)' (1+41)

+[Cash inflow in 3rd year x | I S [Cash inflow in nth year x ]

1
(1+1)° (141)"

Here r=rate of interest (i.e.Cost of Capital)

n=expected life of the proposal
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If gRATSTAT BT PIS A A (Salvage Value) Wi B 1 1< a4 & Aps =i # Sirs faa
wTen 21 590 yeR, afe aRaie T | ¢ SRiEe Goft (Working Capital) @t Wt smaeadar g1 a1 aR@rer
Bl RIS ArTg A d2n ¥ 9d & Abs Fdig 1 A oS far S 2|

NPV fafd & R w fait R @1 g s aft B0 aRaer &t NPV aFTeTs
(Positive) B @1 URAIST B PR B A1 ALY, AT NPV KOMHD (Negative) B I URIAISHT Bl
IRAIBR HR <A1 AMLY 3R AT NPV IR (Zero) B <l IRAGH Bl I/ om0 § WaeR & sem afe s«
§B IR faxiia o o<t g @1 afe faf= fafsar samai 9 9 B e g 1 g w30 @ 9 O
IRAISHT & NPV Ja9 31fda Nell @ S yafAdar <) ol R iR S Ul HHD (Number of Ranking)
e <iran 7 iR o afRAe=n @ NPV et H kil ® S 3ifaw sHie faan S 21

ol (Advantages):
NPV fafd & fAwferRaa oy &

L. Iz fafd 91 @ WA g #1 = ¥l - w@6ife 9z i g5 @ 9wa gea B wE A @« it g
I < eafd & faffa fRofa o @ fore oz wd9 ugfa 21

2. I A aREior @ TR Silarara & 3 el & 9 A # oRae ot el st
Iafd R T8 gfed R Siaadrd R AR fa sirean g1 3: 39 fafd 4 serreh safd & s &
Tl & Aps vare W A fa=r foar s 2

3. W1 A HEF- I A e ot Tt o) i ad v & ST B GRT Hedl B
IfAPTH NPV arell afRaIs131 Pl TNPR H3A A Fadr o) gl fddad gl 21

gt (Disadvantages):

1. | IR TN TRA A B3 Tz fafY srarrh fafd sk ARR Y @t gom 3 WM iR wAm
H¥ | BfeA Bt 7

2. gRAST &t mavasa <X Aufer v A HferE- RIS F NPV 31 -1 9 yag &)
3Ma¥Yh <X (Required Rate of Return) AT Discount rate fRuifRa s fAsmasas g & w®ife
STAT-3TT Discount rate § aeiA Jod W STEFI-STSRT ST | Discount rate H URITT B3 A
gRare 1 o gereTe amereal A §t aRacds Mg | u’g S Discount rate fREiRa =1 e
Bfod arf 2|

3. I ) R A R RN s & @ a8 R Wevome 9Rom @ Sd-ae
faf o uRdeT &1 977 Fh & ORI NPV 31fds 81 vy uRAIGHT &1 g1 BRd 99 URMRS
g &1 e T8 @) o9 b

Project PV of cash outflow PV Cash Inflow NPV
A 1,000 1,500 500
B 100 3,00 200
NPV fafd & 3maR 9= A aREeH &1 994 &A1 Srg, wifd saH NPV 31 5 193g A aRare
fafsdrT @1 1.5 I € Adbs Ir=diE TS PR § Safd BRI A1 #1 3 [ A iz geH
HIA g1 3 A aRAIST & g1 | B uRAre 1 &1 934 fdhan sty |
4. af} | RIS &1 SHaPId AT & @ g8 A w=ivese yRem @ <&t - Npv
fafd 7 S aREe #1 g o sren et NPV Wt 3ifde 811 Wy @ 9adl § s
RIS 1 Sfiaehrel 9gd ol 81 3R IRUMTAERR?Y 39 W o T DY g o 9 Tb 594
fafafora 21 o arafd® Shiaa A, H¥F b Wil aRAST &1 999 R Ahedl ® o
STtae®Tel HH &1, 99% sHDOI NPV HH & |
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Ilustration 6 : X Proposal project proposal would cost Rs. 220000 and the estimated cash inflow would be as

follows:

Ist year Rs 35000

IInd year Rs 75000

IlInd year Rs 110000

IVnd year Rs 60000

Vth year Rs 25000

State if the project proposal is worth accepting assuming Cost of Capital to be 10%
Solution :

Present Value of the project Proposal
Year End Present Value Cash inflow Present Value
Table figure Rs. Rs.
Rs.

I 909091 35000 31818.19
I .826446 75000 61983.45
I 751315 110000 82644.65
v .683013 60000 37255.26
v 620921 25000 15523.03

Total Present Value = 229224.58
Net Present value= Total Present value- Project Investment
= 229224.58- 220000= 9224.58 Rs
Ilustration 7 : Akash Co Ltd is Considering the purchase of a new machine. Two alterntive machine (x and y)

have been suggested. each costing Rs 450000 and requirng Rs. 5000 as working capital in the begning of Ist year
earning before depreciation but after tax are estimated to be as follows:

Cash inflow

Year Machine X Machine Y

Rs Rs
I 45000 125000
11 125000 165000
11 165000 205000
v 255000 125000
A% 165000 85000

The Company has a target of return on Capital of 10% p.a and on that basis, you are required to compare
the Profitability of the machines and state which alternative you consider better.

Solution :
Present value of cash inflows
Year Present value of Cash inflow Cash inflow Present value of cash in flow
é 21125(12?) Ma(clil:})e X Maclil:le Y Machine X Machine Y
Rs. Rs.
1 0.909 45000 125000 40905 113625
1I 0.826 125000 165000 103250 136290
11 0.751 165000 205000 123915 153955
v 0.683 255000 125000 174165 85375
A" 0.621 165000 85000 102465 52785
Total Present Value 544700 542030
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Net Present Value of Machine X= 544700-500000
= 44700Rs

Net Present Value of Machine y = 542030-500000= 42030 Rs
Conclusion: Project proposal Machine x should be preferred as its present value is more than that of Machine y.
TP 9§ &1 VNP IJ=~die IHH 8-

U g # A r<IatEl BT adHN eI dlferdt A- 131 goTg WY & dIfeipI A-2 B YR 4R
HR | AfTBT A-1 9 TR AfSTBT A-2 B YR IR AT FT BRI BB R 2| Afd <1 € arfermai
ERI1 S foban T qed || 8 |
For example : afe 89 N9 a9 9@ a9 & 37 A U™ B UfAad 100 FUA U HRA g o TableA-1 &
YR R (10% =TS A §Y) s sr<aiel @t PV F=iferRaa g |

Year Cash Inflow PVF PV of Cash Inflow
100 909 90.9

100 .826 82.6

100 51 75.1

248.6

Ife T Table A-2 B € A1 T SURIG MU B & goid HY & I 01d 8 oewn fb 100 v
F1 3 T4 P 10% TS Bl R A IAAH G 248.6 FHo BRI |

Ilustration 8 : X Project require a Capital outpay of Rs 45000 and is expected to generate cash inflow of
Rs 12000 per year for 5 years. The cost of capital is 10%. Calculate the NPV of the Project.

Solution :

Since the cash inflow of each year remains the same, PV factor may be calculated straight way by
refering to table A-2 instead of Table A-1

According to table A-2 factor at 10% for 5 year is 3.791; Hence
Pv =3.791 x Rs 12000= Rs 45492
Less capital outlay= 45000

NPV= 492

Fourth Method :

ARGl JaDID
(Profitability Index Method) or PI
g T Y fafd &1 varT ura: 99 w9 favan oI & | wiafes Q1 e fe sRarfaa droiael
I ARG Th A 8| afe aRarfaa Uietael @) AT STeRT 31T 81 Al TSIl Jadhid fafet &1y
a1 ST ® SMETIGl GaBie S w1 GF [ 7

gfe PI U 9 31fda g 91 a1 3l WeR fdar S| afe PI te | &9 g d aRASH1 &l
3RAIPR fbar S 3R afe Pl U SRR @ a1 9RASHT Bl dad IR-fRIT Tl & MR R wWerR
favan 11 Aebe B

3R T &3 IRIAHT & FNYR W T RIS BT II1 HIAT & a1 or aRarsr &1 Pg 3ifd®w
B S b1 =TI A smem |
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o (Advantages)

(i) Y oI Pl &M § 7@ B |

(ii) Ig IR & SliaddhId & FH JbS Ydral dl <419 § I@sdl 8
Gi) NPV fafer @5t germn PI «1fde favawrig wsh ol &1

gt (Disadvantages)
(i) Iz Al was™ iR A B4 H it +fe= 21
(i) 39 ggll @ oM ifde et Bkt 7

Ilustration 9 :The Initial Cash outpay of a project is Rs45000 and Rs 4000 is required for working Capital. It
generates Cash inflows during its working life as follow. Ist year Rs14000, IInd year Rs 18000, III year 24000
and IVth year Rs 10000. Appraise profitability of the proposal, assuming 10% rate of discount Present Value of
Rslis as follows: 1st year 0.91, 2nd year 0.83, 3rd year .75 and 4th year .68.

Solution :
Calculate (a) NPV (b) PI
(a)
Year Cash inflow(Rs) PVF at 10% discount rate Present Value(Rs)
1 14000 0.91 12740
2 18000 0.83 14940
3 24000 0.75 18000
4 10000 0.68 6800
) Total Present Value Rs 52480
Pro]?;Eﬁ:?llga:iifgahgﬂgfvﬁesem Value = Rs 52480
ess: Intial Cash outpay = 49000
NPV = 3480

Since the NPV is Positive, the project should be accepted :
(b) PI of the project:

PI=

52480
> 49000
=Rs. 1.071
Since PI is more than one, the project should accepted

Ilustration 10 :_The Capital budgeting department of a Company has suggested 3 investment proposals. The
cash flows for each are tabulated below. It the cost of capital is 14% select which proposal; should the firm adopt.

Cash flows
Year Project A Project B ProjectC
0 17000 53000 33000
1 5500 11500 12900
2 6000 19000 12900
3 7900 24000 12900
4 8000 31000 12900
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Solution :
PV of cash in flows:
Cash inflows PV Factor PV
Year A B C A B C
Rs. Rs. Rs. Rs. Rs. Rs.
1 5500 11500 12900 0.877 4823.5 10085.5 11313.3
2 6000 19000 12900 0.769 4614 14611 9920.1
3 7900 24000 12900 0.675 5332.5 16200 8707.5
4 8000 31000 12900 0.592 4736 18352 7636.8
19506.0 59248.5 37577.7
A B C
Rs Rs Rs
Initial Cash Outflow : 17000 53000 33000
PV of CashInflows
PI of the project= Intial Cash outflows
PV of Project A = Rs1900
Rs17000
Rs 592485
PV of Project B = 3000~ 12
PV of Project C = % =1139
Since PI of Project A is highest, Project A should be selected
Fifth Method
T 9t alRe R Al

(Internal Rate of Return or IRR Method)

T i SaRe % fafd Ioft faffar fFAofa o= @6t v 3ik fafd & S Discount Cash flow(DCF)
R YR 21 IRR DI T AU IR &Y SR (time adjusted rate ofreturn),fiﬁﬁ DI A= Eﬁl'lf'cg?lﬂm
(Marginal efficiency of Capital), fi?rﬂ P IATEHAT (Marginal Productivity of Capital) 3iR fafaT wr Surfofa
X (Yield of Investment) anfe A | ft S ST 21

NPV 9gfi @t 7% € IRR 9Ef M Adbs yarEl & HERN B o1 & 9 Yo Bl &1 | Il
81 g A1 9gfAdl § FEKd FIA B INUR fAcqmel -3 81 NPV Ugf & Sicifa wekhl @it &% a8
Wﬁ%@maﬁwaﬂmﬂiﬁﬁ(requiredordesired)Wﬁ?ﬁ%mﬁmﬁﬂﬁﬁﬁﬁﬁ
21 316 39 =R Bl Ry R 99 AP Iiqarel 3R Abs afdarel o1 «aH T8 @1 Srar | 39 A
IRR f&it A ywam@ & saRe dei o sneTRa kit 31 31@: IRR 98 <X & W QUi w9 A gR&Ere
D AP A=Al JA AP digaral A AuiRa aft 81 3: IRR 78 <R 8 o1 fa=fl aRaien 3 sifsta it
S 21 31d: 39 YU &l MdRP R (Internal rate of return) gl STl 2l

IRR FEXdl A 98 =X ¥ o R e 3icaiel &1 adHM goa b afdarel & ada™ Jod P R
B ¥ TR ¥l A IRR 98 X & o W 50 aRaiorn ot NPy o= &<t 7

IRR faf 3 3R W IRESN &1 B FAI- [RR IS & IFAR 60 aRgsr &1 e
W%mwmﬂmiﬁlRRiﬁwgﬂiﬁiﬁﬁﬂfﬁﬁmﬂ(requiredrateofretum)ﬁﬂ%\_rﬂé}l
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21 afT IRR 39 3Maey® =X | Afdd g O IRAS Bl WaR fhan S g s9a faudd afe IRR 59
JMI9TD <X A BY ¥ dl RIS Pl IRABR B a1 e 2 |

g 91 A A A 7 & [RR WR aRAS1 #t NPV 34 )it 21 31a: If? IRR MMaeas X A
Ffde g @ aRae 1 & saforw Wier fdar Sar g wife 39 <) ) aRars=n & NPV i sqrcHa
(Positive) @R | 3N YR IS IRR 3MMATAP X | BH g A1 RIS B ST IRABR fhar S & aifeh
39 X W RIS Bt NPV FUNHS (Negative) BRI |

I RIS e ? iR 379 A 99N A &1 98+ &A1 & A o aRaiern 3t IRR e«
3P RN 9B == fbar s
Procedure to find out IRR :

SteplI- 3RTd AHS YATEl B MYR W SIﬂTITﬁ?I JERAT 3@fe (fack pay back period) T I :
Initial Cash Outflow
Average Cash Inflows

Fake pay back period =

Total Cash Inflowsduring the life of the project

Average Cash Inflows = Number of year of life

StepII-Annuity Table A-2 # (G SH 31U B 37 ﬁéi‘gs‘%) IRIGHT & Jui Bt A& B @A arelt
S H Fack pay back period @ fAdreaw Wt &1 @ifor | U= Mdcan v &7 @t @m A uid o |t
21 99 @M A 9IS O drefl &% 92 Ferl av’ anft|

StepII[-SURITT YPHR A S Pl TS UAH Bl X’ B MR IR YRAISHT &l NPV S| BT |
Iafe NPV €M & (Positive) & T T ¥l wekil &% RuiRa fforg o vem w5kt av & S a1, o
1 gaR1 ATl T NPV RUMHSD (Negative) 31 WY | SH THR IfT Y2/ ekt &R A Hdprell 1 NPV
TP 3T WY | 19 TR U ] IT-31e &1 | [Raprell 7€ a1 NPV ® O 9 Ua M1e1a & 3IR gl
SEOTH |

StepIV- 31@ IRR & ®v @& forg f=1 1 =i fbfomg -

. NPV at lower discount rate . ..
IRR = Lower discount rate + X Differenceindiscount rates

NPV at lower discount — NPV at higher discount rate
IRR faf & @ :

(i) 3 D CF a@-ial @t #ifd & IRR fafd f go1 & w93 qea &1 sam v )

(i) I gRAISHT & SNaadra 3§ G 9uf @ Jdbe sidadial iR Ade gfeatal o1 s w@dt 2

(i) TS [RR & TOFET HA § BB A TUMTE HRAL Bl & IR [RR BT 31f FFH1 NPV Bt o1
A 1wl ¥ g fos faft aRdior 3t IRR 18% & wafds s qauifRa smawasd s 10% & 99
IE Per @ & 39 IRASHT B NPV 14,350 &. Bl

(iv)  IRR Ygfd # q@RuiRa smavas = &1 yar 78 fdan S 81 98 @9 U@ Ul <R (31Ufd IRR)
RuiRa s & o &R aRTe @t arvvea & gfea st 21

(v) Iz fafdr srerenRal o wvueT 31 AfFTH FIA D LTI B T HA B[ IRR D IMYR TR Bael Sl
uRare st a1 Wig fadan smem @t IRR gdRuiRa a= @ o1t g1 3@: 3l & Joa aeiasd
P TP IPRR 2 Fora™ b srerenfRal @ dwer siffread @i st |

) IRR & T0HT § BB SIS TOHETG Bl alell 2

(ii) FH-H M a8 A v A fde IRR Ude FR <t 2 o @) fadt u=ama & WieR s sSRAeR
BT B B ST B
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i)  IRR fafd @ g w=an & fb aRAe & @it Aps srafzl @1 IRR <R ) g=: fafar a= &
Sl 1 I 9r=gel Sfd 78 ® wifd Aps raial $1 3= Sl & fore g fban o g
2 O fb o9l & dear H |

Illustration 11 :

x firm is considering a project the details of which are

Rs

Invetment 70000
Cash Inflow year

1 15000

2 17000

3 19000

4 21000

5 26000

Compute 1.R.R of the project:

Solution :
Step I: Calculation of fack payback period on the basis of average cash inflows:
Average cash inflows of all periods .

_ 15000 +17000 +19000 + 21000 + 26000
5

= 98000 =Rs19600

Intial Cash outlflow
Averagecashinf low

Fack Payback period =

70000
~ 19600

SteplI :Locate fack payback period in annuity table A-2 (given at the end of the chapter) against the row of
number of year of the project:

We locate 3.517 in 5 year row. we find that 3.253 lies nearest to 3.517 which is annuity of Rs 1 at 13%
rate. Therefore, our first discount rate is 13%

StepIIl: Now Find NPV at the first discount rate located above.
NPV of the project at 13% discount rate
Pv of Cash on flow

=357 years.

Year Cash in flow Discount Factor Present Value
from PVF table (A - 1) Rs.

1 15000 .885 13275
2 17000 7183 13311
3 19000 .693 13167
4 21000 .613 12873
5 26000 .543 14118
66744

PV of Cash outflow = 70000
NPV of the project = PV of Cash inflow-PV of Cash inflow

A 66744-70000
= Rs-3256
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The other discount rate should be more than 13% or less than 13% Since NPV is negative at 13%
discount rate the other discount rate should be less than 13% so that we can discount future cash inflows at lower
rate and find a positive NPV.

So, lets take the second discount rate at 11%

NPV of the project at 11% discount rate :
PV of Cash inflow

Year cash inflow Discount factor Present Value
(from PVF table A-1)
1 15000 901 13515
2 17000 812 13804
3 19000 731 13889
4 21000 .659 13839
5 26000 .593 15418
70465
PV of cash outflow = 70000
NPV of the project = PV of cash inflow- PV of cash outflow
= Rs 70465-70000
= Rs 465
Step IV Apply the formula of IRR

. NPV at lower discount rate . .
IRR = Lower discount rate + x differance in discount rate

NPV atlower discount rate (—) NPV at higher discount rate

465
———— X2
465—(-3256)

=11+3%51><2

= 11+.2499
IRR =11.25%
9 A% g9 1 NhS I<aig G9IM 8- TR UAP qY P 3I~<Idig A9 & o PV Pl diferadt A-1 &
Toira WY A A2 | S fhar o1 Adhar ® $99 0T BRI BIHl AR B S B

Ilustration 12 :.Y Project cost Rs 60000 and is expected to generate cash inflow of Rs 12000 each year its life
of 7 year. Calculate the IRR of the project.

Solution :
Stepl: Calculation of fack pay back period :
_ 60000
12000
StepIl: Now locate 5 in annuity total A-2 against 7 year row. our first discount rate comes at 9%
steplIl: NPV at 9% discount rate:
PV of cash inflows for 7 year at 9% = 12000 x 5.033 =Rs. 60396

PV of Cash outflow = 60000
NPV = 60396 — 60000 = 396 Rs.

=Syears
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Since the NPV is positive, our new discount rate should be higher than 9% so that second NPV can be negative.
Lets fack it at 10%

PV of cash inflows for 7 year at 10% =
PV of cash outflow = Rs. 60000
NPV = 58416 — 60000 = Rs. — 1584
Step IV: Now apply the formula:

IRR= 9+

396
1980
=9+2
IRR=9.2%
Illustration 12:

Cash inflows and Cash outflows of a certain project are given below:

=9

Year Cash outflow Cash Inflows

Rs. Rs.

0 150000 -

1 30000 20000

2 30000

3 60000

4 80000

5 30000
40000 (being salvage

value at the end
of 5 year)

Calculate net present value considering that no project is acceptable unless the yield is 10%.
Solution :

Since no project is acceptable unless the yield is 10% discount rate is 10% PV of Net cash flows.

Since the NPV is positive the project is acceptable.
This figure includes the salvage value of Rs. 40,000
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Illustration 13 :
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A Company is considering the following investment projects:

Rank the above projects according to (a) Pay- back method (b) ARR method and (c) NPV method
presuming a discount rate of 10% and present value of Re. 1 at this rate being 0.909, 0.826 and 0.751 for the year
1,2 and 3 respectively.

Solution:

means initial investment

C, means Cash flow at the end of first year.

C, means Cash flow at the end second year.

C;means Cash flow at the end of third year.

(B.Com. K.U. April, 1996)

(a) Payback period: (Calculated on the basis of Cumulative (CFAT)

Co . ProjéctA: 1 year Cash Flow (Rs.)
Projects Co C1 C2 C3
ProjectB: Ryear + 7—;% =133 yedks. Rs. Rs.
A -10,000 ™ +10,000 --- ---
B -10,000 4000 5 ;7,500 +7,500
c ProjectC: 10 8¢ + 5000 = 230500 +4,000 +12,00
D ProjdetD: '10’q09ear +10,000 +3,000 +3,000
Note: Student may calculate the Cumulative CFAT first, in order to calculate the pay back period.
(b) ARR: Depreciation will be deducated from cash flows for the calculation of ARR Despreciation in each
project will be equal to its initial investment i.e, Rs.10,000 in each project.
Project A: Average profits = Cash inflow Rs.10,000
- Depreciation Rs.10,000 = Zero
Hence,ARR = Zero
7,500 + 7,500 — Dep.10,000
Project B: Average profits = 5 P =Rs2,500
10,000
Average investment = 5 Rs.5,000
2,500
Hence, ARR = ——x100=50%

El
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2,000+4,000+12,000 —Dep.10,000

Project C: Average Profits = 3 =Rs. 2,607
10,000
Average investment = 7 - Rs.5,000
2,667
= ’ x100=53%
Hence ARR 5,000 0
10,000+ 3,000 + 3,000 — Dep.10,000
Project D: Averag Profits = 3 P =Rs.2,000
10,000
Average investment = 5 Rs5,000
2,000
_ 4 x 100 =40%
Hence ARR = 5,000 °
(c) NPV:
Project A Project B Project C Project D
Discount Factor Cash Present Cash Present Cash Present Cash Present
at 10% inflow value inflow value inflow value inflow value
Rs. Rs. Rs. Rs. Rs. Rs. Rs. Rs.
0.909 10,000 9,090 7,500 6,818 2,000 1,818 10,000 9,090
0.826 7,500 6,195 4,000 3,304 3,000 2,478
0.751 12,000 9,012 3,000 2,253
Present value(PV) 9,090 13,013 14,134 13,821
Less: Initial 10,000 10,000 10,000 10,000
investment
NPV (-)910 3,013 4,134 3,821

The projects are ranked as follows according to various methods :

Ilustrastion 14 : A Choice is to be made between two proposals which require an equal investment of
Rs. 50,000 each and are expected to generate net cash flow as under:
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The cost of capital of the company is 10% which project should be chosen under (a) Pay back period
(b) NPV method [Discount factor at 10% are 0.909. 0.826 , 0.751. 0.683, 0.621, 0.564 for 1 to 6 years.]

(B.Com K.U. April 2001)

Solution :
a) Pay back period Method:
Net Cash Inflow Cumulative Cash Inflow
Year Project A Project B Project A Project B

Rs. Rs. Rs. Rs.

1 25,000 10,000 25,000 10,000

2 15,000 12,000 40,000 22,000

3 10,000 18,000 50,000 40,000

4 Nil 25,000 50,000 65,000

5 12,000 8,000 62,000 73,000

6 6,000 4,000 68,000 77,000

Project A= 3 year ; Project B = year +

Project A has a shorter Pay back period than that of project B Hence, Project A is preferred on the basis of pay
back period method.

Pay back period:
( b) N. P. V. Method
Year Discount Project A ProjectB

10,000 factorat ?Z;r Castrinfiow Presentvatue Cpstrinflopy Present value
m_uly < Rs. | Rs. Rs. RS.1.00.400 Rs.
1 0.909 ) 25,000 22,725 10,0001’00’( 00 9,090

2 0.826 3 15,000 12,390 12,000 80.000 9,912

3 0.751 10,000 7,510 18,000 13,518

4 0.683 4 Nil --- 25,000 80,000 17,075

5 0.621 2 12,000 7.452 8.000 40000 4 968

6 0.564 6,000 3,384 4,000 2.256

53,461 56,819

Project A: Rs. 53,461- Rs. 50,000 = Rs. 3,461
Project B: Rs. 56.819- Rs. 50,000 = Rs. 6,829

Both the projects require an equal investment of Rs. 50,000 but the NPV of project B is higher than that
of project A. Hence, projects B is preferred on the basis of NPV.

Tlustration 15 :

A Ltd company is considering investment in a project requiring a capital outlay of Rs. 2,00,000. Forecast
for annual income after depreciation but tax is as follows:
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Depreciation may be taken as 20% on original cost and taxation at 50% of net income. Evaluat the project
according to (a) payback method, (b) Rate of return on average investment, (c)Discouted cash flow method
taking cost of capital as 10% and (d) profitability index method Discount factors at 10% are 0.909,0.826, 0.751,
0.683 and 0.621 for the year 1,2,3,4, and 5 repectively.

Solution :
Determination of Cash flow after taxes (CFAT)

(a) Pay back period: The recovery of the investment falls between second and third year. Upto 2nd year
Rs. 1,80,000 are recovered and the balance Rs.20,000 will be recovered in third year. Thus the Pay back period:

Averageincome

_ x 100
(b) Average Rate of Return (ARR) = Average investment
2,00,000
Average income (Average Profit after tax) = —5 - Rs. 40,000
2,00,000
Average investment = — =Rs.1,00,000
40,000
- ——x100 =40%
ARR = 100,000 ’
(C) Discount Cash Flow Method:
Profit before depreciation Discount Factor Present Value
Year but after tax (CFAT) at 10%
Rs. Rs.
1 90,000 0.909 81,810
2 90,000 0.826 74,410
3 80,000 0.751 60,080
4 80,000 0.683 54,640
5 60,000 0.621 37,260
Total PV 3,08,130
Less : Intial Quality 2,00,000
NPV 1,08,130

(d) Profitability Index (PI)

_ Rs3,08,130

=——=1541
Rs2,00,000

Illustration 16:
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A firm whose cost of capital is 10% is considering two mutually exclusive projects X and Y the

detail of which are:
Project X Project Y
Rs Rs.

Investment 43,500 36,000
Cash Year 1 10,000 15,000
Cash Year 2 12,000 13,000
Cash Year 3 13,000 12,000
Cash Year 4 14,000 10,000
Cash Year 5 16,000 10,000

Total Cash Flows 65,000 60,000

Compute for both projects:

(a) The Net Present Value at 10% doscount rate.
(b) Profitability Index at 10% discount rate .

(©) Internal rate of return.

Use following discount factor table and Annuity table to solve the question:

DISCOUNT FACTOR TABLE
Year 10% ANNUITY TABLE 20% 25% 30%
Year 10909 159870 20%.833 25% .800 30% .769
2 .836791 35852 26991 2.689 2.4392
3 751 .658 579 S12 455
.683 572 482 410 350
5 .621 497 402 328 269
Solution :
a) NPV of both the projects:
Cash Inflows PVF at 10% Present Value
Year Project X Project Y Discount Rate Project X Project Y
Rs. Rs. Rs. Rs.

1 10,000 15,000 .909 9,090 13,635

2 12,000 13,000 .826 9,912 10,738

3 13,000 12,000 751 9,763 9,012

4 14,000 10,000 .683 9,562 6,830

5 16,000 10,000 .621 3,936 6,210

PVF of Cash inflows 48,263 46,425

Less :Initial Cash outlay 43,500 36,000

NPV 4,763 10,425
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(b) Profotability Index:

PI

Project X

Project Y

Rs.48,263 ~1109
Rs.43,500

Rs46,425 ~129
Rs.36,000

(c)Internal Rate of Return (IRR):

Project X

Average Annual Cash Inflows

Fake Payback Period

YPII E@ihd U9 faRig ge=a

Rs.10,000 + 12,000 + 13,000 + 14,000 + 16,000

5
65000

Rs. T =Rs. 13000

Initial Cash Outlay

Rs.43,500

Average Annual Cash Inflow

3.346 Years
13,000

The Value closest to 3.346 in annuity table for 5 year is 3.352 against 15% interest rate. Therefore, our

first discount rate is 15%.
PV at 15% discount rate

Year Cash Flows PVFat 15% Discount Rate PV
Rs. Rs.
1 10,000 .870 8,700
2 12,000 756 9,072
3 13,000 .658 8,554
4 14,000 572 8.008
5 16,000 497 7,952
V of Cash Inflows 42,286
Less : Initial Cash Outlay 43,500
NPV () 1,214
Since NPV at 15% is negative, taken another discount rate lower than 15% Let's taken it 10%.
NPV of Project X at 10% discount rate is + 4,763 (as calculated in point a) of this question.
Now,
IRR
— 10+ 4,763 X = 10+ 4,763 x5=13984%
4,763 —-(-1,214) ,
ProjectY:

Average Annual Cash Inflows

Fake pay back period

Rs.15,000 +13,000 +12,000 + 10,000 + 10,000

Rs. 12,000

5
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Rs.36,000
=~ Rs.12,000

The value closest to 3.0 in annuity table for 5 year is 2.991 against 20% discount rate. Therefore, our first
discount rate is 20%.

= 3 years

NPV at 20% discount rate

Year Cash Flows PVFat 20% Discount Rate PV
Rs. Rs.
1 15,000 .833 12,495
2 13,000 .694 9,022
3 12,000 579 6,948
4 10,000 482 4,820
5 10,000 402 4,020
V of Cash Inflows 37,305
Less : Initial Cash Outlay 36,000
NPV 1,305

Since NPV at 20% discount rate is positive, take second rate higher than 20% Let’s take it at 25%.
NPV at 25% discount rate:

Year Cash Flows PVF at 25% Discount Rate PV
Rs. Rs.
1 15,000 .800 12,000
2 13,000 .640 8,320
3 12,000 512 6,144
4 10,000 410 4,100
5 10,000 328 3,280
V of Cash Inflows 33,844
Ilustration 17 : Rank the following prejsctinitiarashOhdaydesirability- aedfiling to the pay - back period
Method and the Net Present Value Index Method (Discountp\gae [0%): -2.156
Project Intial Outlay Annual Cash flow Life in yeas.
Rs. Rs.
1 10000 2500
2 8000 2600
3 4000 1000 15
4 10000 2400 20
5 5000 1125 15
6 6000 2400 6
7 2000 1000
Solution :

Ranking of the projects according to pay- back period:
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Project Intial outlay Annual Cash flow Pay-back period Rank
Rs. Rs. (year)
1 10000 2500 4t
2 8000 2600 5000 31 30
2600
3 4000 1000 2000 4.0 4t
1000
10000
—— =42 th
4 10000 2400 2400 5
5000
—— =44 th
5 5000 1125 1125 6
6 6 2400 €000 _ 2 2nd
000 2400
2000
— =20 st
7 2000 1000 1000 1
Ranking of projects According to the Net Present Value
Project | Initial Outlay Lifrin Annual cash PV factor @10% Index Present Value
years flow from PV annuity
Rs. Rs. table Rs.
1 10000 2500 3.791 9478
2 8000 2600 4.868 12657
3 4000 15 1000 7.606 7606
4 10000 20 2400 8.514 20434
5 5000 15 1125 7.606 8557
6 6000 6 2400 4.355 10452
7 2000 2 1000 1.736 1736

Net Present value Index of profitability Index

_ Present Value of Cash Inflow

Initial Outlay
Profitability Index or N.PV Index

Project

~N N LAWY=
I

9478 + 10000
12657 + 8000
7606 + 4000
20434 + 10000
8557 + 5000
10452 + 6000
1736 + 2000

= .9478 or .95(approx)

= 158
= 190
= 204
= 171
= 174
= 087

Project 1 and 7 have NPV Indux less than 1 and hence should be rejected.

While project 4 with higher NPV Profitability index is ranked no.1 project.




Yont guife sweran fafam Aot

Year

10

11

12

13

14

15

16

17

18

19

20

1%

990

980

971

961

951

942

933

923

914

905

.896

.887

.879

.870

.861

.853

.844

.836

.826

.820

2%

980

961

942

.924

.906

.888

871

.853

.837

.820

.804

789

173

758

743

728

714

700

.686

673

The Present Value of One Rupee

3%

971

943

915

.888

.863

.837

813

789

766

744

722

701

.681

.661

.642

.623

.605

587

570

554

4%

962

925

.889

.855

.822

790

760

731

703

676

.650

625

.601

ST7

.555

534

513

494

475

377

TABLEA-1

5%

552

907

.864

.823

784

746

711

677

.645

.614

585

557

530

505

A481.

458

436

416

.396

377

6%

943

.890

.840

792

747

705

.665

627

592

558

527

497

469

442

417

394

371

.350

331

312

7%

935

873

816

763

713

.666

623

582

544

508

475

444

415

.388

362

.339

317

296

277

.258

8%

926

.857

794

735

.681

.630

583

.540

.500

463

429

397

.368

.340

315

292

270

250

232

215

9%

971

.842

72

708

.650

596

547

502

460

422

.388

.356

326

299

275

252

231

212

194

178

323

10%

909

.826

751

.683

.621

564

513

467

424

.386

.350

319

290

263

.239

218

198

180

164

.149
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TABLEA-1
The Present Value of one Rupee ( Contd.)

Year 11% 12% 13% 14% 15% 16% 17% 18% 19% 20%

1 901 .893 .885 877 .870 .862 .855 .847 .840 .833
2 812 197 783 769 156 743 731 718 706 .694
3 731 712 .693 .675 .658 .641 .624 .609 593 579
4 .659 .636 .613 592 572 552 534 516 499 482
5 593 167 543 519 497 476 456 437 419 402
6 535 .507 480 456 432 410 .390 .370 352 335
7 482 452 425 400 376 354 .333 314 .296 279
8 434 404 376 351 327 .305 .285 .266 .249 233
9 391 361 333 .308 284 263 .243 225 .209 .194
10 352 322 295 270 247 227 .208 191 176 162
11 317 287 261 237 215 195 178 162 .148 135
12 .286 257 231 .208 187 .168 152 137 124 122
13 258 229 .204 182 .163 .145 130 116 .104 .093
14 232 205 181 .160 141 125 A11 .099 .088 .078
15 .209 183 .160 .140 123 .108 .095 .084 074 .065
16 .188 .163 141 123 .107 .093 .081 171 .062 .054
17 170 .146 125 .108 .093 .080 .069 .060 052 .045
18 153 130 A11 .095 .081 .069 .059 051 .044 .038
19 138 116 .098 .083 .070 .060 .051 .043 .037 .031

20 134 .104 .087 .073 .61 051 .043 .037 031 .026
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Year

10

11

12

13

14

15

16

17

18

19

20

1%

990

1.970

1.970

2.941

3.902

4.853

5.795

6.728

7.652

8.566

9471

10.368

11.255

12.134

13.004

14.718

15.562

16.398

17.226

18.046

2%

980

1.942

1.942

2.884

3.808

4.713

5.601

6.472

7.326

8.162

8.983

9.787

10.575

11.348

12.106

12.849

13.578

14.292

14.992

15.679

The Present Value of an Annuity of One Rupee

3%

971

1.913

2.829

3.717

4.580

5.417

6.230

7.020

7.786

8.830

9.253

9.954

10.935

11.296

11.938

12.561

13.166

13.754

14.324

14.870

4%

962

1.886

2.775

3.630

4.452

5.242

6.002

6.733

7.435

8.111

8.760

9.385

9.986

10.563

11.118

11.652

12.166

12.659

13.134

13.590

TABLEA-2

5%

952

1.859

2.723

3.546

4.329

5.076

5.786

6.463

7.108

7.722

8.306

8.863

9.394

9.899

10.380

10.838

11.274

11.690

12.085

12.462

6%

943

1.833

2.673

3.465

4.212

4917

5.582

6.210

6.802

7.360

7.887

8.384

8.853

9.295

9.712

10.106

10.477

10.828

11.158

11.470

7%

935

1.808

2.624

3.387

4.100

4.767

5.389

5.971

6.515

7.024

7.499

7.943

8.358

8.746

9.108

9.447

9.763

10.59

10.336

10.594

8%

926

1.783

2.5717

3.312

3.993

4.623

5.206

5.747

6.247

6.710

7.139

7.536

7.903

8.244

8.560

8.851

9.122

9.372

9.604

9.818

9%

917

1.759

2.531

3.240

3.890

4.486

5.033

5.535

5.995

6.418

6.805

7.161

7.487

7.786

8.061

8.313

8.544

8.576

8.950

9.129

325

10%

.909

1.736

2.487

3.170

3.791

4.355

4.868

5.335

5.759

6.145

6.495

6.814

7.103

7.367

7.606

7.824

8.022

8.201

8.365

8.514
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TABLEA-2
The Presemt Value of an Annity Rupee(Contd)
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Theoritical Question

Q.1 What do you mean by Capital budgeting? Discuss the purpose of Capital budgeting from the point of
view of an industrial Concern.
(B.Com. M.D.U.2000)
Q.2 What is Capital budgeting? Explain its significance. What are Various kinds of Capital budgeting decision?
(B.Com.K.u. sept1997)
Q3 What is Pay-back method of Capital budgeting? What are its limitation? What are the reasons for its
popularity despite its limitations?
Q4 Explain pay-back method and average rate of Return methods of Capital budgeting. Explain their merits
and demerits?
Q.5 What is Presents Value method of Capital budgeting? How is profitability of Various Capital projects
evaluated under this method? What are its merits and demerits?
Q.6 How is a Project Evaluated under the Internal Rate of Return method of Capital budgeting? What are the
advantages of this method?
Q.7 Explain briefly any two method of Capital budgeting?
(B.Com.K.U.1998)
Q.8 Give a Comparative description of Various methods of ranking investment proposals .
(B.Com.M.D.4.1999)
Q.9 What do you understand by Capital budgeting? Explain procedure of Capital budgeting in detail.
(B.Com.M.D.4.2001)
Q.10  Describe the steps involved in the control of capital expenditure in a large organisation?
Q.11  Write a detailed note on capital expenditure control?
EXERCISES
1. Calculate the pay-back periods of the following projects each requiring a cash outlay of Rs. 1,00,000.
Suggest which projects are acceptable, if the standard pay-back period is 5 years.
Cash Inflows
Year Project A Project B Project C
1 30,000 30,000 10,000
2 30,000 40,000 20,000
3 30,000 20,000 30,000
4 30,000 10,000 40,000
5 30,000 5,000 -
[Ans. project A= 3.333 year
Project B = 4 year All the three projects are acceptable
Project C = 4 year]
2. A Project costs Rs.25,000 and has a scrap value of Rs.5,000 after 5 year. The net profits before

depreciation and taxes for the five year period are expected to be Rs. 5,000, Rs. 6,000, Rs. 7,000, Rs.
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8,000 Rs 8,000 and Rs. 10,000.You are required to Calculate the accounting rate return assuming 50%

328
rate of tax and depreciation on straight line method.

[Ans. 16%]

3. Following is the relevant data for two machines A and B.
Particular A
Capital Outlay Rs. 2,000
Net Cash Flow
Ist year Rs.1,000
2nd year Rs.1,000
3rd year ---

Find out Which of the two is a better investment showing necessary workings.

B
Rs.2,400

Rs.800
Rs.800
Rs. 2,000

[Ans. Machine B is a better investment through according no Pay-back method machine A looks to be better

A company proposing to expand its production can go either for an automatic machine costing Rs.

Ordinary
Machine
Rs.

1,50,000

50,000
60,000
20,000

= Rs. 20,000
= 3.5 year

= 3 years

= Rs. 1,28,000
= Rs.1,00,000]

investment].
4,
2,24,000 with an estimated life of 5%2 year or an ordinary machine costing Rs.60,000 having an estimated life of
8 years.
The annual sales and costs are estimated as follows:
Automatic
Machine
Rs.
Sales 1,50,000
Costs ;
Material 50,000
Labour 12,000
Variable Overhead 24,000
Compute the comparative profitability under teh Pay-back method.
[Ans. Marginal Profit: Automatic Machine =Rs. 64,000
Ordinary Machine
Pay-back Period Automatic Machine
Ordinary Machine
Post Pay-back Profiatability: Automatic machine
Ordinary Machine
5.

A limited company is considering the purchase of a new machine which will carry out some opration
performed by labor. X and Y are altrernative models. From the following information you are required to
prepare a profitability statement and work out the pay-back period for each method.

Model X
Estimated Life 5 year
Cost of Machine Rs.1,50,000
Cost of Indirect material Rs.6,000
Estimated saving in scrap Rs.10,000
Additional cost of maintence Rs.19,000
Estimated saving in direct wage:
Employees not required 150
Wages per employee Rs.600

ModelY
6 year

Rs.2,50,000
Rs.8,000
Rs.15,000
Rs.27,000

200
Rs.600
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Taxation to be regarded 50% of profits after charging depreiation. Which model would you recommend.

[Ans. Model X is recommended
Reasons: Pay-back period:
Model X = 4 year Model Y=5 year
Rate of return on Investment:
Model X =50% Model Y =3.3%]

6. The Tamil Nadu Fertilizers Ltd. is considering a proposal for the investment of Rs.5 lakhs on product

development which is expected to generate net cash inflow for 6 year as under:

Year Net Cash Flow

(Rs. in thousands)

1 Nil

2 100

3 160

4 240

5 300

6 600
The following are the present value factors @ 15% per annum.

1 0.87

2 0.76

3 0.66

4 0.57

5 0.50

6 0.43

The company's cost of capital is 15% advise the company on the desirability or other wise of accepting

the proposal.
[Ans. NPV =Rs.226.40('000)

Proposal is acceptable]

7. A Projects costing Rs. 10 lakhs has a life of 10 year at the end of which its scarp value is likely to be Rs.
1 lakh. The firm's cut off rate is 12% The Project is expected to yield an annual profit after tax of
Rs.1lakh, despreciation being charged on straight line basis. At 12% p.a., the present value of one rupee
received annually for 10 year of Rs. 5.650 and the value of one rupee received at the end 10 year is

00.322.
Ascetrain the net value of the project and state whether we should go for the project.
[Ans. NPV Rs.. 1,05,700; project is acceptable]

8. Following are the pay-offs of three investment projects:
Project Current Pay-off Ist year Pay-off 2nd year Pay-off
Rs. Rs. Rs.
X -3,000 6,000 --
Y -3,000 2,000 4,000
Z -3000 3,000 3,000
1) Calculate the pay-back period of each investment assuming that Rs. 3,000 loos in the current

year represents the cost of the project.

(ii) With the internal rate at 10% calculate net present value of each project.



330 YD wra@iea v faxia gy
(i) Which project is best on each criteria?

(The Present value if Rs.1 received during the 1st and 2nd year is .9516 and .8611 respectively)

1
[ Ans. (i) 4o vyear; (i1) X Rs. 2709.60, Y Rs. 2347.60, Z Rs. 2438.10; X is best:

9. The particulars relating to two alternative capital projects are furnished below:
Life of the project Project X ProjectY
4 years 6 year
(Rs. in Lakhs)

Estimated Cash Outflow 15 15
Estimated Cash inflow

Ist year 8 7
2nd year 10 8
3rd year 3 8
4th year --- 6
5th year - 5
6th year - 4

Compute ' Internal rate of return ' of Projects X and Y and state which project would you recommend.
you may use the present value table given as follow:

After Year 20% 25% 30% 35% 40% 45% 50%
Ist .833 .800 769 741 714 .690 677
2nd .694 .640 592 .549 510 476 444
3rd 579 512 455 406 364 328 296
4th 482 410 350 301 260 226 198
5th 402 328 269 233 .186 156 132
6th 335 262 207 165 133 .108 .088
[ Ans. IRR X 35.8% Y40.05% Y is recommended]
10. The financial manager of company has to advise the Board of directors on choosing between two

competing project proposals which require an equal investment of Rs. One lakh and are expected to
generate cash flow as under:

Project 1 Project 11

Rs. Rs.

End of year 1 48,000 20,000
End of year 2 32,000 24,000
End of year 3 20,000 36,000
End of year 4 Nil 48,000
End of year 5 24,000 16,000
End of year 6 12,000 8,000

Which project proposal should be recommended and why? Assume the cost of capital to be 10% p.a. The
following are the present value factor at 10% per annum.

Year 1 2 3 4 5 6
Factor 0.909 0.826 0.751 0.683 0.621 0.564
[Ans: Project 1 Projectll

NPV Rs.6756 Rs.12272

Project II should be accepted]
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11. A firm whose cost of capital is 10% is considering two mutually exclusive projects X and Y details of
which are:
ProjectX ProjectY
Rs. Rs.
Investment 70,000 70,000
Cash flow yearl 10,000 50,000
Cash flow year2 20,000 40,000
Cash flow year3 30,000 20,000
Cash flow year4 45,000 10,000
Cash flow year5 60.000 10.000
Total cash flow 2,35,000 2,00,000
Compute the net present value at 10% profitability index and internal rate of return for the two projects.
Note
Year 10% 15% 20% 25% 30% 35% 40%
1 .909 .870 .833 .800 769 741 714
2 .826 756 .694 .640 592 .549 510
3 51 .658 579 512 455 406 364
4 .683 572 482 410 350 301 260
5 621 497 402 328 .269 223 .186
NPV PL LR.R
[Ans. Project X = Rs.46,135 1,66 27.33%
ProjectY = Rs.36,550 1.52 37.62%]
12 A Company manager is considering three projects which are mutually independent and any of them can

independent be selected. The company has necessary funds but cannot take up more then one project.
The overall cost of the capital of the company is 10% Expected cash flow from the projects are given

below:
Project Investment Year 1 Year 2 Year 3 Year4 Year5
Required

A Rs.10,000 12,000 3,000 — — —

B Rs.14,000 — — 10,000 5,000 7,000

C Rs. 9,000 — 4,000 5,000 5,000 2,000

You are required to advise the manager as to which project it should take up giving the reasons for your
advise.

Hint: Calculate Profitability Index.
[Ans. Project A is advise for the reason that it has the highest
Profitability Index.
A B C
P.Index : 1.339 1.091 1.302]
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13. A Company is considering the purchase of two machines with the following details:
Machine 1 Machine 2
Life (estimated) 3 year 3 year
Capital Cost Rs.10,000 Rs.10,000
Net earning after tax Rs. Rs.
Istyear 8,000 2,000
2nd year 6,000 7,0000
3rd year 4,000 10,000
You are required to suggest which machine should be preferred, using:
1. Pay back period method.
2. Return on Investment method.
3. Discounted Cash flow method.
Machine 1 Machine 2
[Ans. Pay-back period =1.33 year 2.1year
Return on Investment =80% 90%
NPV = Rs. 5232 Rs.5110
Machine I shold be preferred because of higher NPV.
14. Capital and countries Ltd is considering two projects, only one of which can be accepted. The data in
respect of these two are given as below:
Projectl Projectll
Outlay at t=0 10,000 50,000
Net inflows
t=1 5,000 10,000
t=2 5,000 15,000
t=3 3,000 25,000
t=4 2,000 25,000
t=5 1,500 21,000
Calculate :

(6)) the payback period,
(i) the excess present value at 10% ; and
(iii) the internal rate of return.
Also suggest which project should be selected by the firm.
[Ans. (i) Project I :2 year, Project I : 3 year
(i1) Project I : Rs. 3225.50 Project II : Rs.20,371.00
(iii) Project I: 25.35% Project II :23% approx.]

15. The following statement give quantitative considerations relevant for the ranking of Projects A and B:
Criteria Project A Project B
Rs. Rs.
Investment 400 300
Internal Rate of Return Nearly 18% Nearly 20%
Present value of 6% discount factor 542.7 421.2
Net Present value at 6% D.F. 142.7 121.2

Net Present at 12% D.F. 60.5 60.5
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Project A required an investment of Rs.400 expected to have cash inflow of Rs. 110, Rs. 120, Rs. 130

Rs.140 and Rs.150 over its five year economic life. Project B involved an investment of Rs.300 and was expected
to have cash inflow of Rs. 100 each over its five- year economic life.

Which of the two projects will you select if cost of capital is (i) 10% (ii) 12% and 15% ?

Give reasons in support of your decision.

[Ans.

16.

17.

Project A Project B Decision
(i) NPV at 10% 85.51 79.00 A be selected
(i) NPV at 12% 60.50 60.50 B selected as

it requires less

Cash outlay and

gives same NPV
(iii) NPV at 15% 26.59 35.30 B be a selected]

X company Ltd manufacturing a component which is used in the television which they manufacture and
sell. The quality required is 14,000 units. The direct cost of manufacturing this component is Rs.8/- per
unit. The company has received a proposal from ABC Ltd to meet their entire need at Rs. 10 per unit. if
X company discountinues making this component it can use its existing facility for manufacturing a new
product for sale at Rs. 20/- per unit which would involve the following :

Investment in new machine (Which has a life of 80,000 hours)- Rs.1,60,000 Material cost will be Rs. 6
and direct labour cost -Rs.4 per unit. Indirect expenses (other than depreciation) for 16,000 machine at
Rs. 10/- per unit be accepted if their current cut off rate is (a) 25%, and (b) 40% ?

Hint: Calculate Return on Investment

[Ans: Rate of Return = 32.5%

(a) If cut off rate is 25% —Yes, Accept

(b) If Cut off rate is 40% —No, Reject

The following two Project A and B require investment of Rs. 2,00,000 each, The income returns after
taxes for these project are as follows :

Year Project A Project B
Rs.
1 80,000 20,000
2 80,000 40,000
3 40,000 40,000
4 20,000 40,000
5 — 60,000
6 — 60,000

Using the following criteria determine which of the project is preferable :

(1) 8 year pay-back

(ii) Average Rate of Return

(iii) Present value approach if the company's cost of capital is (a) 10% and (b) 6%
[Ans. (i) Both can be acceptable but A is more preferable, (ii) A,

(i1) At 10% none is acceptable at 6% B preferable .

A B
Pay back period =3year Syear
Average Rate of Return =27.5% 21.5%
NPVat 10% =-17,500 -17,320

NPV at 6% =-3920 +6860]
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18.

19.

20.
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Modern Electronics Co. Ltd. are considering the purchase of a machine. Two machines A and B are

available, each costing Rs.50,000 In comparing the profitability of these machines a discount rate of 10%
is to be used. Earnings after taxation are expected to be as follows :

Year Machine A Machine B
Cash inflow Cash inflow

Rs. Rs.

1 15,000 5,000
2 20,000 15,000
3 25,000 20,000
4 15,000 30,000
5 10,000 20,000

You are also given the following data :
Year hence Present value of Re.1
@ 10% discount

| 0.909
2 0.828
3 0.751
4 0.683
3 0.621

Evaluate the project using :

(a) the pay back period

(b) the accounting the rate of return

(c) the net present value and the profitability index.

Ans. (a) (A) : 2.6 yrs ; 3.3 yrs 3(b)A ,34% B , 36% (c) NPV A Rs. 15,385, B—Rs.14,865 P.1 A—
1,308, B—1,297 ]

The Jai Company provides a ferry service across the Ganga river. One of its ferry boats is in poor
condition the ferry boats can be renovated at an immediate cost of Rs. 20,000. Future repairs and
overhaul of the motor will be needed five years from now at a cost of Rs. 8,000 in all, the ferry will be
usable for 10 years if this work is done. At the end of 10 years, the ferry will have to be scrapped at
salvage value of approximately Rs. 5,000. The scrap value of ferry right is Rs.7,000.

It will cost Rs.16,000 each year to operate the ferry. as an alternative, Jai company can purchase a new
ferry boat at a cost of Rs.40,000 It will have a life of 10 year but will also require some repairs at the end
of five year. It is estimated that these repairs will amount to Rs. 2,500. At the end of 10 years, it is
estimated that the ferry will have a scrap value of Rs. 5,000 It will cost Rs.12,000 each year to operate
the ferry. Company require a return of at least 18% on all investments. Should the company purchase the
new ferry renovate the old ferry?

Hint: Calculate net present value of cash outflow:

(Ans. The company should purchase the new ferry because net present value of cash outflow in that
cash is Rs. 87,065 which is less than the NPV of outflow of renovation amount to Rs. 94,445].

The Phillips Corporation which has 50 per cent tax rate and a 10 per cent after tax cost of capital, is
evaluating a project which will cost Rs. 50,000 over its life. The project will generate additional sales of
Rs.1,00,000 and will require cash expenses of Rs. 30,000 in each year of its five year life; it will be
depreciated on a straight—Iline basis. What is the net present value and internal rate of return for the
project?

[Ans. Rs. 51,645 ;21.27%]
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21.

One of the largest and most profitable companies in the country is faced with the prospect of having to
replace a large stamping machine. Two machine currently being marketed will do the job satisfactory.
The superior stamping machine costs Rs. 50,000 and will require cash running expenses of Rs.20,000
per year. The Pearless Machine costs Rs.50,000 and will require cash running expenses of Rs. 20,000
per years. The Pearless Machine costs Rs.75,000 but running expenses are only expected to be Rs.15,000
per year. Both machine have a 10 year useful life with no salvage value an would be depreciated on
straight line method.

(a) Would your answer be different if the required rate of return was 8% ?

[Ans. (a) Superior Stamping Machine (b) Pearless Machine]



336 YgIHI d@ied d O gaey
I 10 : Goit A R
(Cost of Capital)

gRed (Introduction)

TH B Bt Yol Bt AR IWD Aderaatsii g1 IR U™ (Rate of Earning) @ <g=H &
BIH B 98 T HA g1 Vg A @ i Sl ot wRifda sia @ @)l 21 faedt st g
wgad Yot v1, gaiiarer golt 3R ufiurRa sma & wu # 8 "ah ¢ | fawia gea 3 Gon ot ara &t srae
TRUM 1 AT Heed & | Yol a1 & A H qg I o1 gl & b fxft aRaiorn fagm & fRaw
waet fAofa wven ot Goft 9t AITa st f3=8T SR (Cut-off-Rate) WR AR Bran &, Wi Raerswatsit gri
YR UM (Rate of Earning) @ ~gAaH &% BRll 8 1 Th &V gRT 39 fIw8T aX & ura 9 &=+ @t g9n
H IS 37N B IR I FRell 81 avaad 4, Yo ot e FRaerewisi gR1 oenfie T 3t 98 <gAad
X BN & W 3%l B IR Hod Bl I R IR 99R @A § WEE ekl 8| 31, 89 a1 |war Afe
WW(WealthMaximisation)Eﬁ@?ﬂiﬁmmiﬁ%ﬁwwiﬁGﬁiﬁﬁiﬁmﬁﬁ
IS TR Bt T 37T Ifofd HIA AT | Yolt Ta & e | I8 Wt gaarn T o fab srgaerH
Yoft WREAT (Optimal Capital Structure) Teh AT & Hed Bl SR URUIT: 30D WA 3 A¥IGT Bl Sifdhad
HII B TAT TR Bl Yol o AN P GATH B 8 1 T ARAT Bl Yot Bl AN 3Aepal 570 FHawasaiai
SR IR T 90 <G <X 1 S |l fAfda Sifkm & e woer e 2 8 | e, e
4 fAfea sifém ot sifdre 2rft, Saet & sifre Goft @t arma 2l

BB tlﬁ‘l]'l'mﬁ (Some Definitions)
oft a0 @rTa 9 B Agwagel aRyTE A e &
1. ORI WIEMA (Ezra Soloman): "ot @ ARTA 3151 &1 ~gAa STUf& I 3ieral Yoit =i 3t fawse

TR EI1” (The cost of capital is the minimum required rate of earnings or the cut-off rate for capital
expenditure.)

2.  UH, 9o M (M.J. Gordon): "Toft B} TN BT TG S UBR <X | 8 91 fb Y H¥a=t Bl 319
I JUTad RECE| %g fafaT o eifSta w31t =f2T1” (The cost of capital is the rate of return a company

must earn on an investment to maintain the value of the company.)

3. e gao WAR (Miltion H. Spencer): "JSit &) @R 98 <qAd¥ UM &% 2kit § foraat wH
faffarT o9 w99 v I @ WU H 3Uen B 8 1” (The cost of capital is the minimum rate of return

which a firm requires as condition for undertaking an investment.)

4. woe, faform vd SFIeSwE (Hunt, William & Donaldson): "I (oit &1 aIFI) S9 &X & 9 d
aRefaa fasan o e & 91 g 9f<dl W foia 31 St =nfey o @1 81 W <9-81 91 ar[
G 1| 11% P ST A1 (It [cost of capial] may be defined as the rate that must be earned on the net
proceeds to provide the cost elements of the burden at the time they are due.)

5. s&go Sflo e (W.G. Lawellen): "T& HH & G Yoit &t aRa ford wwr=uaan arfies uforerd
@ w9 A o a1 o 8, O wU H 98 IO <) 2 O Sudt wrufial e SR ura A 'Y
Iuae fHd R BN & Sifae &1 yeRia $=1 & forg sawa afoia &=t =Y 1” (A firm's so-called
cost of capital commonly expressed as an annual percentage figure — is simply that rate of return which
its assets must produce in order to justify raising the funds to acquire them.)
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6.

o+ ¥ a1 @ (James C. Van Horne): "Hoft @t @ra fAaer uRaioriei @ ot & dear @ forg
U fdwe <R o1 gfawur Bl 217 I fhit aRIOe 1 =R 98 9 =R 8kl 8 o fb Wy & 9oR

Hqda P aRafda I@M 1 (The cost of capital represents a cut-off rate for the allocation of capital to
investment projects. It is the rate of return on a project that will leave unchanged the market price of the
stock.)

ol 9l R a1 e
(Significance of Cost of Capital)
o= FAvfam 3§ Yo &t are U =T Jewaget it gkl ' 1 oht aore Aot va gon @vem

o 291 9 & Ion @ A @ Aewagel YfAeT BRi B 1 S e o fade T 1 g #t S et

&

1.

‘iﬁﬁ ol ¥ Fﬂ?ﬁ I B T H (As an Acceptance Criterion in Capital Budgeting): Si=d lo
o UReRfthes & WG] 4, "Rl & (Hae (ol o & forg ve faaewra fbanfafd @1 gfda Marem
Bl JNMATIHAT B BRYN Goit Bt AR Bl JAGERN A AP T W IFAM A Ui B form 21 (The
concept of cost of capital has assumed growing importance largely because of the need to devise a rational
mechanism for making the investment decisions of the firm.') |

Yol @t AT B &aE W A gY Yol geted vl forg o wad 21 ol geted @ acwE I
faf&r (Present Value Method) & IR Afe Yoht Faer wR gl gari &1 ame e fHaer (Yon)
Fl AN | 3AfYS A1 ISP R B A1 fIareia R o1 Wier & o 9@ 2, 3w S99
IRATA P SR B A1 ALY | TR U™ S oA G i fa=se g2 (S Toit a6t arme
BN B) IR YR ART Ji=<iatal 3 Bkt Heab 0T 9 ol Habell 2 | 31egd, Yol @it airTa 3t Goit
goted AR 4 sifa wewayef e Bkt 71

Yoit wvoe fAvies # goft wfsor & fAulke @ ®7 § (As a Determinant of Capital Mix in
Capital Structure Decisions): AP IIAR H GRAT B Al b1 fA9-99er U S b
[T Bt B | A R & w9 A e o) il @ fa9-dieer s 6 %r a1 wHan $olt 6
Tes Ifa Afasior 91 wfeg | srgdqead Yonl S B Tahfodd R THd U 97 Bl WA B GA
B BT HI 3R Yolt B AR B YATH HIA D ST Pl 49 A TG AMRQ | fA=it w=en it
Yoit w¥a Ao # fafi= |idl 9 Suce 6t 9F areft Toft ) ARt 3t /19 SR 3if) smavad
Il ®1

faxia fwes & 11@1?-57-[ P YR @ VY A (As a Basis for Evaluating the Financial Performance):
THo o WA & FIRl H ‘ST Y-y & faiia fAsareq &1 geaies’ s @ fore Goft 3t e
P AR FHT YA fHar S A g | IRASH ) aRafdd amer™dal a gRkarsT 1 & fag-arvon
7] Suae fHA T P19 o uafa Goit @t T AR (Projected Overall Cost of Capital) 3R Tft
RS AR q g @t Rt 21 Ak kAo $ arafde dverea ot @t 9afid iR
IR<fAP AN & AP 8 a1 e Haivde we1 o |obdl 21

3 faia fAvfas @& MR @ W9 ¥ (As a Basis for Taking Other Financial Decisions): 30 fa=fta
ot o A 0t ot o AT @1 s fan S g | e i, a1 eitewon, @8 A we
3R FrNA Tonl, anfe & wwy A arsH v Goft @6t arm o wera | fog o w6 g1
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R &1 B0
(Classification of Cost)

ol &l aFa 3t T fie |9 ar[ &1 it FfafRaa ger f&an s wean &

1. e @ra vad Wil @R (Historical Cost and Future Cost): JRI$SI @I &1 Tfagiis
SR HEd & Sl YTl | @G 2l 81 9fds & fog srgafaa ot widt arma wgart €1 i
fAofal @ w4 ofoeRie el ot sren widt e 3fde W SR AEwagel Bl € e oft
TR ATl 35 ST 3R HEdl ¥ | A TfERie A Wit ART B SIgHM ORI H AR-aeid
Pl B Bl B

2. faftre ar@ wa fAf¥a are (Specific Cost and Composite Cost): fafere o &1 sifiur liﬁﬂ
® A% faftre @ Wia A arE @ e 9 forn Siran ®, wafe At are ot @ faft= el
) WY AN (combined cost) BXH 8 | AmawIdd ©U A Yot a0 WRifda sia @ & fAfda
AN Fed & | FI9R H Yoit 3l U A Mt FU I Wid &1 589 w- 3t Reifa 3§ gz fAfda ara
8 2rh & o = Fvfoa-ard 3§ AR o s 2, 7 & e ara «= & @ ot & saa
TH & YBR B I BT YR fbar 7 &, a2 fafdne e wR fdar faan s &) Ot w)a e
ft FAvfal # ot 9t wRifdsa sira aFa @R faaR fasan s anfRg |

3. e AW U9 fAf@d AR (Explicit Cost and Implicit Cost): IS AR 98 Bl A1 981 &%
(Discount rate) &Iil & Sl Jpg F=Idigl d aoAE e (Present value of cash inflows) &1 NP
qfeafsl & ad9 YA (Present value of cash outfows) K| [P (equates) PN 2| 3 U<l H, B
T Bl M<IR® I it 21 a9 & @ faRre v 9t wee arm &1 f[yiRe F=fofEaa 93

& Fergen | fdar o gaan @
Ol 02 On

= + 2
(1+k) (1+k) (1+k)"

ot

=y t=110+k)

where,lois the net cash inflow at zero point of time,
Or is the outflow of cash in periods 1,2 and A.

k is the explicit cost of capital.

fafea armE, o e are (opportunity cost) W #rd &, fasdt aRaen faey &1 WieR &=
% forg QN1 fadl TR S1EER o1 AR ERil & | Sarexone, iR 361 (retained earnings) @ fAfea
R 39 BINl &) 3= fAFAIfo $39 UR vYURS] ® Su] YA & % Bl 2

4. 3ET AP Ua W AR (Average Cost and Marginal Cost): Yot & fafi=1 wiiai o1 #ora=,
YEifieR o7e 3R |HAI 3191, P [P« AN B i A Bkit 71 I8 faa & faf= Sidl ) amm
B IR SRIT AT (Weighted Average Cost) 8Rlt B 1 Yol @t W1 @IFTa Goft &t a8 sirad ara
gehl 2 o v B g1 3nuféa ifiifRaa ®Iw &1 ure & & forw ag= =1 gsa1 g | faffae=
| e Aol oF § W ara R 3R s gt et Foie ufssan 9 wewegel qfae
Bl 71

ot @ faf=1 ¥kl & @RI (Cost of Various Sources of Capital)

fafd &1 avi= F=raq & 0 = &
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‘iﬁﬁ @ AR 339

1. RO & &R (Cost of Debt)

U1 Bl AN -0 TR 27 16 B 2% 8l ¥ | FaeR ¥ k01 & A9 & 999 339 €% &1 Sooid
HR Qe o1 B FOT B AR P MOET B QY SMUR B WHd &K B BI-Yd AR qAT K0T B
HR-UTEN AN | IR0 & forg, H¥a 1,00,000 B BT 10% FOMIH F9-Fd IR i &=l g a@f 59
T B} BI-Yd AR (before-tax cost) W 10% BRI | 01 & HI-Yd &N DI Tor1 F=aferfdaa @ @t

JE—Idl Q@ &l Sl Gl § -
1

(i) Kdb = F
where, Kdb = Before-tax cost of debt
I = Interest

P =Principal
S¥ Rafa 4 srafes o1 &1 g sigar skt @R A fasa an @ @1 pan smer sfesgfaail & sifad
e & WM TR S5 99 4 91 g T (net proceeds) A gl ® 9 fF1aq & :

(@) (where. NP = Net Proceeds)

9 k0T BT fad & d & 9 § T fha S € @ B9 & BR B M0 B W AT TP
HERN-AT &Y (deductable expense) & w H Wipd BT B | $H FHR BH B B YA DI S dTell IbH
A Wi qad X g § w9 B Uit ¥ | 39 YBR F1 F 99T AR (Effective Cost) STUEITHd BH BIeit
g | U1 D H-YTAR] AN oI o1 Faferfaa g3 o deraan | & o 9l © ¢

Kda =
(D) Kdb = Kdb (1-t) = 1/NP (1-t)
2]??, Kda = Before-tax cost of debt
t = Rate of tax.

Tllustration 1. (37) Ta faifies 50,000 %. 8% FoMda AT WR ARG Hclt ¥ 1 ¥t TR AR B & &=
50% &1 ol Yoft F AR Bt TOET HITQ |

(a) X Ltd. issues Rs. 50,000 8% debentures at par. The tax rate applicable to the company is 50%. Compute
the cost of debt capital.

@ o faffes 50,000 %. @ 80% FOTUH10% MfATH wR fFifad S 81 ¥ R AR R B &R 60%
21 o1 Goft A AT 5t o g |

®) Y Ltd. issues Rs. 50,000 8% debentures at a premium of 10%. The tax rate applicable to the company is
60% Compute cost of debt capital.

@  u fafAes 50,000 %. B 80% FOTUF 5% Hekit uR AT B<ht 81 R B X 50% B 1 For Goit
P AR B T BT

(c) A Ltd. issues Rs. 50,000 80% debentures at a discount of 5%. The tax rate 50%. Compute the cost of
debt capital.

@ & fafaes 1,00,000 . 9% FoTa=T 10% Hfgw w fAeifag st ® 1 A= & arE 2% 81 B &
X 60% FOT Yoil ) SR Bt 0T BTG |

(d) B Ltd. issues Rs. 1,00,000 9% debentures at a premium of 10%. The costs of floatation are 2%. The tax
rate applicable is 60%. Compute cost of debt-capital.

Solution :

In all the cases, we have computed the after-tax cost of debt as the firm saves on account of tax by using
debt as a source of finance.
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(a)

(b)

(c)

(d)

I
Kda=—(1-t
a=pd=?

4,000
50,000
_ %000
50,000
=4%

1-.5)

I
Kda=——(1—t
a=gpt=?

4,000
55,000
=291%

1-.6)

I
Kda=—(1-1t
a=pd=?

4,000
47,500
=4.21%

1-.5)

I
Kda=—(1-1t
a=pd=?

9,000
1,07,800

9,000
1,07,800
=3.34%

x.4

—x1,10,000
100

=1,10,000-2,200

=Rs.1,07,800.

YPII E@ihd U9 faRig ge=a

(1-.6) NP = Rs.1,00,000+10,000

e o iﬁﬂ B AR (Cost of Redeemable Debt Capital)- ¥T:, |1 & Sila+-dbIdd H Th
fAf¥aa safd & gearq weig %o ot @ e & S 81 O =01 & eielg FOT (Redeemable Debt)

FEd & | MY Fo1 Goft B AR B T 39 TBR B ST b §
v) U1 B B Gd ARTA (Before-tax cost of debt),

Kdb =

1
—~(P+NP
5 )

<

zl, I = Interest

N = Number of years in which debt is to be redeemed

I+1(P—NP)
_n_

P = Proceeds at par
NP = Net Proceeds

v) FOI H HI-I¥A AN (After-tax cost of debt),

Kda=Kdb(1-1)

1+ (P—NP)

n

1
—(P+NP
5 )

xX(1-1)



g A ar 341

Tllustration 2. & &¥=1 9 10,00,000 T. & 10% ML FOMGHAT BT 5% Dkl 9= A fasan T
2| fefws @t R 30,000%. B | FordS 5 sl & UL MR B | BR Pl X 50% AFDY FOT Bt BR-gd
AT HR-YLAT AR B 0T BT

A company issues Rs. 10,00,000 10% redeemable debentures at a discount of 5%. The costs of floata-

tion amount to Rs. 30,000. The debentures are redeemable after 5 Years. Calculate before-tax cost of debt
asuming a tax of 50%.

Solution :

Before-tax cost of debt,

I+I—(P—NP)
Kbd = n

~ (P + NP

2( )

1,0@2000 +‘iﬂﬁlﬂmw"¥l 9@ 08)) AR (Cost of Preference Share Capital)

7(0933%@3 g)—:i}) wﬁﬁaaaﬁwwﬁm%ﬂwﬁamwwwﬁwﬁ&m
(d@crenon)Wéﬂﬁmésﬁ?wwwﬁyﬁﬁzﬁmﬁaﬁa q1eg g1 fban o1 Adar, fhr ot 3@

[NP = Rs. il RO 20R8 Yrifehsre st aot Gty s (04t 1Rad) i itk orer &0t ot amm swras
=Mﬁ@ammw(wncm@mmmmﬁ%mﬁmm
TR ep] Hivier a1 AT 8 R wmen <t S Ry 3 swva <iven o) B9 @ @raRen B @ e W

_ L1800 1 argm, e 39 @ forg o 7 B9 9 R 9 Brewe wraiRier 3wl w Frafid wa

2 6%%9%251@%&16!@%13?%3{819@@ oY e a1 foRmemRt (Perpetual) Golt Y weat

=12.
ama sﬂwaﬁmﬂaﬁﬂ%
After = tax of debt, Kda =Kda(l-1)

=12. 012( {Vhere Kp = Cost of Preference Capital
=12. 09 x .5P

=6.04% D = Annual Preference Devidend
P = Preference Share Capital (Proceeds).

Ife qaffder e &1 s a1 Fert R [ fasm T 7 sien qaifder s & A w
&g (cost of floatation) fd A &, < gﬁffﬁiﬁr\’ 379 iﬁﬁ @ 3ffda a1 |x ¥ (nominal or par value) Bl
W@ﬁlﬁwmﬁ?ﬁa\?ﬁ’mﬁﬂam(netprwceeds)?lﬁﬁﬁﬂ]ﬂf%?l%ﬂﬁﬁﬂﬁﬁ@@
THR 379 Yol @t AFTa @t o Aifda g3 3t e |9 @t o1 dadl @
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Kp =

IE S H I =AY fob B D) M0AET HRA A AT WP TI & HI H TSI el SNl 37
PRI B foIT ARG B B BIS avIHal & Bl 2

-l e q@ifidR 3191 (Redeemable Preference Shares) fifa favg s €1 forg ulRuaaen
fafd (maturity date) TR a1 @ fARET (Cancel) B a1 STaT B S10ar SH61 yA &R Q1 Sran 1 e
qaifaerR 3w Yoft & AR @5t 0T 39 IHR Bl S Wb ®

where, Kpr = Cost of Redeemable Preference Shares
D = Annual Preference Dividend
MYV = Maturity Value of Preferences Shares

NP = Net Proceeds of Preferences Shares.

Tllustration 3. ¥& ¥ 7 100 T. aTAd 10,000 10% YAHIFR o7 &1 Fvwa fdan g1 A= o
NI 2 %. Al 379 B | q@ifder Yoft 35t ar @t 1o $iforg, afe 3 s (s1) 99-e R, (9) 10% M
WR, AR (A) 5% B R AT i W E

A company issues 10,000 10% Preference Shares of Rs. 100 each. Cost of issue is Rs. 2 per Share.

Calculate cost of preference capital if theses shares are issued (a) at par, (b) at a premium of 10%, and (c) at a
discount of 5%.

Solution :

Cost of Preference Capital,

_ 10,00,000
P 10,00,000 - 20,000
=10.2%

x100

(a)

_ 1,00,000 y
10,00,000 + 1,00,000 — 20,000
_1,00,000
~10,80,000
=9.26%

100

) Kp

100

~ 1,00,000
~10,00,000 — 50,000 — 20,000
~1,00,000
©9,30,000
=10.75%
Tlustration 4. T& & 100 B Tl 10,000 10% FATAPHR 32 BT 9 Bl g 9 10% a9 &
9Tar 5% NfATH wR Mg § | R 9t e 2%, 9 e 2| aifter GOl @ ar @t o @i |

A company issues 10,000 10% Preference Shares of Rs. 100 each redeemable after 10 years at a pre-
mium of 5%. The cost of issues is Rs. 2 per Share. Calculate the cost of preference capital.

(c) Kp x100

x100
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Solution :

D_'_MV—NP

Kpr=—-""—x100
E(MV+ NP)

1,00.000 -+ (10,50,000 — 9,80.000)
= 10 %100

% (10,50,000 +9,80,000)

_ 1,00,000 + 7,000 «
10,15,000
_ 1,07,000 «
10,15,000
=10.54%

100

100

343

Tllustration 5. Y& &9 100 %, aTel 1,000 7% YATEBR 32 BT 10% NATH W R0 Bt g o

5 quf & IR F9-Ycd TR e § | qEifder 4ot o @ @t o siforg |

A company issues 1,000 7% Preference Share of Rs. 100 each at a premium of 10% redeemable after 5

years at par. Compute the cost of preference capital.

Solution :

D=1 (MV-NP)

n

Kpr =

o (MV +NP)

7,000 + %(1, 00,000-1,10,000)

% (1,00,000 +1,10,000)

_7,000-2,000 1
1,05,000

5,000

=" x
1,05,000

=4.76%

3. HHCT 3 iﬁﬁ & AR (Cost of Equity Share Capital)

|HaA1 3791 Yol Bl AN ‘T8 T B Afdead IR § o w3l 7 Wy B 9k qod Bl
uRafia Y1 @ forg srm fafva & e fag-aif¥a wrT wR sy eifvia &=+t a1ffe’ (‘Maximum rate

of return that the company must earn of equity financed portion of its investments in order to leave unchanged the
market Price of its stock.") | T 3721 Goll @ NI SHd fAderddiell §RT IR 91 &1 e (function)
Bl B 1 fs |wan e B ufi 9 g Ff¥ed I% | AT &1 P el e S g, o e ot
SARTE 91 Yol & ST 63 Bl ‘qre) ARW (Out of pocket cost) &l Bl | THAT Yot UR AT BT Y7
HYAT PIE IS qreae T8 8, IRy THHT T8 A 7 ¥ & wwan srer Goft ana 2f2a o (Cost free
capital) BIt ¥ | STTTIRS FHaT 37 § G &4 BT A AU UM Pl I | B & R B B 39
RIAGH SR B IJAY Ifofd B A1RY A1 372 HI AR I uRafcid R | G &4 A DI H¥a-1 1
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TG | |HaT 3791 Yol ot arra ot FAw=ferfaa g | o 3t o | # -
@ e afawa A sweren e Jea Irgar A (Dividend Yield method or Dividend Price Ratio
Method) |

@ amTeT gfdee a2 amwren |/ 9 £ Afa (Dividend Yield plus Growth in Dividend Method) |
@) 3ol ufdwa Afd (Earning Yield method) |
@ a1t gfdwae AfA (Realised Yield Method) |

() e wfawa A s e /qea sgu A (Dividend Yield Method of Dividend/Price
Ratio Method): 391 9fd & STJUR ‘WA Yol & AT a8 Pkl &% 8 Gl IR o791 TAfRr 9Tl et o
CLEIE| Ha Uh 379 B qs TRIFN (AT a9 IR q) D ﬂ’ﬁijﬁl BI1 81" (Cost of equity capital is the
'discount rate that equates the present value of expected future dividends per share with the net proceeds (or

current market price) of a Share'.)

g3 B w9 9,
Ke = D/NP or D/MP

where, Ke = Cost of equity capital
D = Expected Dividends per share
NP = Net Proceeds per share

MP = Market Price per share.

39 Y 9t gen@ AT a ® & Raewal e B sE e 39§ SR wRen A Wik
srafafifa weit &1 arire gea srgura Af el @ gaa 61 2, R s dg € ¢ () I dfa e
H g fg W ®1E s 78 @ B, (i) I Wi 3ol a1 wfaurRe ol W) @IS e T8 2 B, 3R (i) I
ol ol wR 3t e T acit B | Ao ol @t e @1 0T A @t I S @it ReR Eedl & wia e
@ Srofl # Rl 81 T2 F ot wHa RS ReR arrer i +ft 2

Tlustration 6. & H¥ 1 100 B dTel 1,000 FHAT 372 BT 10% AT 9 0= fan & 1 Hea1
favra dfar anf @ oo srerenfRAl @t 20% AT SN IE 7 IR S 9w # N FQ 7@ Bt Ten HRaA
¥ THan Goil ot ARt @ o AT | afe FEaT STl B IR Hed 160 B B O 1 3H BIS MR ISP

A Company issues 1,000 equity shares of Rs. 100 each at a premium of 10%. The company has been

paying 20% dividend to equity shareholders for the past five years and expects to maintain the same in the future
also. Compute the cost of epuity capital. Will it make any difference if the market price of equity share is Rs. 160?

Solution :
Ke = R
NP
_20 x100
110
=18.18%
If the market price of a equity share is Rs. 160.
Ke = R
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=§><100
160

=12.5%

(@ e alied o e | 9 fE S (Dividend Yield plus Growth in Dividend Method): 19
HEN B AN B RRR TR A @ fg 89 31 3men )i ¥ T AR Y g ReR B § T e ot
& AR B} TOAT 7Y 39 A7 BT TR fan s adan 21 39 A B SgaR w9 Yot a6t A @ 1o
¥ AR TR MR B b 9an SRR dael acse e <R | WIfad Wil 9 £ <% &1 GHrioe aRa
FId &1 ANl 81 39! oA & forg e g3 &1 g fasan wimen @

D
=—+G
Ke NP

where, Ke = Cost of equity capital
D = Expected Dividend per share
G = Rate of growth in dividends.
faermm wwan o Gl @t e s $A @ Rarfa # Swiew 93 # g Wi’ (NP) @t o ‘i
379 IR e’ (MP) &1 941 fban o 81 39 YR 93 ¥ 9aR 8 -
Ke=D/MP + G

Tllustration 7. (31) T &1 Bt 100 T a1 1,000 THA 37 & GH-Jd TR FRIAT B a6 o
g | R ARTa 3791 Y& &1 5% IF O AT g | IR H HHA 109, 9fd 3re1 anwren M iR e |
5% 4 fg w3 2 | g9 319 & A A @ e 9 1o Sifere

(a) A company plans to issue 1,000 new equity shares of Rs. 100 each at a par. The floatation costs are
exected to be 5% of the share price. The company pays a dividend of Rs. 10 per share initially and the growth in
dividends is expected to be 5%. Compute the cost of new issue of equity shares.

@ Il v Tw o7 B aHH IR e 150 %. 8 fdeAs wwan s Yol @t are @t o
BTG |

(b) If the current market price of an equity share is Rs. 150, calculate the cost of existing equity share
capital.
Solution :
D
(a) Ke=—+G
NP
__10 +5% =15.53%
100-5
D
) Ke=—+G
MP
_ 10

=—=5%=11.67%
150

(W) 3 gaiiwe R (Earning Yield Method)- 39 ft & srgaR @@l Yol @t aFM a8 deri &
g Sl 9 3reT JIRa uTe 36T 1 ST ed e 3791 Dl Jg YARINT (AT a6 IR Jd) & i
B 21

A 4 9,
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_ Earning per Share
~ Net Proceeds
_EPS

" NP

w9 e st ol @t AR &t o @t S @ ol R g e e R

Ke

Earning per Share

‘= Market Price per Share
_EPS
- MP
FHAT ol Bt AN §119 B o) 39 A &1 FeafalRaa sensit § g2 fan o e 2
@  or@ ufa 3ier st Y ReRr vl |
@) ST6 el YA 31gU (Dividend Pay-Qut Ratio) 100 Sfierd 81 3feran SfAeRor 3rgura (Retention
Ratio) I (Zero) B AT AR IUTE ATH BT AT & &Y H fIawor & fan e 2
) T4 U ufase™ a8 |Hen o791 Yoft agt i ifsfa = @) wraren @1 Sl 315 @ I A R B
TIER B
@ 3 P IR o Bad U 39 oA A gafaa g 8
Hlustration 8. Th BH 3191 HRI-BAdl ® AR & fow 60 g TR T HA R fAaR B El B
TR o Fag &

A firm is considering an expenditure of Rs. 60 lakhs for expanding its operation. The relevant information
is as follows:

Number of existing equity shares = 10 lakhs
Market Value of existing share = Rs. 60
Net Earnings = Rs. 90 lakhs

faermm |wan o Yol ) A e I8 A gY b T o7e 52 . WA 319 @ &% | fAeifha fad
SR 3R T A &1 g 2 5. 9fd sier 2w, A e s Goft @t ar @) o Fifg |

Compute the cost of existing equity share capital and of new equity capital assuming that new shares will
be issued at a price of Rs. 52 per share and the costs of new issue will be Rs. 2 per share.

Solution :
Cost of existing equity share capital

_EPS

Ke=——
MP

EPS , or Earnings per Share
_0_

Rs.=—=Rs.9
10
Ke.=i><100
60
=15%

Cost of New Equity Capital
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_EPS

NP

9

T 52-2
=18%

@  wra afiee VA (Realised Yield Method): et afawer Afd (Dividend Yield Method) 31erdT 3151
afdwe dfAd (Barning Yield Method) @t U ‘Ts’ﬁl‘l‘ﬁ /1 g ' 5 9l e SiR seie & Wiy |
Rraereraiaii @ gaTen BT STFA T T AT B | HTel SATTeT SR 3ol TR 3 Tl Pl qH1E gl
2, 31 91 M1 Bl 1P YHR A AFAM T ARG Tl Bl 81 39 N A g1 & forg s ore ot
AN @1 T & forg urad a1 9 3t 1 gfawd S &1 g B o1 wwan 21 s A | fara aut
H AT (realised) SI¥I¥/ YR P} aR<fdd 3 e} TR A= far s @ formad araen o2 & & A sivma
Y1l 9RUMHT & S Fdhdd gld & | I 91T B 3id X &l oA BRA H fuwa auf § ureg e &
|1 3TN B AT S FHI 9 A9 (gain on sale of shares) TR fad=aR fdar sr=n =nfdw | sreenRal g1 UM
1 IGA DI TS 39 TAN DI R & A1 Yol AR Bt B 1 9 AR B SITAR FHA1 379 Yohlt &l ARG B
TorT fR=forfaa Aaensh R anenfRa Bkl 8:

@  ufoem wHaEafd § S W ot § a9 =)

@) SrerenfRal #t garent faa 9 ura ufawa w snaRa ekt § 1

@  afe Rdved s [Ade # A S 7€l Y SR ar ER ol s ant 9 g g3 ot
@ 3N & 99X Hod § P Avwaqul uRadd &l 2 21

4. "foenRa 3Ma &) IR (Cost of Retained Earnings)

HHAT o TR AT 3 P sernRal #§ arnie @ w9 A fAaRa 78 o<t 1 afed sH@
Th WRT BINl B WY H b BR G o<l &1 39 DNl B FA9 vfaer & fder wraf & forg fban s \awan
21 pft-aft a8 9 e oiren @ 6 0 ufdumRa sl 4 #1E arma =91 fAfta @t § wife gfasem a1
34 AfenRa 3l wR B arwien g 391 2 21 R oft, sreremy ufdenRa smai w vy #t snwien wRa
g1 il vt # afqenRa smal srerenRal gR1 Sucter <19 § 3 e A 9M & fore 353 R @ &1 aRem
2Rt 21 9fenRa 3ma @t AN g TR SR AT S Wabell § S aofae e wHE quil At Jfead
AR H PHI-YLTAI AT B @AY AR (Opportunity Cost of Foregone dividends) Ielt
afaenRa 3 $t arE $t Afafaa 3 o Gk | TUET S At @

Ke

><100=i><100
50

Where, Kr = Cost of retained earnings

D = Expected Dividend

NP= Net porceeds of share issue

G = Rate of growth.

Ig e HA1 weayet € & 100 9o P 31U (Pay-Out Ratio) & 81 g€ <t sieemdt wm2: wfie

RS ATl &1 Tl AT DI T & Y A Tel I B Ahd & | VAT SAfeIy Bl ® Jifd erenRal &
T AT Pl A TR B GBI Sl 2| 3€Td, B P oIy HB ARG HRAT AP & A<l 2 |
ufaenRa 3 &) arTa AYIRT B § B RIS Udh B THAT kil & Hifdh THd IR b FHH
B Aot (tax bracket) & <RI &1 I B 39 ARG, AR} MY 1o+ HR-UTAT ATHIE 31T B
aefors ufayfaal 9 fafaifora s =red € o S= Saa ufayfadl @1 a $=1 3 g8 ar[ (23), S
ATl BT g HAT US| $H TR T a9 A IRl gR1 age ot 15 w91l 9 <R fdemm afisE
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A I FRI U ITHA TATT B I {B B4 & 2rft | 9iqenRa sma ot o 9 &R SR 741 wfayfa
D Y B DI AN & g TR B vg FAefoiaa g3 ®1 sro=mn o waa @ ¢

or Kr = Ke (1-t) (1-b)

where, Kr = Cost of retained earnings
D = Expected dividend
G = Growth Rate
NP = Net Proceeds of Equity Issue
t = Tax rate
b = Cost of purchasing new securities] or brokerage costs
Ke = Rate of return available to shareholders.

Tlustration 9. f&<f ufie™ Bt Ke (SreralRal 1 SucTe T0™) 15% B; SIERal & R @} 3d IR 40%
2 3R Jg 3men ot Wil & fb Jpfoass afongfaal # oo amrer @1 Ao &3 # SRS 31 2% arett
g 41 B | ufQuRa g & A |/ '?

A Firm's Ke (return available to shareholders) is 15%, the average tax rate of shareholders is 40% and its
is expected that 2% is brokerage cost that shareholders will heve to pay while inesting their dividends in alternative
securities. What is the cost of retained earnings?

Solution :
Cost of Retained Earnings, Kr = Ke (1-t) (1-b)
Where, Ke = rate of return available to shareholders

t = tax rate

b = brokerage cost

So, Kr, = 15% (1-4) (1-.2)

=15% X.6 .98
= 8.82%

iﬁﬂ o MRifbd d aF e (Weighted Average Cost of Capital)
gl fiﬁﬂ P YRIfdbd JRTT RIT Bl @ﬂ 3t A3 ema’ (Composite Cost of Capital), fiﬁﬂ P T AR’
(Overall Cost of Capital) 37ral ‘goft @ 3iRAd AR’ (Average Cost of Capital) & AT | ¥ ST oIt €1 faa
P AP AT A1 Bt fARIe A S 3 & SURI a9 & ar1 4 ®19 & fafi=1 |idl & srgua
# Toft 7t faftre ameil &1 YR 98 &Xa Yol ot wRIfdd 3iRId |FTa @t 301 @t o |t 21 fafi=
frT wrdl H1 faf¥re @l $1 9eM B 1 a1l IR (weights) a1 < 9@ A & GRIHIA eI (Book
Value) 3ral I & IITR g (Market Value) 81 Wehd & | IR Hed & WRI & MR TR 0T i 75 Golt
B AN W14: JRADBII o HRI Bl U IeaeR ekl @ SR Bft-aeft ot e i 6t gt A 9
I MR Pl FrRIfeal < SRl & Fife IR e Raepdisi & arafde e 31 afafig@ s g1 fbg,
IR Yo 9RI &) Aferfaa Wmg akh € -
0 IR-IR BN Il ST D BRYI IR oI b1 FAgRer H31 wfe= 2 21
() IR g 9RI @ T R WM B BRUT wEdaT ot B e HEn are @ Wl ¥

IURIKT [ B PR GRIDI G Pl URI & oY Tgad HI1 95aR Il © Fifd A ARAHIYED
T SUAH B 9N & | Yol &1 WRIfdba Siiad R @t 0T 91 3 3t [grl | @ o9&l ® ¢
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Where, Kw= Weighted average cost of capital
X = Cost of specific source of Finance
W = Weight, proportion of specific source of finance.

Tlustration 10. T B &1 Yofl Sfen R sPaa 19 & A= Fidil @t S geaq arnd 91 9o € -

A firm has the following capital structure and after-tax costs for the different sources of funds used :

Source of Funds Amount Proportion After-tax cost
Rs. % %

Debt 15,00,000 25 5

Preference Shares 12,00,000 20 10

Equity Shares 18,00,000 30 12

Retained Earnings 15,00,000 25 11

Total 60.00,000 100

M Goft ot HRifpa 3R oI @5t o1 = & forg wer T 7|
You are required to compute the weighted average cost of capital.
Solution

Somputation of Weighted Average Cost of Capital

Source of Funds Proportion Cost Weighted Cost
% % Proportion x Cost
(w) (x) (wWx)
Debt 25 5 1.25
Perference Shares 20 10 2.00
Equity Shares 30 12 3.60
Retained Earnings 25 11 2.75
9.60

Hence, Weighted average cost of Capital is 9.60%.

fafda SereRur (Miscellaneous Illustrations)

Tlustration 11. TaIcic B4 fafAcs ®1 -t fhardpamdi & faarR &g 5,00,000 %. Bt raeaasl
2 3R S9S A9 W 10% B T = A B B TR 8| ¥ BT Fa- a1 39 13 & fag-giwor
& forg afiaRa & & 98 R faaR = @ ' O gen sieenRRal &1 faaRa féan s awan &1
IR HAT 60% FY-90 3Tt E | AR RS 9= AT BT AT HR § @ 9= 1 e w®
12% 3ma R, g S8 0t affadl & 59 TR 2% Sltell < g8+ BT US| SURDI Dl &9 H &
BT HeH-a & forg smuast F@n awgfa 37

Excellenct Fans Ltd., needs Rs. 5,00,000 for the expansion of its activities and its is expected to earn a
rate of return of 10% on its investment. The managemenet of the company is considering to finance this amount
by retaining Profits which otherwise shall be distributed to the shareholers. The shareholders, on an average, are
in 60% tax-bracket. If the shareholders reinvest their divideds, they will earn 12% on new investment but have to

incur a 2% brokerage cost on the Purchase of new securities. What is your recommendation to the management
keeping in view the shareholders ?
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Solution
Cost of Retained Earnings, Kr = Ke (1-t) (1-b)
Where, Kr = Cost of retained earnings
t = rate of tax
b = brokerage cost
Ke = rate of return available to shareholders.
Kr=12% (1-.6) (1-.02)
=12% x 4 .98
=4.70%
ARETRT M B @M 4.70% & | $HS1 g e[ & b afe srerenfRai o1 snwren & siren g @
9 39 =g ufayfaal | AR a3 4.70% gwama fsia & @@ | 39 fAudia, afe gz afe gfaaiRa

Pl SN @ A BH 10% 2% A JA IAfofd BN | 3rdua, wH bl e faafRa T8t a=1 =anfav afed iR
faaR & forw s e o1 =R |

The cost of retained earnings as calculated above is 4.70%. It means if dividend is paid to shareholders,
they will earn a return of 4.70% by investing in some other securities. On the other hand, if the amount is retained
the firm will earn a rate of return of 10%. Hence, the firm should not distribute dividend rather it should retain the
amount for further expansion.

Tlustration 12. T &¥-t & forg wdfde ars+ta Yol Sren &R fAaR Ha @9 For -arvan fAsor
& faf=1 WRi oR %1 iR woen Gohl (R-uvaE) & Feafefa srgwe & ) W g

In considering the most desirable capital structure for a company, the following estimates of the debt and
equity capital (after-tax) have been made at various levels of debt-equity mix:

Debt as a percentage Cost of debt Cost of equity
of total capital employed (%) (%)
0 5.00 12.00
10 5.00 12.00
20 5.00 12.50
30 5.50 13.00
40 6.00 14.00
50 6.50 16.00
60 7.80 20.00

F DI AT ar @) T BB 3Dt N B g rgaera o aHal fson [uiRa s
gl

You are required to determine the optimal debt equity mix for the company by calculating composite cost
of capital.

(C.A. Final (New) May, 1978
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Solution
Computation of Composite Cost of Capital

Debt Equity Cost of Cost of Composite Cost of Capital

Debt Equity
(%) (%) (%) (%)
0 100 5.0 12.0 5 0412 1=12%
10 90 5.0 12.0 5 10+12  .90=11.30%
20 80 5.0 12.0 5 20+125 80=11.0%
30 70 5.5 13.0 55 30+13 .70=10.75 %
40 60 6.0 14.0 6.0 40+ 14 .60=10.80 %
50 50 6.5 16.0 6.5 50+20.0 .50=11.25%
60 40 7.0 20.0 70 .60+20.0 40=1220%

SWIT A I8 W g fb 30% Fo1 921 70% F9a1 R Yoit ot ¥ ara 999 &4 &, s va
IJHATH  FUI-AT FASIOT 30% 0T TAT 70% T B |

From the above, it is clear that the composite cost of capital is the lowest at 30% debt and 70% equity and
hence optimal debt-equity mix is 30% debt and 70% equity.

999 (Questions)
1. Goht &t ara @ ekl 27 ol 9t AR @1 A e i)
What is cost of capital? Explain the singnificance of cost of capital.
2. Yol & AFE &1 91 HEd 87 39 AR 3t wwnsti o1 faaes s

What is the importance of cost of capital ? Discuss the problems in determining it.
“Yoft ot aNT’ @) sraeRon gRwIva HifSrg | garsd fF My v wH Goft @6t wRifda sikaa ar
S A HAA?

Define the concept of 'cost of capital” State how you would determine the weighted average cost of capital
of a firm.

4. Yol o) ARTA &1 1 M B2 Yoll ) AT & DI ¥ 31a9d 8 8 ? ufaenRa smai &t v @
Bl 87 98 a1 Golt i 6t e $a RuiRa &t o 27
What is meant by cost of capital? What are the components of cost of capital? What is cost of retained
earnings? How is the cost of new equity capital issue determind? (C.A. Final, 1981)

5. Yoft gote 3R Yoit w¥a fAares Aokl # ot &t ama o) Fn wee 27

What is the relevance of cost of capital in capital budgeting and capital structure planning decision?
(C.A., May, 1978 and M. Com., Delhi)

6.  |Hal Yoil Bt oAl B = T fepivll &1 sieireTeTs Tdieon ST | 5AF & U-a &1 fFaed
PITT

Examine critically the different approaches for computing the cost of equity. Discuss the merits and
demerits of each. (M.Com., K.U.U., 1993)

7. Yot @t sirwa a1 ffda are W e feudt o
Write note an average or composite cost of capital (M.Co., K.U.K., 1993)

8.  Yoft & =afdaa 3l &t AT W Uw fawd a fewvft forfdg |

W



352

10.

YPII E@ihd U9 faRig ge=a
Write a detailed note on the cost of individual components of capital.

Yol ot YRfda sirea arTa a1 87 Yoft @t MRifdd 3iRId & & SR & | &1 quid $Hiforg |

What is weighted average cost of capital ? Examine the rational behind the use of weighted average cost of
capital (M.Com. Delhi, 1974, 1976, 1977 and 1978)

ot @t AT & SMTUHT FT AV B2 T SRRV Bl Aag | 9IS b w9 Goit a5t arma ot 1o
P Fd 2?7 faxg Feo Ta gioae wigAf=a | Qo ara sauren & fafi= sar o awsnsd |

What do you mean by the term 'Cost of Capital' ? With the help of an example illustrate how to compute

the cost of equity capital? Explain different uses of the concept of cost of capital in financial planning and project
financing.

IRl 9¥ (Exercises)

T fafies 10%. arel 50,000 8% o191l &1 10% MfAT™ W= fAHa et 81 fAefaa &) o 2%
T B TR AR PR B &R 60% & | 0T Yot B AR P 0T Fig |

X Itd. issues 50,000 8% Debentures of Re. 10 each at a premium of 10%. The costs of floatation are 2%.
The rate of tax applicable to the company is 60%. Compute the cost of debt capital.(Ans 2.96%)

TH BT 100 . a1 5,000 12% KO- BT 5% Bl R [AHT B=el 21 fAmusdl AR S
DI Y BHITE 25,00%. T A -G 5 Ul GTAR] WY T | PR Bl &R 50% A §Y DR 494
KT &1 ART &) T PO |

A Company issues 5,000 12% debentures of Rs. 100 each at a discount of 5%. The commission payable
to underwriters and brokers is Rs. 25,000. The debentures are redeemable after 5 year. Compute the after-
tax cost of debt assuming a tax rate of 50%. (Ans. 6.60%)

(i)  TB HN 100 %, aret 1,000 10% YaifdR S0 BT 5% Hekil uR A wedt 21 Golt ard s
B AR 2,000 . 8 | GaIBR Yoft & AR s1a By |

A company issues 1,000 10% Preference Shares of Rs. 100 each at a discount of 5% Costs of
raisting capital are Rs. 2,000. Compute the cost of preference Capital.

@) A NG BH 50% PR FHRA g1 100 TR 9 WA dTel T AT 379 Bt HR-uwa Jonl
Bl AN T BT oI TR 90% ArTer & SR ot ahed Hed 110%. &, afe F 39 Ui
asf § e &R D
Assume that the firm pays tax at 50% Compute the after-tax cost of capital of a perferred share sold

at Rs. 100 with a 9% dividend and a redemption price or Rs. 110. If the company redeems it in five
year. (Ans (i) 10.75% (ii) 10.47%)

YD HHAL D 37 BT T T IR A & 20T SERA g1 ¥ 1 5. Tl 3091 amen <t 8

IR fAavreal @ I9R 9 5 9w 9@ af a £ & smen 2

@ L B FHAT Yol B ARG @Y 0T BT |

@) Ife w=nfda a f§ <R 6% arftie & i 9 o791 AHfad IR & 6 0T BT |

) Ife FO B Goft B AR 8% & IR wWIfdd 9 f§ R 5% aiffe 8 @ Aidfas IR
Hod o1d BITY (Ife 1. 9 7% amien & a9 T@=1 /) |

Your company a share is quoted in the market at Rs. 20 currently. The company pays a dividend of Rs. 1
per share and the investor's market expects a growth rate of 5 percent per year.

(a) Compute the company's equity cost of capital;

(b) If the anticipated growth rate is 6% p.a., calculate the indicated market price per share;
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(c) If the company's cost of capital is 8% and the anticipated growth rate is 5% p.a., calculate the
indicated market price if the dividend of Re. 1 per share is to be maintained.(I.C.A.W. Final,
1980) (Ans. Rs. 33.33)

T TERT Bl forfies st 71 gefd vl fafies & afHi # wewaget uRad= 3 R &,
R TR Bl I favard g fb weae &5t Sefpren= iad am4mer 2 3. 9fd 3191 X8 21 98 wifdsy § S
o 31 aren w¥a 7 | TR ferfics & amrenl o <) g3 aRaceiieren & 3=ria UaN @t I8 gRon
2 fh SH® 391 R B | B 20% Bl <R A I B AT TERA B 79 B v vt ®am HEa
1 AR?

X is a shareholder in ABC Company Ltd. Although earnings for the ABC Lte. have varied considerably, X
has determined that the long-run average dividends for the firm have been Rs. 2 per share. He expects
similar pattern to prevail in the future. Given that volatility of the ABC's dividends, X has decided that a

minimum rate of 20% should be earned on his share. What price would X by willing to pay for the ABC's
shares? (Adapted M. Com., Delhi) (Ans Rs. 10 peshare)

T @9 B Bl 7lig IS HUSR TG 8 3R S ¥ wig 3% & Hedl g3 ami ol o
B B AN Ufd a9 geeil W1 I 21 URUmH: FF B I 3R ATHI H 10% d1f¥e <% H A
fiRmae 31 & 21 afe 1a ad arret 20 5. & T 81 SR vy a9 3Ry @t snfdd @v 20%
8 <l BF B FHAT 3 BT IAAH Jod T BATT?

A mining company's iron ore reserves are being depleted and its costs of recovering a declining quanitity of
iron ore are rising each year. As a sequel to it, the company's earnings and divideds are declining at a rate
of 10% p.a. If th previous years' dividend (DO) was Rs. 20 and the required rate of return is 20%, what
would be the current price of the equity share of the company ? (Ans. Rs. 60)

TR 3SR fafAes &l 1,60,000%. Bt FHRdl & 61 52,000 5. @ 30T 3R 90,000 B. Bt
|HAT Yol A1 18,000 T B AFG WA A faw-divor fasan T ® 3197, 1996 B W gQ A9 B
forg <t @ B B gvETq WA BT A A9 13,500 B AT N IUR ford T By W 8% =TS
FHRA & TAT I 50%PR A0l & =TI &1 $9P T 100 . aTel 900 FHAT 37 & & 120 %, A
379 IR o W 99 o 9ahd & | Yol ot wRifda sirea anT Jan 87

Excel Insustries Ltd. has assets of Rs. 1,60,000 which have been financed with Rs. 52,000 of debt and
Rs. 90,000 of equity and a general reserve of Rs. 18, 000. The firm's total profits interest and taxes for the
year ended 31st March, 1996 were Rs, 13,500. It pays 8% interest on borrowed funds and is in the 50%
tax bracket. It has 900 equity shares of Rs. 100 each selling at a market price of Rs. 120 per share. What
is the weighted average cost of cpaiotal? (M.Com., Delhi) (Ans. 9.74%)

@ Yol o ARG’ A MY Fu1 |HE &7
What do you understand by 'Cost of Capital'?
@ U BN B gdaE Goit St fAferfaa § -

The present capital sturcture of company is as follows :

Rs.
(1) Debentures (14%) 6,00,000
(i)  Preference Shares (10%) 2,00,000
(i) 24,000 Equity Shares 6,00,000

(iv)  Retained Profits 6,00,000
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T B AR 37PN BT ANIR T 40 B T 3721 8| BT & H H¥ 7 4 5. U MG I ATHTE
N fbar 21 F 6 M@ W) 50% B 27 2

The market price of company's equity shares is Rs. 40 per share. Recently the company has declared
equity dividend of Rs. 4 per share. The company pays tax on its income at the rate of 50 per cent.

O & fog ol ot FR-IFd IR-ga Sia A §a S|

Compute the after-tax weighted average cost of capital for the company.



- 11 goit |
(Captal Structure)

9Red Td 3M¥A (Introduction and Meaning)

&t vt @1 aRenford #A SiR Iwd ya~y & forw iy it smavadan Bl 8 1 1 & Yo
D AU A AP SHD FANUM dF ¥ B Siiaqdiad § fad 3t ve Agaagel 4w axit 71 aft sy
I g A WA U A TGN Pl SHPI FHUTG Y1 gl & SR AT Byl o1 I w9 A gae
19 far Se A ARyl e Bl g e use 1 gufere a savad ® f ol &t adue SR At
TSI P TR | Fel JFAM T 1Y AR IJqRerad Goil AXaT1 i Fael Hi o] |
g | REAT B AR, “Th DU D Yol AT A A SHD GOllpRUl B TS AT I91aC A Bl @
T I fa9-919v1 B e HRdl 8 | $HDT SIHdTelld 01, AR 37 Yoll 3R PRSI & B9 A
e+ s S 21

(Capitalisation, Capital Structure and Financial Structure)

Yuitehvul, Yoft WX U4 fakit va fakfia wxamn 59 & gemaforl &1 e & sref =it 8 7| wafd
YoH®RUl U SUhH & faxita Ao &1 aR¥moneis ver (Quantitative aspect) BT 8, T8l Yol AEHT P
U UITASD U8 (Qualitative Aspect) d T I & | GOlIdRUl &1 Ay SUhH B forg mawas goit 3t
A B1 fAgRor BT Ea1 § 3R Yoil WXa1 61 IMAUR Yoft & ey &1 (AUiRor &A1 85ar 8 1 gotiaon
T HA g1 AT & S arelt afnfodl @t o af 1 =raw wan 7 i faa gont ure @l S |
el B g | SbTend fad ared &= & forg U Sl o9 bR &1 gfafadl, a1 |Hen 3791, qaifder
3791 3R FF BT A B Ahell 1 39 W1 PR Bt gffdl & gud & IR H Ao &1 & g
SUshH P Yol AET BTl B |

fa<iia vev & o fagm@ qoil @3a o1 e faa a aed # aRWfia a=ad § 3R 39 =i
JCYPIei 01 B IFUIfdd 9RT Bl W AfRiferd $=d © | aR<d 4 TH fdaR arel |l a1 golt d=am 49
faymg faxfi w=a | 21 @ SR faxfig <\ & oref anfdfe faee & wwyul <1 war 9 &an 21

eI'FR=?Qiiglv'-lirle_\'-,'(Nemmers&Grunewald)Ef‘)‘?TEﬁfl, “fI=I AR BT MM BH GRT ThAd T
3IYPTed d Siefprend fadia JxmeHt vd ko1 & @i yredl 9 99«1 | gar g1

39 YR faxi SR A 9Pl =01 & U Af¥aa ufaee, Sdwrens skor qen reenfRa
® DIV BT WA THY BNl & | GolldRvl, goil @¥eH1 R faxiia av= o1 [ Serer 4 we féaan
T R

Ilustration 1. Given the following information, you are required to compute (i) Capitalisation (ii) Capital Struc-
ture and (iii) Financial Sturcture.
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Liabilities
Equty Share Capital
Preference Share Capital
Long Term Loans & Debentures
Retained Earning
Capital Surplus

Current Liabilities

Solution:

YPII E@ihd U9 faRig ge=a
Rs.
1,00,000
50,000
20,000
60,000
5,000
15,000

2,50,000

(i)  (Capitalisation refers to the total amount of securities issued by a company. It is computed as below:)

Equity share Capital
Preference Share Capital
Long Term Loan and Debentures

Capitalisation

Rs.
1,00,000
50,000
20,000

1,70,000

(i)  (Capital Sturcture, which refers to the proportionate amount that makes up capitalisation is computed as
below:)

Rs Proportion/Mix

Equity Share Capital 1,00,000 58.82%
Preference Share Capital 50,000 29.41%
Long-Term Loan & Debentures 20,000 11.77%
1,70,000 100%

@iii) (Financial Structure refers to all the financial resources, short as well as long-terms and is calculated as
below:)

Rs Proportion/Mix
Equity Share Capital 1,00,000 40%
Preference Share Capital 50,000 20%
Long-Term Loan & Debentures 20,000 8%
Retained Earning 60,000 24%
Capital Surplus 5,000 2%
Current Liabilities 15,000 6%

°2,50,000 T 100%

goll WREST &1 HEd
(Importance of Capital Structure)

T AAIRIS IRiS™ H Yolthor oI 11 &1 FHuiRer v & IuR Yol @3a1 &1 [y S
AMAeIS B 2| o 5 ggel del T § Yol w)ee &1 afu fag-dvn @ fafis dedereis e,
S FKUYH YaifSdR o791 Yot Td a1 379 Yol & URWRE Wy A 2l ® | 6 &) wwufaal &1 faq
Y0 TP G H U AT G- FHAT Bl ¢ | A RIgT= & w9 | v o =il & O
qI9o1 & forg Foul-gonl iR FHar-Yoll &1 U Sfaa fHsor g1 anfdd | a8 &= # @1 31fey & gon |xae
&1 o ufeifoal g1 waom RuiRa 5 onan 8, 7 9 9% & S199-319 I[ur-3/a7u 81 § 1 I8 &
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Al B fb <= goil g 4 faedt faftre afofa &1 i@ v g9 3 aaer dwen & fog arvve &
HHA ¢ MeAal I8 Wfw quf g 21 Adhan 2| |Ha1 o7 Yoft & AIY-l qaffder sie-goh ik Rer
TSl YR dTel SIdTel 01 & YA B faxiia S<leld (Financial Leverage) 31IdT W1 YR &TIR (Trading
on Equity) ®&d B |

9 UPR IfQ BIS AIAT U Yoll A1 H FHAT LYol BT & TART B AR F0-golt df Sue
PR A 9T FHAT IR AR’ A IR I8 SIRAN 91 U1 A AT 319+ A I 3rerenfRal & forg sifdeas
T Iffd B B IR B YT HA A Al el B U | 39 fIukia afe \wen srust goft wxaen |
HHAT 3791 Yoil DI HH 3R KUYl B AP dewd TS Bl § TA1 AT Y 31 A AP IAR-AS
B B A1 3T M IR ® P At wRen 3ifdies S agw R <@ 7 iR WA Yoil a1 3 Yol 31 ST
PR (Gearing) e § | T G ERT ReR =TS YUR arel Aefbrel= 01 &1 YR 39 Wie] & w&mT
A S AN P 39en 3Mfdd I 31fofd A & fore fhan Siran & arfd i @ a9ar R v A a fy
B ST D | I WA & [ IOl A1 T ARAT Bl el I Bl JHIfAT Tl R Ahell 2, IRy I8 [l
IeERAT B forw Sua«s 3y & 2% &1 yaIfdd BR Ahel 21 SSERV B foIv A1 T HF &t FHan
3reTgett 100 T9A Gt 1000 Yofew/ e # fawad & 3R H= 30,000 5. F1 3iEd orH 3ifofa weehl 7|
FHH 39T IR H=A1 =Ecd 2 3R S9 39 forw 1,00,000%. &) mavadar @ | ¥ © |He A fase
& g8 1 A Y e Sl B AR R A1 10% e R W Fo Gerl | g8 A g b Hut v agent
qrell a3 | 3MoTa HR BN K01 gRT IARIRTT Yoll It awn w1 wHe g [ 8 w@ifes sa9
3191 31 4 31f¥a g Mt | H¥a B Baet 10,000 3. TS FbHT BN AR T8 MM 6 A 2 fob <ot gom
$ Jd TR 14 60,000 . T | TSl & & Y] 991 SRIEnRal & forg 50,000%. &4 (R 9= fa=n
&M QU §U) 9| 59 UPR F¥U 3 GHal Yoft R aH1M 30% B WM W 50% UG 89 | I8 S
H 3@ AY 9 g & 39 SAIAd (Leverage) &1 URiagal |t Wt 81 Wavenl g, Afe diefdrei= o1 W)
TS Bl X BH Pl (M B TWEIAT R A AP B

I Yol |XE
(Optimum Capital Structure)
goll WA AU gott 1 dFTa 91 9l R AR 31Rfal SHleid & ATedH | BH & Hod bl JHIfad
PR AP ¢ | TR AT AT Yoil AT D1 M I Yol A1 A1 01 T AT & Fdroi
AL BH B q{d P 3fAHTH BR | (That Capital Sturcture or Combination of debt and equity that leads to
maximum value of the firm) 3TFReATH Yolt AT 31 & HoI Dl IAfAHTH Bl § T gRome: 39
@Al & o4 a1 FEl B W SfdaH Bl § 3R Yol 3 AN Bl YATH FA 81 31 IS WA Bl
T TR 3R gl B AT fob I8 Srfeerar Yoil ARl Dl Ul 6 T I 91 I dlfch S Iartadi

& f2a ® P e A g |
gt a1 @ Rigr

(Theories of Capital Structure)

o <iReT, Gohl @ AT QiR <iRen B e § <y T B B o R gR A TeR
® ﬁl@'l’r?‘ﬁ @1 gfaures fadar %I EXil H9y | $XUS (Durand), SOINT RIGILE| (Ezrasoloman) Hifiear 9
e (Modigliani and Miller) Infe eiadt B g AR AT SiTal B ot fad== 39 UaR &

Yg A T f&edIuT (Net Income Approach)

s 9RETe™ 3™ g fedIvl (Operating Income Approach)

. UR¥ER®$ T fe®dI (The Traditional Approach)

Afefeaari gfte va fAer T fiedior (Modigliani and Miller Approach)

A W N =
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1. JE3INW< f&&®u1 (Net Income Approach)

39 € feap & SR Ta BH Afddan wva A @ o1 fad-91901 &1 9ART B goil DI IRifdba
3T AR DI GATH HR Ahell & 9 BH & eI H A9 G & Aq1e-11e1 FHe 319 & iR I 4
afg HR Al B | T8 RIgT FO1 B U P TETHY U o Bl IgT Wbl ¥ R Yolt B T AN
P "el Addl 21 I8 g femr =fafaa araanstt = snenfRa &:

(i) TEOT B AR (Cost of debt) FHAT B! AR (Coast of Equity) W ®H B
(i) M IR BIS B FaAT & 2|
(i) ST Yot BT YANT FRaermatsii @t Sfw et deIerTdn (Risk Perception) ®Y uRafda &t & 1

Y€ I T fepvr & et § wRga 3 oM aral 9@ &1 YR g § & wven & goft wxaen A
FUI-fIT-UI90T (debt financing) BT SA-IJUR IS & IH-I4 DIV P IJA A HI UM q&1 |
$NIhT ROmH: goft &5t A (WRifha i) oTd 3 fRTae 2 1 wH & gou # 9 {3 - 81 |wHan goit
DI AN DI & F01 Yoil Bl AN $H A B DRI 8 fd T2 SR T@ B BRI AR S DY S7va
1ol X fAear Bl € 3R TR @St &1 ywiRe fbar wiM aren <@ @9 A @ 8l B 39 Rigra @
A7 SR | W fhar o J@adr B

Illustration 2.

a) A company expects a net income of Rs.80,000. It has Rs. 2,00,000, 8% Debentures. The euqity Capitali-
sation rate of the company is 10%. Calculate the value of the firm and overall Capitalistion rate according to
the net income Approach (ignoring income tax).

b) If the debenture debt is increased to Rs.3,00,000, what shall be the value of the firm and the overall

capitalisation rate?
Solution: (a) Calculation fo the value of the firm

Rs.
Net Income 80,000
Less: Interest on 8% Debentures of Rs.2,00,000 16,000
Earning available to equity share holders 64,000
Equity Capitalisation Rate 10%

Market value of equity
= 6,40,000
Market value of Debentures = 2,00,000

Value of the firm =7%,40,0000
Calculation of overall capitalisation Rate

Earnings EBIT
Overall Cost of Capitalisation (ke) r

= o
Value of the Firm A%

b) Calculation of value of the firm if debenture debt is Raised to Rs. 3,00,000

Rs.
Net Income 80,000
Less: Interest on 8% Debentures of Rs.3,00,000 24,000
Earning availability of equity shareholders 56,000

Equity Capitalisaition Rate 10%
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Market value of Equity = 56,000%
= Rs. 5,60,000
Market Value of Debentures = Rs.3,00,000
Value of the Firm = Rs. 8,60,000

Opverall Capitalisation Rate

SR IR A I8 T Bl g b o1 fag-amor (debt financing) Aafg IR BA B HI (value
of the firm) # 31f%9 f§ §$ & SR Yol @ @I AN (Overall Cost of Capital) § HHI §s & |

2. g@'qﬁﬂﬁﬁ I T fREPIor (Net Operating Income Approach) $I0s gIR1 gfaaifea I e w
® o W SAIA® (Leverage) ® UHIA Pl U 3T °XH NARAT BT I Bral B | I8 Rigr< Areaa va
A g 31 < fpior A fAudia g fepiur o @ad o=a 21 39 T o & srgaR, are fag-dwor @ fa<dt f
fafd 1 g faan g, gon EXe § aRaeds %H 9oIR e Gl Yoit & WAl dFTd &l J4Ifdd T8l el
3R T8 F1 ReR Yed ¥ 1 39 vIgl H, SHET I8 39 & & Wl & wor-|war fAsir (Debt Equity Mix) 50:50
T 20:80 AT 0:100 B Yot B THU AR JATRUR T30 | 31Qd, e Yol WXa-1 Tt BIs a1d 81 ® 3R
TS Yol AT “IdRerad Yot [al gril 71 8 Rigr< gd-sed a-an g o

() dIR FUl-w9 W BH B Fod BT Gollhrol HRl ¥,
(i) SRUI-THAT MA%0 & YAd WR W e Sigd IR (Constant) &el 21

H g & o=al 7 3R gRUmAd: 91 Golt @RI g6kl &1 S 3iR, k01 6 it d f& & |1l k01 &t @
HIB0, 00, « EfeRgad & w=ifs woemei 1 fada sifgm vfaa =€ 2 | 59 UBR Y B IR WeE, aif
1B60.000 " Moy o5 oty et & €1 aren T N R 9 g€ T & <igferd & S ¥ Y IReTer 9 3 R

B IR0 3 ¥ wee A m g

Ilustration 3. (a) A company expects a net operating income of Rs.1,00,000. It has Rs.5,00,000, 6% Debentures.

The overall capitalisation rate is 10%, Calculate the value of the firm and the equity capitalisation rate (cost of
equity) according to the Net Operating Income Approach.

(b)  If the debenture debt is increased to Rs. 7,50,000, what will be the effect on the value of the firm and the
equity capitalisation rate?

Solution: Net Operating Income = Rs.1,00,000
Overall Cost of Capital =10%
) _ Net Operating Income or
Market value of the Firm (v) Overall Cost of Capital
= Rs.10,00,000
Markest Value of Firm = Rs.10,00,000
Less: Market Value of Debentures = Rs. 5,00,000

Total MarketValue of Equity = Rs. 5,00,000
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Equity Capitalisation Rate or

Cost of Equity (ke)

Where, EBIT means Earnings before Interest and Tax
V. is Value of the Firm
B. is Value of Debt Capital

I. is Interest on debt

(b) It the debenture debt is increased to Rs. 7,50,000, the value of the firm shall remain unchanged at Rs.
10,00,000. The equity capitalisation rate will increase as follows:
Equity Capitalisation Rate (ke)
_EBIT-1
"~ V-B
_ 1,00,000 — 45,000 %100
10,00,000—-7,50,000
55,000

=——x100=22%
2,50,000

3. YR¥RSP T f&BIUI (The Traditional Approach)

IR¥R® € fiepivr o Aegadl g fewion (Intermedate Approach)"ﬁ PEd &, g A g feepio (Net
Income Approach)QEi qE IReETed 3 § fiedion (Net Operating Income Approach)?l;'\l QA T Asl &1
Hez AR ¥ 39 RIgT & SIgUR BH &1 Yo Hold: 9¢31 o Hehdl & 31T b 01 Goft B HART gIRT
Yoit o ARG gl Sf Aahelt € dRifd FHA1 Dt 3TUeT 0T BIY Bl TP Al A8 8 | 39 THR U S
FUI-FA1 A1 g1 gt Yoft @i &l a1 fasan o wahat ®1 t g f39y & are w9an & @@
Tt § Wifd S Fo-wwa Rl & faxia i @1 gerar g1 gon 9va & $9 fdg ™ 9w
3 U1 P A9 GHA DI 91 §S AN g1 SRIER AT Aferd 8 S | $9b I¥a VA1 WR A 8 S8l
|HAT B 9 §E AN FH-ANA a1l KU B ATH-ERT TRER &1 81 Fabell 81 39 IR 39 Rigra &
AR Yoll DI G dF[ T [AREa fag 9@ gt 3, SUs SuI=1 Ul # 9Rv g f§ & fog <gmfde
IfRafia il g 3R ga ARaa fag @ areR Toclt 31 59 Wk R 9} g3 faxieifem & sro %o a5t
AN Wt 9 Adc 71 39 g @) SereRvl 4 ¥ e fhar @ g

Ilustration 4: Compute the market value of firm, value of Shares and the average cost of capital from the
follwing information:

Rs.
Net Operating Income 2,00,000
Total Investment 10,00.000

Equity Capitalisation Rate:
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(a) If the firm uses no debt 10%
(b) If the firm uses Rs.4,00,000 debentures 11%
(¢) If the firm uses Rs.6.00,000 debentures 13%

Assume that Rs.4,00,000 Debentures can be raised at 5% rate of interest whereas Rs.6,00,000 debentures

can be raised at 6% rate of interest.

Solution: Computation of Market value of Firm, Value of Shares & The Average Cost of Capital.

(a) No debt (b) Rs.4,00,000 (¢) Rs. 6,00,000
5% Debentures 6% Debentures
Net Operating Income Rs.2,00,000 Rs.2,00,000 Rs.2,00,000
Less: Interest, i.e., Cost of Debt . 20,000 36,000
Earning available to equity Rs. 2,00,000 Rs. 1,80,000 Rs. 1,64,000
shareholders
Equity Capitalisation Rate 10% 11% 13%
Market Val f Debt (Sh
arket Value of Debt (Share) 2,00,000% 20 1,80,000x 120 1,64,000x 120
10 11 13
= Rs. 20,00,000 =Rs. 16,36,363 Rs. 12,61,538
Market Value of Debt (Debenture) _ 4,00,000 6,00,000
Market Value of Firm 20,00,000 20,36,363 18,61,538
A Cost of Capital
verage Cost of Capita 2,00,000 100 2,00,000 %100 20,00,000 100
20,00,000 20,36,363 18,61,538
Earni EBIT
AMINES ~10% -9.8% - 10.7%
Value of the firm \'%

SURIT OIS W I8 ¥ & f gon @™ 7 afd 4,00,000 B. 01 1 9ART faa e & O B b qo
# s1fia fg arit § IR ol & w99 aF gexht 71 g af} a9ar goit & e o f9-uiwor 3 i o
goil 31T 6,00,000%. B -9 BT ITANT fbal ST & 99 BH BT G °gedl § AR Goll I F9I A
T 2

4. wiRfaar va AeR g fdor (Modigliani and Miller Approach): M va fAer uReeumn
(M.& M. Hypothesis) Y& IRAT 3 T feedivr & @#wy fageryor gwga $eil g, afd HR1 R 18 fdar =
fm g1 g IRt a7 seam A wg & A a= silRaa # & @1 ARFaa-fer T feaw gg sm
g fepul & 99 g 21 M1 ReIfGl s1aiq - & oA # 3R o IR ot Rfa # 59 < fiesior @
ﬁaﬂﬂﬁﬁlwi\:

(a) PR D I9G | (In the absense of taxes) - Ig Rigra RIg oxa1 2 b & & 9 39 &) sraven §
Yol AR 4 B dTel gRacdHil &1 golt @t R TR Pl 94TE ol godl 37 W@l H, T B & §d I
@ AR | kor-J=ar 301 SRIE (Irrelevant) 8141 81 39 9@ & fow I8 $RoT garn I ® & a=fe
[HAT BI 39eT K0T Th A AL Bl 8, fa9 & 6 & w9 3§ k01 & 96 g SUART B ARl 1 Dl AR
It B | AHA1 Bl AR | 9 fF 01 B R AR B ywrae B <<l 7 | 39 IeR, J9f ki s<des
(FinancialLeverage)WﬂTaﬁmﬁmﬂﬁﬂmﬁ, qﬁﬂaﬁwm (Overall Cost of Capital) JnReR
&l 71 8 Rigr< a8 W ufduifea oxan & fd %o & wa [Af¥aa A & 9 96 g3 faag ifem @
PRI R0 Bt AN 4 g fg BRIl 8, TRy T Dl A | FRmae gl g 3R aRumaa: SHi arml &1 g9
Wﬂqiﬁmi\l AMiefeart ta fAeR & fIaR | 3FaR-9vM ufshan (Arbitrage Process) amqw@'aqﬁ?m
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P BRI Yoil Ta1 & SifiRad Wit T fiedi A 31 U9 Bl & IR Jed 3@l goll @ ar ==

T2 g APt | 39 IHI AR Bl DI Yol [ & IR, afe I7a ek o 3Fdal 961 goil bt

ard A=A @ A S9 SR # IR-yvH ufthan fhareftar @ okt ®1 Ml A S<es

(Corporate Leverage) o 3Ven ‘AfdTa SAlAD (Personal Leverage) H Hferd & oI & SIQﬁE[ d B qa areft

@ @l ed Y b G § W

M. and M. Approach f=1 AT=aemisii o snenfRa &:

6] I A B (CorporateTax)?ﬁ AT el B B

(i) gfafrl $1 guf ISR (Perfect Market) 84T & |

Giiy fAaerEal fadeyel rf wRa E |

(iv) @ ®HT B WGl 376 & W T w9 SR fAfta g 2

v) =Tt wd 9 99 B @ forw weq-fa= ar fame ﬁ@ (Cut-off Point) ‘Fﬂ?b_\"ﬂ S¥ (Capitalisation
Rate)iﬁ_vﬁ%l

(vi) el @t Sk w=nfaa sma @ siffafaa S (RandomFluctuation)Sﬁ'\’ IR R AR
m%%ﬂ?-‘j\aﬁ(Variables)%ﬂm@mwmﬁﬁ:lﬁmﬁl

(b) wI¥ AT Y 3 gaven ARG A B (When the Corporate Taxes are assumed to exit): Hifefar
T fAeR 9 1963 H UBIFPG U1 o™ § R fhan fb o3 oM & fon = y9R S-ara g 8q
P BRI BT D YART W BH BT God TS AT Yol Bl AR TS | $9 ISR, TH BH DI A1 H 00
s Y fFad F¥d gderad Yol we ot Rfd ur< a5t o wah 21

TH.7d TH. T fieapiu & IgaR fa1 S3ieis drel BH (unlevered firm) @ 1 0T 591 IR @5t <
?ch_cﬁ%:

Value of unlevered Firm (Vu)

EBIT
Ke

i.e.

and, the value of unlevered firm is:

whereV, is value of unlevered firm

and tD is the discounted present value of the tax savings resulting from the tax deductibility of the interest
charges. t is the rate of tax and D the quantum of debt used in the mix.

Ilustration 5: A company has earnings before interest and taxes of Rs.1,00,000. It expects a return on its
investment at a rate of 12.5%, you are required to find out the total value of the firm according to the Miller-
Modigliani theory .

Solution: According to the M and M theory, total value of the firm remains constant. It does not change with the
change in capital structure.

Total value of Firm =

or
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= Rs. §,00,000

Illustration 6: There ae two firms x and y which are exactly indentical except that x does not use any debt in its
financing, while y has Rs.1,00,000 5% Debentures in its financing. Both the firms have earnings before interest
and tax of Rs. 25,000 and the equity capitalisation rate is 10%.Assuming the Corporation tax of 50%, Calculate
the value of the firms.

Solution: The market value of firm x which does not use any debt.

y - EBIT
KO
25,000

— 10 _ 55 000% 0
100 10

=Rs.2,50,000

The Market value of firm y which uses debt financing of
Rs.1,00,000 Vt. = Uu + td

= Rs.2,50,000+5 x 10,000

= Rs.2,50,000+50,000

= Rs. 3,00.000

100,000 Yol WSl Y& 3fefal ol HIaT &1 A (Capital Structure Management or
100
=122 __ lmhﬁ(iﬁgé?pital Structure)

100

21 31 € Hewayel goft fAsror &1 At RuiRor w31 81 v gawmg @ fore wwen iR o1 A 31 g &
TE A | YaD] D THE T A TS BfSATS g v B Bt 2Rl 7 b AN ) gl AREA § /e
3R 01 & §19 1 Y 81 | W BT 999 & SR & forg faxiia SHiare iR a=en & Yo sieran goit
D AN & AL [ BT I HIAT Igdl 8 | Toll [¥a1 o forae deg sreenRal & v 3R
g I1 FIET Bl IAfAHTT HAT ¢, TRAT B 31 e 1@l Yot Bl YAaH arTa Afdea e g1 iz
T @ forg 3ot e & o1 IR W &1 Ue Ifea fsor RuiRa s s weaagel g g1 a9
| BT A& *IFFRHeTT Yolt WA (Optimal Capital Structure) IT< HT Bl &, g 2raer # 9 smast
YN T P FUifd HIAT 95 BfoA PRI § | YT AR & Ya= T Bl 01 AR T FAsior & srgagerad
fag @1 g1 Aw@ U< FHIA BT AW HIAT AT

g ¢ Yo Psor & smaeas dgmn
(Essential Features of A Sound Capital Mix)
T [ ¢ 3A2Aa1 SuYH Yoil wxadl H Fferfaa smavas faean 8t wnfeg:
() Sl Pl AMThTH TG TN ST AR |
(i) goft W= § vafe dredn 29 =Ry |
(iiiy 01 P 9 g & AT TS AN | g ANRgE A 99 H FaR Ht A AR
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(iv) ZRUT BT SUANT AT P} &R B 31X BT AT | A= Uil Rafa 9 @t =nf2v f& ag ko1 3iR s9
W S J9RI PI 3 8 R b 4 T4 8 5 |

(v) 39 = @M &1 gead wia iRk e g @ |
(vi) THH MU B G H IFETES ufderl A g9| 1 AR |

Yol 6YE B qUIfda o a1t O 3Rl Yot Wl @ AUl (Factors Influ-

encing Capital Structure or Determinants of the Capital Structure)

T R &) Yol BT 30 awdl (6¥ai) TR AR el 21, O Sies sian |Hal &) R, fasst
H g & va ewa, gaar 3t U i ga meR, Fa=avl 9 @A &1 fAaR, gel @)aen &1 @, [dere
31 Tl B TIAN T HIAT G¥a TE & WP 39 99 Tl B AEd Th-gr | fafi= 2 € iR e
WA & forg 579 AfdT@a aw@l &1 9w a9a faen ) fdega 9 81 9o @ 9@ 99 992 D19 3t
JAMATIH1 el € T I ORI ya=eares Bl [aifdd ATy Yol ¥al &1 999 &1 & forg d & fafa=
il & g8 AR fauer 3 fA S a1el TP1 61 37e8FT BT ISl 2| Tb U d A4S Yoil [T Pl Jfaa
R Tl dedl Bl fAd= 39 PR &

1. fa<iu S<le® R[N §96T R AR (Financial Leverage or Trading on Equity): FHT 3791 Q\Gﬂ D
JATRR ATS-UUR a1l Sfprefis o1 G Tlﬁa'l'clﬂ'\' 3re &1 wAr ol Sae® (Financial Lerage)
JYAT [ IR TR (Trading on Eqiuty) ST g | RILTRAT & 9dra 3reran ufd o o fayfora gkt
g ,afe AT 1 B AR B AT H TR I Ifofad Pl 7 | @Dl 379 goll & 5arT & aef o
afdl 391 3 G § IR HUI Pl FAlcTd YA Dl AP ST § Rifh DR Pl IMUET SR U Tl Th
Wip d A B HY H I A A g A1 £ | R 951, afe Sefereia o1 R aret 3t R dwen o 3 3t
T SR | 31f¥® 7 A ST kiaa &1 4 fhareiia 8 9ol g1 S1ud Ua 6=ell 3t Yoll @¥a di
AT 991 H AIAUTH SRAA1 IMaeId Bl 81 U S791 3119 W s & Uud b =1 Sarevor § qertn
I B:

Ilustration 7: ABC Company has Currently an all equity capital structure consisting of 15,000 equity shares of

Rs.100 each. The management is planning to raise another Rs.25 lakhs to finance a major programme of
expansion and is considering three alternative methods of financing :

(i)  To issue 25,000 equity shares of Rs. 100 each,
(i) To issue 25,000 ,8% debenture of Rs. 100 each,
@i) To issue 25,000,8% preference shares of Rs.100 each.

The company 's expected earnings before interest and taxes will be Rs. 8 lakhs Assuming a corporate tax
rate of 50,determine the earnings per share (EPS) in each alternation and comment which alternative is best and
why?

Solution:
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Number of Ordinary Shares 40,000 15,000 15,000

4,00,000 3,00,000 2,00,000

Earning Per Share (EPS) 40,000 15,000 15,000

or EPS =Rs. 10 =Rs. 20 =Rs. 13.33

Comments: fa®eq 11 safa For f3a-dryor # ufa sfer oma wa 31fd® 71 31 F¥9- B 100 ®. @ 25,000
8% FOTg3l &1 fRFA B A€ | $94 Fe R =1 @R faar wwan sterenfRal @6t sreie g @
ST |

2.

fasst ot Hﬁ?ﬂ'ﬁﬂﬂ(Grawth and Stability of sales): Th wH @l gGﬂ AT R 9D fAht B
fapra aen Rerer &1 Tt uva gsar 21 afe vd ot 3P § gaia Rerar 99 Y84 & JuE
el 21 Al 98 S WR W KU g1 fad aven &) wahdl 21 QA d Rerar 9 aw gffea @
g fb i 31 R =rra 9 ufkiaga 91 <3 81 W K01 &1 g1 P 63 3 fBA S &1 arm
& BT S S YR, I & faert ot v N goll wxa Aoy o yanfda s g1 um, S
@ faepr o e < 3ifde 2Rt w1 & fag-awor § ko1 &1 a1 & 3ifte S9ArT B s s,
I} w @ s § aga s Tc-vg Brft ¥ srrar SwH fRTae @t wa i Bk 71 A a8 wH em
fafaazor & forg o1 &1 TRt 8 HR Al 2
‘iﬁﬂ?ﬁm"ﬁ(CostofCapital):Qiﬁlb‘ﬁﬁﬁaﬂmmmmaﬁmﬁ%«l QFﬂW
& RufRor 9 9ol 3t A &1 <t Aed § Yol 3 A 1 SRR Yol Sude SR aTdl §RT SR
Y I A B B | Yon waH A B a1fRe o golt 3t gHed | UR Jawe R 9d | U6
&R JARM T S99 &RT S0/l W arel S 3 A1 W) AR &=a 21 91: qaifierR s
goil SR FHAT 379 Yolt & a1 A o-goll Pl a9 &1 o [ AU A4 S B | Rifd
)OI R A B IR Rer Bt 7

ii) 1ol gH™ B AP T e B

i) FUT B IR A1 B D FHOH B GHI 0T gt 35w gkt 7

T SR, |HAT S7¥ Yol W i @t &% Afvaa 8 2kl ® iR @ity g #E dunRe il
2l g 31 UBR ,9HA1 SR Ha 31fdd Siifaw Sor ® wif S SH@! goit @t arudt T 3t
STl @ Rar et & 999 & iR | et & 9l SR 1 FTEE B @ 9T 8 arfid
2 IR & W Yo @5t gor 7 qaiffer et @t ft Al anm 2k ® Juifd 59 o # e |
w9 SR fAfga ekl 81 T gaifeR ekl o te Afvad v & arire 3 8 ) g
Ul QEifIPR 379 goit 3 o 1fde aw did & qifd 99 6l & Wi d 9 81 & PRI
HR A1 U< B 2| T SR Yol ARaA1 &1 U0l 6l 99 Yot 3t 9991 AR &l <AaH
HA BT AT YA fban S @ty |

FOT WAl & AHS HaT§ AT (Cash flow Ability to Service Debt): Tl B 31fd® iR GReR s
aTE & | T | Werd 2Kl 8, 98 3N 9 a1 RRR AdS AT B | T HIA arell BH B o
ﬁaﬁgﬁmﬁwmaﬁzﬁmmm%l o1 fag-aryor (Debt-Financing) T 31RTI
& 2 ReR &9 SR Yaue & YFAH & RU R yuRT &1 WR | o9 fheft &1 sifaRaw aiw
SUE HIAT B A9l 9 ReR yurRi Eﬁm(coverage)\jﬁﬁﬂﬂm %mqﬁaﬁmamwaﬁ
Y1 IS TaTE BT AT B AT ANy 59 JAIoH B forg ReR IWR 311aR01 S (Fixed charges
coverage Ratio) 3R TS AR 3r7UTd (Interest coverage Ratio) &1 IO P S el B
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Illustrations 8 : A Company is currently earning on EBIT of Rs. 12 Lakhs. Its present borrowing are:

Rs.
11% Term Loans 40 lakhs
Working Capital :
Borrowing from Bank at 16% 33 lakhs
Public Deposits at 12% 15 lakhs

The sale of the company are growing and to support this the company proposes to obtain an additional bank
borrowing of Rs. 25 lakhs. The increase in EBIT is expected to be 20%. Calculate the change in interest coverage
ratio after the additional borrowing and comment.

Solution : Calculation of present interest coverage ratio:

The present earning before interest and tax (EBIT) = 12 lakhs
Interest on present borrowing :

On term loans of Rs. 40 lakhs @ 11% = Rs. 4.40 lakhs
On borrowing from banks of Rs. 15 lakhs @ 12% = Rs. 5.28 lakhs
On public deposits of Rs. 15 lakhs @ 12% = Rs. 1.80 lakhs

Total fixed Interest charges

Interest Coverage Ratio

= % =1.045
Calculation of Interest Coverage Ratio after additional funds are obtained:
The expected EBIT shall be Rs. 12 lakhs + 20% of 12 lakhs = Rs. 14.40 lakhs.
Fixed Interest charges :
On term loans Rs. 40 lakhs @ 11% = Rs. 4.40 lakhs
On bank borrowings (Rs. 33 + 25 lakhs)
i.e. Rs. 58 lakhs @ 16% = Rs. 9.28 lakhs
On Public deposits of Rs. 15 lakhs @12% = Rs. 1.80 lakhs
Total Fixed Interest Charges = Rs. 15.48 lakhs
Interest Coverage Ratio = % =0.93

Comments: 9% SYR &R ARG PIY U< FIA TR AT ARV U 1.045 9 fRBR 0.93 B F1ewn 21

P DI Hpe wfdsd 3§ 01 R =1 g 3 3§t HISASTT BT A HAT IS APl & I<Igd UG IKa

3 7 E |

s. mﬂﬁﬁﬁ@'\'m(NatureandSizeofFirms):Waﬁwﬁaﬁ?mﬁ'ﬁ‘j\ﬁﬂ?‘i'\’ﬂ
yifad 2t 7| il aftomt @t gomn 3 widefe Suafan are afasmE 9t ta = ger 3
Yoit ARE Bl ¥ | Ardife ST arel afasE | Sl 3ot 35 Reran den Rafaaar & eron
Ul &1 i AT faar o waar 81 39 fAwia T 6ve o e &t Uahfa & SR ReR
I Tl YT PRI [hell 7, SA GHAT Goil TR A WU A A A1 87| 5 YBR, Y PR
B FHAl B JEIa: @R Goft (Owned Capital) TR ¥R T&11 ggan § @@ifs S9a forg ua
IRNfIT A gX WR SIS U GeHT = Bfed Bl 81 afd a1 Fvufadt Sfa e o
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10.

TR DI 0T B AT B AHl & iR AT T ST DI AT T GAABR 3720 BT G
& w1 e oft s ot §1

fAI=11 (Control): 59 fH=Tt w=en & AfaRed ®IY o Mazadar ekil ® 1 SHBI Yo+t |IAT R
|H1 SRl B AT @R 391 P19 &1 | SF BT Aredl g1 afe [ e @ e g e
P19 o fobar i @ ) g SerenRal o1 Ra=ur =< 8 S 2 1 3iud gaeae ReR &ret arel
U1 & HIEgH W IARIRTT BV B FaRAT H Whd & | SHA Id9H RERAT & =1 9 dig H+t
8l Bl § Rifd qaifer reenRal iR o=yl & He | Jda™ &1 B AR 7= ura
m%lWWMWW@IE&@W%W(DethinanCing)aﬂﬁ?ﬂﬁiﬁﬁlﬁﬂ
7| frg o1 faa diwor R @1fde AR 38 9 31 ARG I 8 Aall © adifds I8 8 Ahdl §
b SUR 29 g1 fa9 & T # M Ufde~e o7 Ahd & 3R o J1 R JuRi & rnfds uR
@ PR M W & RarferRius & Rafd Su=1 @ wacht 21 w30 &) s aRumawy a7+ &
A oY Reafa | sieenRal &1 gof fAa=ror f v 8@ e 21

@requfen (Flexibility): T& HR1 @5t Yoft A¥a1 draqul 81 A1f2Q | e &t goft Ae1 | qaerd!
g3 URRARR @ smaeaddisii & IJHY AHRIIGH HIA DI &l gl a1fed | oid «ft sifaRew faa
P ATTATHT B I 31 fbeft B 3R faeTa & ured B FwE 1 1R | Teh GRAT DI 3G+t
Yol A1 Pl 39 UPR AR B3 a1l &t faxita |ia &1 ufoRames TR Hidl | fasan i
| | FArEguil o § fie | e @SR 3791 (Redeemable Preference Shares) Gd UfReda ord=
(Convertible Debentures) 1 TIIAT €t 1 Ahell & | GANABR 379 HR FOTIS Sl TR Bl 3BT W
WA B, Joft WRaT # 9a9 3iftrd drayel w1 o § 1

fAderl 9 ﬂﬁ&ﬂq (Requirements of Investors): A9t @t Sﬁ&-ﬂQ SI%ﬁT-[ ISP g Th Q?Tl
HCh 8 Sl AT B Yol ARE1 DI GHIfAd Bl © 1 S =01 B GAN fban S 2 79 I8 aeasd
g T ArTa den aafdv | S 8 yeR & el @ smavasansi s qR1 fhar s | [ae a=
qrell Bl AE=Id: 9 9t § e fea s @

i) ArEdt A9 (Bold Investors)

ii) Jae fRave (Cautious Investors)

i)  hH Jae fAave (Less Cautionus Investors)

Al Raereat @it geR & SR Som @ fog 39g@ ved € @ifd 9 v | € s Seell|
B € 3R 9 Yol o 91 R=v1 &1 a¥ia«r 9aM &« € | 3Aud U ol & forg | arer goft
Hafugad gk 81 o el o1ft waa iR wikard) R & 8 § 9 e 3 gren aen sma a5t
Rerean #1 wrfAwar 39 1 safere U sifd waa Raeret @ forg koo S+ smensit 3t gkl sva
g1 ¥ Rdersal S w49 w9 B4 &, qaifdar st o a8ad a0 & 9 g9 B Rerdr g™
HH 2

Yoil SI9R &t GEN¢ (Capital Market Conditions): Yoft 9I9TR @) IRMT Wad JARR 81 &<l §1
goll 9T9TR W w9 At At Rafa s el g1 A W ol @6t 1 afongfadi 1 @A goht 9eTR @t gen
a1 f yuifaa @ar 21 afe IR IR ° "< &) Refa @ 3R fAxremard) aaafe et fharta
& T F¥Al P FHAT 379 FI FRFE T 1 AnfRQ wifes Faerat = faffam ot gren = €
IR 4 & & 9 e el @ A @ ufd a1 S =1 e | g aofiera # W siell & e
3 fore v B gREet e o 9en 21

WHRY ST (Assets Structure): Yofl W1 BT TIF B T BRI DI ARl 90T G B TS
®1 i e[ A I A | Afe el aefie S @ o gl @ s 9 B akifRta s
& A A B forg 3ifde Sefeprel =01 &1 9 &9 BT FRId 8 Fhal 2|
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11.

12.

13.

14.

15.

16.

YPII E@ihd U9 faRig ge=a

fas-9Y9o1 @1 YA (Purpose of Financing) Afe SUC® S & foIv By @51 3nagasdar § o1 kol
faa-divor Sugad S B 3R B B oAl B A S Anfed wife W a9 4 o ema
A A KU B ATSl Bl AT A bR S qebal 2 | fbg afe Pl $1 sraegan srgeures v
1Al R YR R WA fAsrd & forg @ @ wHar siergsht &1 werfiear < st wnfdd |

fas @} 3/@f@ (Period of Finance): &% Iugad Yoit fAs1 1 g91a &3 99T S4 @Y &1 i &a
H Y@ U AEdqui gcd g foras forg faa ot smavaean ® 1 afe faa ot va Hifaa safd o9 9«
¥ & forq SrTaededan & < 37 DI Y& KAl DI AT <1 S A1 | AT IuPaa [HT 1Y
Al Hifaa sl & forg Mg qaifter sl &1 yai fBan o waar 21 ) safd & for faa ot
JMALIHAT A B 7R A A Iergon AT IJugad At ol 7|

et 9t sIF| (Cost of Floatation): Jefd 3= TTHhI aﬁﬁﬁwmqﬁqﬁqﬁgﬁm g, fhe
it P W & Hay | FHofy o w9y fafts yeR 3 ufyfadl @ A 9t ara o & aam | @
AIfRA | 0T & A @ e AT GF T goit @ A 6 ara | &4 @l ], 81 39 BRI
SR 1 4 & < O o Slfed @ Al 2 | R ar ga #19 & gfdea @ w9 | R
P AMPR H 9 fg D AU "edl B

fdRT fAa (Personal Consideration): U% eI &1 Yoft W=l WR 3if<H fAvlg o9 & gava &
ARt sk Arawisi 1 gvE TSl 21 S gaEd P IR 31fe SeEiid B § 3 9 gl iR
wieard! ga=eepi o o H fa9-91vor 3§ 01 o1 P A IfSd 91 FA § Dig fFafeaee T
feam |
ﬁTI'HEF\’T\’(CorporateTaxRate):mwﬁwﬁaﬁmawwﬁa—ﬁwaﬁm&ﬁ?ﬁn
U™ B H A U= <919 ISd1 & Rifdh PR A AT Bl T0FT B H 151 Pl Ueb Wip [ g
B WY H Bkl P SRl 21 3596 Aok, B S B 1T 319l IR 419l Ueh Wiid d <9I gl gl
gl
ﬁfﬂﬁiﬁiﬂﬁm (Legal Requirements): AXBR | 39 IR mﬁﬁ'lﬁ?l%g@mﬁ-ﬁéﬂﬁﬁ
2| 39 Y Y o Y Agifee gfieey gga wewayel 71 A Ari-fAde g afiesy g ORI wuvan
TR B & o =t gont wRe i forn S 21 SereRv & forg gen e R gent
fva & forg 519 s1oet wedfa wWiie fo o & o9
(i)  EO-\HT U (Debt Equity Ratio) 2:1 3 31f&ie 51 21 (Yol T8+ RT3l & fog ga ook
FUI-HAT AT B Wi 4§ o1 wwedt B)
(i) qH H\Gﬁ R ‘1€|ﬁ§1'cﬁl'\' llﬁﬂ @I AJUTd (Ratio of Preference Capital to Equity Capital)1:3 K|
3fd® A 7, AR

(i) YAt AT Yol D HH A BH 25% D URSD @ |

Essay Type Question

What is meant by Capital Structure? What are the major determinants of Capital Structure?

What do you understand by Capital Structure?

What are the consideration to be kept in view while devising the capital structure of a new public company?
Define Capital Structure. What should generally be the features of an appropriate Capital Structure?

What basic principles would you advocate in the matter of deciding on a proper pattern of capital structure
for a company? Explain and illustrate the impact of financial leverage.

Explain the meaning of the term 'Capital Structure' and mention the factors affecting Capital Structure.
ol WA 991 & WORFW € fiedivn va fifkffeaari-fer T fewn &1 sneaeaas e
BIfoq |
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1y

Give a critical appraisal of the traditional approach and the Modigliani-Miller approach to the problem of
capital structure.

goh <fan 99 THY 39 PRI P 2aF A G MaTIS Bl €, SBI quie B |

Discuss the factors which must be taken into account while designing capital structure.

gy

(Exercises)
3} TSIAR Al foifies & A faaR ®RipH & fore ko1 A iR w°ar A9E & 9sg o=
BT B | 390 g Rafa A= o &:

The Hardware Company Ltd. has to make a choice between debt issue and equity issue for its expansion
programme. Its current position is as follows:

Rs.
Debts 5% 20,000
Equity Capital (Rs.10 per share) 50,000
Surpluses 30,000
Total Capitalisation 1,00,000
Sales
Total Costs
Income before Interest & Taxes
Interest
Income-tax 50%
Income after taxes 15.000

IR SRisw @ AR 50,000 TUA B BT IFAM 2 | AT SHST R0 & FR1 faa-9rwor fan s
& @ T O W 7% IR NN IR Y- 6 A1 B | AfE FIRAR SRIspw &1 |enn gR1 faa-dor
foban Smmg a1 1 st 25 %, Ui 319 S O W, 3R YeI-316i Igurd 7 A1 8N | g AR 1,50,000
<. I ffiRaw fas I | o R 3R R & g@ 9 R 10% g 8rm | afe saa
3T 3 B AR HI DI AfdbaH B Bl A b1 IFARU R <l I fa9-uor & b yreg a1
AT HRAT A1MRY?

The expansion programme is estimated to cost Rs.50,000. If this is financed through debt, the rate on new
debt will be 7% and the price-earning ratio will be 6 times. If the expansion programme is financed through
equity, news share can be sold netting Rs. 254 per share, and the price-earning ratio will be 7 times. The
expansion will generate additional sales of Rs.1,50,000 with a return of 10% on sales before interest and

taxes. If the company is to follow a policy of maximising the market value of its share, which form of
financing should it choose.

{Ans. Debt form of financing}

AW, S F aHE A 25 A BUA B AR 37 Yoit ® S 100 . arat 25,000 37l 7 favwaw
8| UaY 99 & 9 & AR $Rised & faa-uwor & forg wwifaa IR faxita arermnsi 9 4 &) e
® ERI 20 9G $9A S[eHI =redl & fdbeq e &

(i) goia: ATemRor 3re g1
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(i) HTIROT 3TN ERT 10 TG F9A 3HR 8% afis =are WR STy SUR ERT 10 dART B9 |
(iii) WATEMROT 3T ERT 5 AT B9 3R 9% dffs o1 IR Sefbreld SUR gRT 15 G 39 |
(iv) HATERYT e §RT 10 @ 39 AR 5 SATHIE arel GaifaanrRy e §R1 10 @ 39 |

FHHA B AT T B gd 3 (S dl 3. <€) 8 AT TUA B Bl M 7| A B @Y I 50%
A U TS fawen 3 ufdl o7 g (3. 9t Ta.) &1 Ry $ifog ik 9z fb fea fAeea 1
1 S 3R /i |

ABC Company has currently an ordinary share capital of Rs. 25 lakhs, consisting of 25,000 shares of

Rs.100 each. The management is planning to raise another Rs.20 lakhs to finance a major programme of
expansion through one of four possible financial plans. The options are:

(i)  Entirely through ordinary shares.

(i)  Rs. 10 Lakhs through ordinary shares and Rs.10 lakhs through long-terms borrowings at 8% interest
per annum.

@ii) Rs. 5 lakhs through ordinary shares and Rs.15 lakhs through long-term borrowings at 9% interest
per annum.

(iv) Rs. 10 lakhs through ordinary shares and Rs. 10 lakhs through preference shares with 5% dividend.

The Company's expected earning before interest and taxes (EBIT) will be Rs. 8 lakhs. Assuming
corporate tax rate of 50% determine the earnings per share in each alternative and comment which
alternative is the best and why?

[Ans. (i) Rs. 8.88, (ii) Rs. 10.29, (iii) 11.07.
(iv) Rs.10.00, Plan III is the best.]

TH. 418, foffics @1 T & SREM @i RG89 50,00,000 Bl ATEEIHAT &1 T HREAM A
10,00,000 ¥4 P} =TS TA PR & Yd aif¥ics A B Bt 312 2| Tob iR A g1 9 g ars.
foffice &1 Sgea ufi 3791 3 &1 3MfSHad BT B | I8 AIYRYI 30 & FRFE S @201 5,00,000 T
312@T 20,00,000 TIA 31RAET 30,00,000 FUA BT F0T M TR fIgR wR I & 9l 391 ad9= IR
g 300 . ¥ 3R I BIY 20,00,000 T | AfAF B YR FRT U< fHA W @ 39 FR&HT 250
B. B TG g | PN [Aifdd e=1 IR SR S G 2 |

5,00,000 ¥, db 10% U=
5,00,000 ¥, A 3AfAB T2AT 20,00,000 B TP 15% U=

20,00,000 ¥, & 31fAPF 20% 4R |
HR Bl TN 50% T Y HHAI Bl AT SAfTg|

XY Ltd. needs Rs. 50,00,000 for the installation of a new factory. The new factory is expected to yield
annual Earnings Before Interest and Tax (EBIT) or Rs. 10,00,000. In choosing a financial plan, XY Ltd. has
an objective of maximising earnings per share. It is considering the possibilities of issuing ordinary shares
and raising debt of Rs.5,00.000 or 20,00,000 or Rs. 30,00,000. The current market price per share is
Rs.20,00,000. Funds can be raised at the following rates:

Upto Rs. 5,00.000 at 10%

Over Rs.5,00,000 to Rs. 20,00,000 at 15%

Over Rs. 20,00,000 at 20%

Assuming a tax rate of 50%, advise the company.

(Ans. 1.Rs.31.67; II Rs.36.25; III Rs.32.81— The second alternative which gives the highest earnings per
share is the best. Hence, the company is advised to raise Rs.20,00,000 through debt and Rs. 30,00,000 by
ordinary shares.}
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4.

& vaie @ wWel a8 fAwed ' f 9g 50 o v Ft afafRaw Goft an @t 10% For=t o fasst
| 1 50 B. ufderer o <X wR ifafRad wwan el & AfFe | urad HR | 7t & acdw= Yofiwror
T H 10 ARG AR 379§ AR DIg K01 T2l 2| ‘=1 3R B A gd 3o, (3.41.31E.81.) & faa
R R 95 Yol U< HRA B gearq U 3791 3ot (F.0.09.) HE I 918 B FHAT e | U
fPA IR 312rar ForaS A? $.41.3ME.<1. B 99 WR a1 4 [RuiRe Sifsie o/ w® ‘sufaag ufa s
3o, (F3.9.04.) F9H &, e Rifda wos a1l 5 o o, ufd ad 811 &R 61 < 50% "Hg|

The Evergreen Comapny has the choice for raising an additional sum of Rs.50 lakhs either by the sale of
10% debentures or by issue of additional equity shares at Rs.50 per share. The current capitalisation
structure of the company consists of 10 lakh ordinary shares and no debt. At what level or earnings before
interest and tax' (EBIT) after the news capital is acquired, would earnings per share (EPS) be the same
whether new funds are raised either by issuing ordinary shares or by issuing debentures? Also determine
the level of EBIT at which Uncommitted Earnings Per Share (UEPS) would be the same, if sinking fun
obligation amount to Rs. 5 lakhs per year. Assume a 50% tax rate.

[Ans. Rs.55 lakhs; Rs.165 lakhs (EBIT)]
& ¥ 1 aefAE Gondvo [ &:

The present capitalisation of a company is as follows:

Rs.

8,000 8% Debentures of Rs. 100 each 8,00,000
4.000 9% Cumulative Preference Shares of Rs. 100 each 4,00,000
8,000 Equity Shares of Rs.100 each 8,00,000
20,00,000

F o I IR TS IR FR ghell A B g4 fafaifoma Toit wr o 15% ufdad €1 st
HI TP faey @a=, @A 7 4.00,000 TG B FaeIHT g AR A I & & 59 AfaRaw
fafsarr o= @ 15% ufa ad & emg Brf

The present earnings of the Company before interest and taxes are about 15% of the Invested Capital every
year. The company is in need of Rs.4,00,000 for purchasing a special equipment and it is estimated that
additional investment will also produce about 15% earning every year.

P I Y {8 fb orveredr @ € fie 3 39 uvaifad o= a3 &)«
@) OISl B AR BRD, Al

(@) TR aie B R B, wrer

() FHT 37T Pl SN} PP TS BYAT Steb T2

IR P T 60% AFHR TUFT BT |

The company has asked for your advice as to whether from to point of view of profitability the requisite
amount should be obtained.

(a) in the form of debentures or

(b) in the form of preference shares, or

(c) in the form of equity shares.

Assume Income Tax rate of 60%.

[(Ans. Present EPS 0.73 P; Proposed (a) 0.87 (b) 0.58; (c) 0.69. Hence (a) is advised.)]

Th B Bl T I oM B forw v. 5,00,000 B maegsdar g1 A=fofiEa = faxia e
FeIfad 21
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A company needs Rs.5,00,000 for the construction of a new plant. The following three financial plans are
feasible:

@) FON W R 10 B dTel 50,000 HAT 37 AfAd HR " 7
The Company may issue 50,000 equity shares of Rs. 10 each at par.

@ U S W10 B dladl 25,000 FHAT 3T SR 8% &Sl &l & W 100 T. arel 2,500
#ol-u3 fffaa #= aadt 7

The Company may issue 25,000 quity shares of Rs.10 each at par and 2,500 Debentures of Rs.100
each at 8% rate of interest.

@) A I W 10 B drel 25,000 AT ST IHR 8% AR &l &R WR 10 T. a1l 25,000
waifdrt sier fAffaa & wach 21

The company may issue 25,000 equity shares of Rs. 10 each at par and 25,000 preference shares of Rs.10
each at par at 8% rate of dividend.

I F B A (AT R B 1 D ) 60,000 AR FIA 1,00,000 & -
(i) A1 faxfia aroe # 9 uRE B Srid S.0.uN. (ufa 39 3) w®am R
(i) 379 A fP fawea F 3mg REIRY FN? F- R B B X 50% H1H Aforg |

The Company's profits (before Interest and Taxes) are Rs.60,000 and Rs.1,00,000--
(i) What would be the EPS (earning per share) under the three financial plans?

(i1) Which alternative would you recommend?

Assume taxation rate on company at 50%.
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A 12 : T A9
(Dividend Policy)

R (Introduction)

B B FRT AT 9 B S YFT B oY a8 319 3erenfRal # diedt @ S oiel ded &1 Bl
B PRI I AT T 3BT Vel ¢ b S F9u= A FafAa w9 A 3R ifde | 3ifele e @e | e
3 fAeM R 7 © Fdreid] R SPUIRAT b1 4| 96 el & 1 W-HW @ HFe & ekl gR1 s
Hareidl Bl 9ed o fean s 21

AR B 3 (Meaning of dividend)

AR ¥ @ BT IAfoTd ¥l BT a8 I B & forkt SrerenfRal | arer S g | Arren, St
D ITUREl B S9! AT ufd &1 aRaifie 21 fAfgien 50 Fwud 4 59 S A ¥4 aa &
b T S A S R g IR 379 fAFART wR Sifead I ur< BN | wE iR & oTgaR
THTEl SN BT A1 A1 BRAI B D HATedd AvSal W AN Bar 81 F¥- goit 3 | e aifde ==
PR Al | AT ST B B forg ag mavas g fb d¥-t 3 are] a4 d 3@ a6l § o4 HA A |
AT HHI AT ATl Srrar AT A Al | ArTer S B A B

AT B Y9 (Forms of dividend)

HE B gR1 a1 aRRAfEl § arie R s @-

0 HA B Silgd BTl § -l H | a9

(ii) FHHH D FEYA WR -goll H |

Ae- B A Bl 1A FIOEN B ST Bicl H Al § W 3 9e aren arie g
WAE & < fiedpion | e = yoR 4 & s w@an @

1. AP A (Cash dividend)- UTI: ATHIE AP AT ST 8| AbS! U9 9 A Abs b1 9f23wA
T ¥ TN RO 95t g W B Bl ¥ | U HIA1 B STRIUR) SAIe Bl Adhe U BT &
3P T P © Rifdh AT I A U T AHS BT Il FTOIJAR TART B D B |
APpe AT 29 B T 9= & I A1 A YA a1 8 31al S b Bl FARAT BT TSl
gl

2. I A (Stock dividend)-¥EId B ©Y F ATHIE I W A g BV 39+ fAerm sreenRai
ﬁmwaﬂﬁiﬁ?ﬂﬁwaémﬂﬁﬁélSﬁEﬁWW(BonusShares)@WW‘ﬁaﬂ
llﬁﬁ'clﬂw(Capltahsatlonofproflts)a’_&'a%I URE: HF- U1 99 Bl B Oid b S9a art a1 ) gai
b TE B a1 I FaRAT ¥ AbS B APl Bl & | 9179 39 R} B A el
D UIT Ugl A S1fdd 39T B Wi | AT B3 379+ 14l bl Yoit H gl oell & 9T HH Bl
TR W Ufidgel yuTa T8l g

3. dfUg ATHIE (Bond or Scrip dividend)-STd Bl ehe U H SHR IATELTRAT DY T d1ET BRelt
g b 9= o 9l fafY wR @ e SR &) S §fs i BRd 2 | §ivS e B 2 i
® forT B @ g1 JATIRAT B v A fbr o € 3R 39 sivs & HuR e [Af¥aa ==
A T M R S 2




374 YSIHII iEihd Ud faxiia ge=
Ale- YRA | e I @t v <1 faft ur: gees § W 9 7

A R (Dividend Policy)- =rawma @t amier Hifd § ¢o wq@ o f[fed 2 & 99 -() s
ueq (i) A vge] | emwie @ Wy § Wl PR B gawrl/Bwfal @ forg ve & ey i 7€ o= s
ST Ahelt | IRd H AT9Te1 FifQ & forw yde =t & aafdaa Rufd & 2w gsar 21 38 afdaa Rafa
W 9T G IR gEd) gl ¥ 1 e A @ s @ R gen siwnfRal @ afaaa f2a 9 oft ara e
YOI A1 21 SN AT HA P HATTD B D SIefebren= f@d § 991 9 21 A8 31AdT BH AT <A1
Iie a1 YN} SHDI faRY B Fopd & | 31a: el i & = wra & Srefeprel= f2a den srerenfRa
P Icqprel f2d d W drede Yo fFard 8 o ® 1

ool ifa & 3N ag N yarw fhar siran g fb o @6t o 2R RyiRa @6t sie iR Sieferen=
R 3T ST 1 Y fbit -ifd & srefia 71 grepr aRRafSal & arefi= @rm | 391 sifAf¥asan &1 gemn
fireran 21 sifaf¥adar =i & o Y R=ferfad dwal av AR &l 21

1. mm(LegalreStrictions)—Mﬂfﬁﬁ'&q ﬁmwmmmﬂﬁﬁl B
B 3o e Y RuiRa Fxa 9g 399 ufdasel 31 s« # Y@= S @ 99 -HEE golt | 9
AT BT YT &l PR el | AT NGO HRA A g S Bl §1 el Bl § 1 I qui )
wfa gfHal ot srafefRyd w3 & a1g @i aif¥a fasan o waan & | e Sion | qd areg af
@mW(Reserve)ﬁmﬁﬁﬁﬁﬂTmmﬁﬂTﬁ,@ﬁl

2. M @ AT (Magnitude of Profits)- ¥t ST Hacl dTc] 31ral T Afaa ol # | & 3@ |t
B 37 A B} A AR Y B RS fag gan 81§ WU A a1 9y & ol ) w9 R
el @t A W AR el ® q@ifes T ant &1 @ | goft 1 € 9N 99 Siren ® 1 3 e ad
B A9 AP T TR AT B AT Y S1fSF BRM N oM BH B WR e W B Brm |

3. 3 B 9a fRT (Trend of earnings)- amwier =ifa RufRa wxa wwa 71q aut & 3 3t va fa B0 &
2 3 | 9 @1 Wral @ 99-afe T auf d s @) o W AR g fE 2l @ ) 37 9| e
& e aut | M 3 gt FEA rfde amner 29 @ Y T "hal 2

4. ﬂﬂﬁﬁm (Future financial requirements)—?lﬁ B P FHST TTH G99 b forw Bt
AN-TF AR & [wR } @ 98 FAde WY 99 B WIE R ARt v B wve | &
fafFafora &= art| era: wvuet @t envrer i O/ 2Rt forad S Tl @ w4 | srerenRa
P HH AP AR SN TS |

5. SrErenfRAl @ M (Desire of Sharcholders)- I ® AU BE UBR D & Ahd & | O - A
ST} I(ABT YT HHARL 31T fefeh HY A AR Afdd & O 9 Faffa wa | e @) smen
IEd g1 390 fArdd S 3 a9 & IRt e A S @A @ RAM Yo oM # 3ifde v
@ T | 37 HEE DI AT A Rl & Igde 9 B yd fod TS SiRn g

6. S &t v [ (Nature of Industry)- &=t @1 SATHTe A SR Bt U& f4 ¥ | R o=t 21 o=
PHUST SN H oF1l B B Ire Bl 11 ool Hl § 31fd gwfad €1 2t | 3 a8 H S
W IR AT T AFhell B 1 s faudia af} et a5t avgaii @t 7 aon -Ad @ gaifaa gk g1
Y - (@R IF) I 39 THR P AR H o H¥ HAl I IR AT 7 Qb Jfora @i
P Afed BT A garaRd B 21, o 6 9dfiera 3§ f e R on @@ |

7. a1 WA (Inflation)- F&T WA & F9A § ¥l B &9 DI AUl BT TR HA & forg

AT Bl S 8 | 31a: p¥= foid 1l BT SYANT 1911 <9 B R IR FHfadl & UfHARI=ua
¥ A1 TRl 21 37a: W e Y srgarh @ o Bu ey S U |
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8.

10.

11.

12.

13.

14.

15.

16.

17.

18.

WIRTE fafiaar (Institutional Investors)- A HRATY (V¥ - Rzdel BUS, 91 H-N1, 5, facha
WA I7f}) ura: FAfia <) | omre YA 91 Wewa oot §1 3 WAl (Il I s @l
YT §) HF B AU STOITAR AN A g9 IR AR It 7 3R FH Bl 37 35201
B1 TSR BT TSl 2

mﬁﬂ'—awl(Managerialcontrol)-llﬁMWWWM%WWW IREIEG]
Gl ATEdl § O I I8 SATHIE @t A Tdhe 7 Y a9 I SN} Bl & AT FFN A ruren
P AfR g T & RO FFIF & TR DY HH B O & 3R Bl 3 uifg & fore S 39 ot
P TS 21 SIY YA BT UG =T S B il H G BT HI g1 241 2|

Al 9 weffen (Standing ofthebusiness)-QEBT-lifEF‘q?ﬁﬁ URI: e BT AW Igdl 2| 3<: a8
i o AfSTT 8 wR W e Fehe el wredl | 39 [ v QR SRl e ar e
YA B Fhet B

B R (Tax policy)- AT TRBR Pt R A 59 UPR 1 B b mrer & afd wR if¥dd R v
2 A BF AT 9 SHR 99 I O Bl © 390 fAwia afe st & g1 /T R arven
W FHH I § A FA B IR APHE A A1 NAF THT A & AR FTHY & FE B
i Hifd g9 2

'\‘l’\'ﬁl‘\"ﬂﬁ(Govt.Policy)-Eﬁ"ﬁ-ai‘ﬁmwﬁmwwmmﬁaﬂmﬁﬁ
P gIfad Bl 21 S9-Ife ORPR P 30l 3 fAwT AU 39+ &A1 <R 9¢71 < ol Bl
®! Ut fachta smavamarst &t gfiid & forg o™ & el o) <raRen w1 st 21 3 : =i
HH ATIRE P YRH DA ¢ | 59 [T &1a IR 9 81 W S AfAD AT BT T PR
AN ¥ T 319+t fawha smavaswaisit ot g & forg &0 are & kol wR AR &R Faclt 71

facha Swensit @ ufdew (Restrictions by financial institutions)- FMN-pH faia F=RU F/- )
facha gfde= o7 << 21 Si9- B9 918 A 191 SR 81 o 3nfe | o= Rafa § et &
34 ufaesei & = & eraei amvrer S g9 gl 2

IMHRAPIT (Contingencies)- THATIAT THRABAISN DY AT H TEDHR & AT erwier ifa g
gl

Rarst (Convention or Customs)- UTI: &¥I=It ® I9 &7 /SN A gl & e A7 & AFAR
T Aifa =fed gt 21 g8 ifq srasnfae i @ |adl 2

WA (Liquidity)- B¥1 &1 r4ier i s9as areran Rl g +ft wewagel €1 & uwifda 2-f 21
TR AIEAl D JUTA H T8 Tha AT BT YA el DY Febell | $HD W©IH W A1 Al
e far € ST 3reran Sl B WU H (SN 39) AT A S 2

fafar & saR (Investment opportunities)- Ife HN B U 38 fAFA & SR E i 98 3mm
g1 IR AT & ¥U H FA D WA R ARG & @@=l o1 1w Soril ¥ 1 39 fawia afe
fafar & srar Suge &l ® A1 dfoia @il & wg ¥ faaRka &= <=1 8 «ifte I & 7

e AR (Stability of dividend)- Wra: |t vt eraier § wenficd =ree € | e e
P 3MP 3 T SI-UfA 319 ATHI (Dividend per share), STHTET YA U (Dividend payout
ratio), ufaera e (Percentage of dividend) afe | w1 A o =l 3 R 991 g @
[P FAR & g U AT A F9RH 2



376 YgIHI d@ied d O gaey
e R @ yeR (Types of dividend policy)
T w4 A e Hifow A geR 6 @ wadt @

1. frafa @i e /S (Regular dividend payment policy)- S8 @19 A=A <X &1 Fafia w9
| R siren & 9 WA a9 e Fafia arre e A s €1 = i) st ara
FHARAT 92N A ©U A FAGR AN o) aeaadal &t gfd Hen 2

@) g ARl § N B ufa favard Y1 Sl R

(i)  EN B IR Fou A AT AT B

()  IE FEE B g AT v afsla s &1 gEe B

@) oy i S 39 U B B

) PRl B HH FMI-HR S gl B

V) O Adereld s ura w1 A HErREn Y 2

(vii)  ITIHRY I FAfia =@l 1 YN FA B T 59 o W W) AR w9 B

fRafa amrer FraE A Haa QR SHRE S GR1 S SR o dadl @ | 59 AfaRked Fafia
STITE YA B SR WQd 8 A AT9TSiH &R (Average rate of earning) 1 &9 B AT |

2. R @ *ifS (Stable dividend policy)- ST &+t &1 A4l ifd § AHHIT (consisentency)
&1 01 IR 1Y <f 59 RReR arimen Rorifa gd €1 S 318l SrereriRail &l e @t U <ged
1% &1 At g @ yae fean o 21 59 fAefefaa wu 8 wad 2

a Afd 3re @ | FHwIe (Constant dividend per share)- & w¥afal 39+t aifies sma
@ P /SAET 31 R W A reenRAl d ufa sre v Af¥aa 2= | anrner <@ €1 o
P B forg B W9l W99 (Dividend equalisation reserve) ®1 Ao &<t 71 afe
FHO B A A T HH N B @ TW FIS A A BT FRE BB U I AT
YT R @1 o 21 98 RS9 wfEl @ forg e Sugad et § e s
wfoad ST T Yl R

(i) R YA U (Constant payment ratio)-ReR YT U 4 311ed 3ifofa
oM @ U fAf¥ad ufderd & orvier @ wu 9 dicq A g1 39 Fifd & 3= sifoia
I AP BN R ARAT B AT AT & T BH M B R BH AT B
ifd R 21 s 59 AR @ g s i el @ wife 39 AR
I e @t f¥ B ) A e W) R R B

(i) wfa s 1 ReR ararer e ifARaw arTer(Stable small dividend plus extra
dividend) -H® ST A9 B WA i SgERT B fora srefi= e v | @
AT Iavy fEar SIran g | € 3ifdie 3 3ifSia B wR ifafkem amrer ot &=
e B 1 I I S99 dRfadl & o siffe Suge e @ fore! s wecit-sedl
& B
fRer omvier Hifa & fafSaie den s @ A= o9 = 2 I-
(@) =R Aafa wu A av aila a9 & gae 21

(i) 3 & IOR Jou § wnfia e R



