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This assignment has six questions. Answer all questions. 20 marks are for viva voce.  You may use illustrations and diagrams to enhance the explanations.  Please go through the guidelines regarding assignments given in the Programme Guide for the format of presentation. 
Q1:
Shri Rahul has extracted the following Trial Balance from his books on 31st March, 2007.








Debit

           Credit








   Rs.


Rs.



Drawings




16,000



Cash





  6,760





Petty cash




  1,000



Leasehold Land




20,000



Opening Stock (At market value)


50,000



Salary





12,000



Sundry debtors




50,000



Wages





40,000



Bank





21,000



Capital








34,000



Rent





  9,000



Electricity




  6,000



Motor Car




10,240



Advertising




  9,000



Sundry Creditors







35,000



Purchases 



           4,00,000



Postage and telephone



  3,000



Sales







            6,00,000



Discounts




11,400



General charges



 
  4,000



Petty Cash Expenses



  9,600



Suspense







 10,000










 










           6,79,000
         
            6,79,000


You are required to prepare a trading and Profit and Loss Account and Balance Sheet using the following additional information:

1. Closing stock at market value as on 31st March, 1982, was Rs.80,000/-     (Cost Rs.75,000/-). Stock is being valued on a consistent basis of cost or markets price whichever is lower.

2. The petty cash balance represents the month-end imprest account. As on the closing date the Petty Cashier has vouchers totalling to Rs.400/- for which he had not received reimbursement from the main cashier.

3. Discount allowed amounting to Rs.1,000/- had been posted to the debit of sundry debtors.

4. Cash withdrawn from bank Rs.4,000/- had not been entered in the bank column of the cash Book.

5. Sales Account had been under cast by Rs.4,000/-.

6. The motor, which had been purchased in 1978-79, was being depreciated at 20% on the Reducing Balance method. The original cost of the car is Rs.20000/-. It is now decided to charge depreciation at 6% on the straight-line method and to make this charge effective from the year or purchase of the car.

7. Leasehold land was purchased during the year. On the date of purchase the unexpired period of the lease was five years.

8. No. entry had been passed in the books for stock withdrawn from the business by the proprietor valued at Rs.10,000/-.

9. Advertising includes cost of a campaign done during the year Rs.6,000/-. It is expected that the effect of the campaign will be felt for at least three years.

10. Telephone bills amounting to Rs.1,000/- remained unpaid.

         (30 Marks)

Q2:
A company is considering the possibility of manufacturing a particular component which at present is being bought from outside. The manufacturing of the component would can for an investment of Rs.7,50,000/- in a new machine besides an additional investment of Rs.50,000/- in working capital. The life of the machine would be 10 years with a salvage value of Rs.50,000/-.  The estimated savings (before tax) would be Rs.1,80,000/- per annum. The income tax rate is 50%. The company’s required rate of return is 10% depreciation is considered on straight-line system.


Should the company make this investment? Working should form part of your answer.










         (10 Marks)
Q3:
X Ltd. is contemplating adding a new product line. The new product line would be marketable for only five years, after that time it would have to be discontinued. The costs and revenues that would be associated with the line are:









   Rs.


Cost of equipment required



80,000     

 

Working Capital needed




70,000



Salvage value of equipment in 5 years


10,000



Annual sales revenues




75,000



Annual out of pocket costs for salaries, advertising 

45,000



Overhaul of the equipment required in 4th years
 
  5,000

The company’s cost of capital is 12%. Would you recommend that the new line be introduced? Ignore income tax.

The present value of Re.1 for 5 years at 12% discount factor is .893, .797, .712, .636 and .567  







         (10 Marks)

Q4:
Following are the statements of Surya Limited for the year ended 31st December, 2001: 

Balance Sheet as on 31st December, 2001

Liabilities
Rs.
Assets
Rs.

50,000/- Equity Shares of Rs.10/- each

General Reserve

Profit and Loss A/c.

Sundry Creditors
  5,00.000

  3,00.000

  2,00.000

  2,00.000


12,00,000
Land and Building 

Plant and Machinery

Stock

Sundry Debtors

Cash at Bank
  3,50,000

  2,50,000

  2,00,000

  3,00,000

  1,00,000

12,00,000

Trading and Profit & Loss Account

For the year ending 31st December, 2001

To Opening Stock

To Purchases

To Gross Profit c/d

To administration Expenses

To Selling Expenses

To Other Expenses

To Net Profit
       Rs.

  1,00,000

  8,00,000

  9,00,000


18,00,000


  2,00,000

  1,00,000

     25,000

  6,00,000


  9,25,000


By Sales (Credit)

By Closing Stock

By Gross Profit B/d

By Profit on Sale of Fixed

Assets
      Rs.

16,00,000

  2,00,000




18,00,000




  9,00,000

     25,000


  9,25,000

Calculate the following ratios:

(i) Current Ratio;

(ii) Liquid Ratio;

(iii) Operating Ratio;

(iv) Stock Turnover Ratio;

(v) Return on Total Assets;

(vi) Return on Owners’ Equity;

(vii) Debtors velocity or collection period; and 

(viii) Creditor’s Velocity or payment period.

    (10 Marks)

Q5:
Explain the importance of working capital for a manufacturing firm. What will be the repercussions if a firm has (a) paucity of working capital (f) excess of working capital?










    (10 Marks)

Q6:
Explain about the various techniques used for inventory management.   











    (10 Marks)
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