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D qTY Bl T BRI ¢ |

2 OIRW 9 §Hg — BN b D AT § sMe geR @1 SiRew fAftd s |
e fAfFENT WRaa @& wokawy R @ i ol # a1 gfg Bt ® faeg | &
IAD! oAl IR—IR Ieargad A1 B 2| VAT FR=R o gd dob-iia! e @& RO
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(1)

(2)

(3)

TEHT B ®fd TG BIF H gRIAT &) Ioig I BIAT © | URASHT &1 oafy Rra=iare
2l SiRaw ug aifafdedar S+ & ofde 8rfy |

DN BT Jed MHR — Yol = Foral # ) Fwfodi o1 @i sar @ faena
aRAHRN & fharaes B oiffie ®INi @7 snawaddr g ¥ U8 |dfafed ¥ fF
BT HIY U 3ff&h Iy Il el I Fahell Hifs I goiradres HifHd
BId &1 gHfere I smawdd R b geqeell @i o fRAftErT f qediet @ aw @
MY RIS 89 $HRAT @1y |

Jyaradt v — goft goied ol smemad! g @ den fafvafsa ¥ argsy avga
TE @ S |l | T8 39 BR 2 fF R goh wfoal & forg 7 O e aeR g
2 dUT 7 & g G B o= A e fdwey # uRafda fear o dadr 2 |
Bad UH B SUN ? fF gHe e g w AR e o gafey v ot
IRATSTHT B IRIH § fIqa i@ Ud Jedidhd &1 & ueanq 8 ford 9 =2y |

qaits ®few ol — oot aoies ol o va gew &Rl B, ®iifd gd1 qeaia
AT BT W TRl vd fhamet @) A Reaar wR R evar #1 39) dve foeedl e
ARt Aot & A Al Ud AETal &1 JaT Ud URAT H Fel S AN o T |l BicH
BT B, F0If I oM Ud AT anfdfas, Toiifaes i da-iat dRUN 9 yIfad i 2 |
3 I vy o F T AT AT TE B

e o1 yfreeione wfdd R uE — Yol qoted. o e & 9l ol gd AT
& R #=a § O fF orda: e @ ufoRueiors wifed @1 wwfad aRda ®
IR, AT TP AT U FIF BT MBI & o7y 3 I F=all 2, ferar
AE TS | T8l ofdl g dr 98 yfaeeicadmar @r <l | 39fey gofl aufes fAofg wern
o1 yfoeget a1 @) emar vd wfad & ifaa wRa 2

AN HEAT R J91d — Yol goted R & qRumRawy e R $l U 9gd g9l
IR TR =l Jorr wdereT @y, AL vad fhRr, goll R oS s & wu H Ol
qed BT Usdl B | Ife aRASHT afdw § she 81 W) 8 31eraT Siuferd ol
HH oI IFIT BNl B, a GNP 59 Wl A BT R d89 BT B8R ol b
I FRRAT P ATIGTIRAT bl YATIAT BT |

. i AT 377
. JTHAS ®U W 8<d SIIRgH AT
. R fAART v gqanie o™i & 4 Jecas wU | Sredield i |

Yofl 9oie & Seed 31efal Wec

3ierenRal @ THRT ARHTA AT : R var &1 g Ieed e @ e o
HABTH HRAT & | $AY Yol goie BT Ieed S arddleid [AfFe gRASHSsT &1
TIT PRAT B Sl QEbI H SREIRAT B TR B ARBIA PR AD | Yol goled
ol sieenRal vd Wvem @ fRAl @1 R0 o © R®ife A wmdll gwfdr | oefd
faferamT o == faf T &1 aRer &=a 7|

TRATAd Yol AT &7 qeAib : 9 Joic @] FerIdT I Joic afdy # |vem grr fafi=
Frfel & forg f6d ST arel @& &1 Jedid fhar Sar 81 W91 v ¥ UAd
@1 |rRfEdr el ST Fadl 2 |

el fAuiRa &= @ wfear [MuiRa &= &1 ey fafa= aRare=mR &1 S=aT
et & $A H I e 81 qoll 9ot g v i gol—aRareret |
grifedT FeiRa @1 Sl & | Toueend gaw 399 |ad Afd dWIS Aol b1 gArg
P AT B |
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(4)

(5)
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©)

(1)

(2)

(3)

(4)

(5)

(6)

AT A - o @ fhar e 9 SR %9 fRar 9, g8 fgiRd & 9 ud
ANTI—™ T @1 Sl B | a9 &1 98 R wae ear @ 6 R anrd
FEiRa @ T © S99 e 7 811 Al Pel fIervl 810 € O YERIHAD DRIAE! BI
ST © 9T SIRGTId Ug Sidrees! AR¥ad &) &7 9l 81 39 YR oNTd IR Wd: al
for=oT 81 S g |

gofl &l W v« o aafie gotel @ Hifd ol auie &1 W IS 9w Sewd
e & fafr= Tt g1 fRaom arer goft @t &1 i o 81 39 arafas
Rt o qd—EiRa @@t & T R 37 IR UMIEaERY RIS @ S AT © |

gofl ol & ford fay @) awen : o0 9oie oM 9 fafa= awufot W 9fsr & 5
S dTel @3 @ g TR fHd SRl 8 R 69 & e 999 W S99 ARl &
oy Sfad @raver &= d&d 2|

ol @1 faweror - 4ol g9ie @ HERIET | A SEfY H.fBy T A @
frgeryor frar Srar € Ry 98 ST o 9aar € 6 9 fofa fsg < a6 a9

Rl G &1 JFI®H : goic d & fd § g9 WF-dre fage & for wemy
AR & Jedidhd FHd Yol goic 9 U« & od @ | 399 vafid feer smar |

ST ST AehdT ¢ |

Goil AT o - el aRRAierr g1 Aiffa sfera goft g o) iR avar & &
5 goll omTd e @ Yol el R R 2| 39 UBR Yol SRae1 e W
&1 8 T 2 |

Yol =g il &1 yifd & arel a
gofl fAfiST &1 Ucet a1 Jiucdel U A FHIRIT &R Tl 9% gedh frefafad & —

T gRac — g9 g | Uil g 7f | qRE Bl S § iR drenfie
S 6 R W 31 GRIe 8, YR BIRAM o ofcll ¥ | 39fer 39 YR BT o o
Bl W UI T Q[UPRYT Bl ARG b A1 B T UG REY IUBRON DI IATGD
HIreal W A IR dRAl & | F SUBRY B AN DI JeIIb B FHI I
SR & T &1 HaG[HD AN bl W &I H I =120 |

gfaeaedt @t gEve — o ar At oy gforugt @7 gEven B d@dR o
UedT 21 Al ufoRaedl Seesd faR 2g a1 SUSRY RUT SRal 8 A7 30 IATR!
DI TTOMEAT GUIRAT & d7 [RGB W U1 &1 BRAT BT AT IABT AR
T B SR 9felY &% 9R g8 Ur onar @ 6 ufoRaedt @) oggREen golt @

ot % Ag@yel qHeT FWR 7 |

ART QagAE. — A7 & dredels qaigaq fafees Fofi § ggaget & I8 gar o
g f& dderd d Iared &1 fOwgd aoR € o geicoelia ke gofl fawR &1 s/aey
SRl

mmw—%ﬁmﬁﬁ:ww$ww ﬁrﬁ?aﬂé%ﬁaﬂgﬁ‘cﬁa
giferefiel feReRT &1 © a1 9d9 ¥R B Uieared Qa1 SRR Siafd wieardl yawe d
REIRMEIREISEECIRERIRSIIEN cwnlag'as@ma'cﬁuzﬁaaﬁﬁwwﬁmaﬁ
UG F 7T B 7 |

Aot Ny — TRER & 3Md wR Nt S—faf T e )R &) ge, T fag
ge, 8™ Wigd &)+ 31 A anfe o1 fafar ol W sge! a1 ufigd uwE gedr
g

AP TATE — TAG AT JAHS Y8 goie g491dT 2 | 39@T faveyor gon faferarr fotyg
YA BRAT 2 | ST FErIdT I AR JHfAAT UTd HR" & fold BIuT T IroT a1
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()

)

g | R dofous faffamT wamal @ o ot &) Suderd & IR # STHeRT 1 fFerd
2| S UG BT URASHT BT 999 H 7 gfaem el 2 |

fafanT & smenfaa v — fdier Amal # fad Fog 9 § 98 g8 ® 9 e
9 @7 AR H o S 2| gafery AT el &1 qeaidd wA @ forg fafanr |
=T H 9T B dTel YT AT AT BT AN ST TS & |

R—aTfdfe aed — o™ BRS [SET a1 H qedia 781 fHar S AadT e dadid
2| -l IR—anfie sre fafarr fofar &1 oifdd axa g1 e aRare &=+
qrell 72l H AR SHenRal &1 @l ¥ Jae) IdeT § GUR d Ghdl & |

IRASHR & TSR
31 WRAT Td T A ke aRASTHIRN @1 aefidRor S9! 3y, T UG Seed

e forg gRIS™T & 7€ 8, @ MR R &xd 2| Vil aRIASN &1 a1t — (1) am—<ifa,
AT (2) HaT ST | A ST Ahddl g [T [de A far g —

am—aifa aRAeHE —

A—SIT=rd URATSTAY SIaedehdl SR RIS el & RO 9l &1 dvergadl

¥ IR PR B g URST fbar Sirem & | Uil aRRAreEn FrefaRad g —

(1)

(2)

(3)

(4)

T4 gREeHT — T TdE aRaeET el T Sae et aEal @ IR W A @
rrar VT 9Tk ¥ faeme Sare Rgay 7 oy | fde 8, @ forw g g1\
RIS @1 ggae qor i & forg Ry s vd Iraar &) maegddr B € | U
IRATSHAG T WIHR B IR & o9 AR R Iy &R 91 g€ Udbs Jars difsd
R W AfF B

R AT — favaR aRAeHT 98 8 e Seva ada™ Sarel & forg wvenfud
TIH eTHAT BT gGTT © | G AT Bl fOdR AT dI ffIRad G &THaT efud dxdb
qT I SN H (B gAY AR BT ARYBY B [HAT T Fehal T | U uRATSTT
BT WHR BT & forv fIeme R 9 fFReE WX d favesd My vd faves omrd
AT R fooR foar oar 2| Ife faves s faves od & sifde 81 a1 aRarerr
HR B Sl 2 |

g aREeHT — Uenfia) FaR FR<R ufdsar 21 59 949 gl el g
2 3R aIfIgs wu § aF] & 9 & a9 faeme denfiray qRe 81 Sl 21 ord o9
I [T UG TR BT ITEH Ufhal QRN 81 Il © d9 SREfTHIhRoT BT STaeadhal
B B | MYFTHIHRUT D MATIHAT Bl IFaEl TR F A DI AT § I 81 OIhl =
ST H AT BT g% e B RART qF A1 Al 71 A aRASH B WaR
FRA D foIg AYFBIHROT AledT ToIm SfFTaiepRor fGAT g &1 FeiRer R s © |
I favieroAs U Hamys 8 a1 aRIAeHT WIeR dR ol SR 2 |

yioeenus. aRAeHT — uftRemue oo § R wefi| @ Se S e @ =AY
e XU BT © | A @1 99 dor e & SR S E—REd AN,
ITeA @l =gfedr fh den A4, dis—%re Afe & SR QR AF Pl I 4
UIRT HRAT TS T8l BIdT | $9fey GRI Al &1 G- ATl Dl HH R el
ety i & Ired SR @ & fory ufoRenue gRarsrr fhanfead @1 Sl & | Uil
aRATSHT &) WGfT smfraia<or gRare T @ Jifq gl 2 |

gfoRemos gRASHT T sMfAaiaxyr uRAST # ok I8 2 & ufieemds &
LTI SN AT ST AT Bl YA UMK © Sfale IMYMSIERUr qRASH BT SeeY
BRIGRIAT BT ST AT /3R AN BT HH HRAT & |
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5) fafaftrezor oRaeHT — o9 v fefar ve 9 fde Sarel &1 uRgd @war € ar s
Sare fafafrever wed § iR 39 Sew & forv fharfad afRarer fafafrexor afRamsr
FEA © | fafafdemvor gRATHRT @7 e #1 dMa—edT § GEUR R @ gie 94 T
g W IOTR ARG DI AU B b 70 SMaeghdl sl & U gRATSAY
fves T 9 31fSd B R WIHR & oIl & |

Har—ifa aRAreN

IS IRASG T & ol S 4§ Jed: §9ryd 98 3, fheg g9l
frafead e # srmar Adunfd < @ @R @ fw @ ol g1 it gRareEg
famforRad € —

(1) e U9 e RIS — ke & faft=r afRarem fawr & 3 Saare ar ufshar 4
gUIR, IIOIR T 1S WR By S 2 2 Ud fadbr bl &1 2 gd-fadbrd gRATSHTg
HEd T N gRAHRT @ Wgfa & forw aenfad yemra & A smavas T8 @
R BT AT BT IST @ B B

2) FAVHER IRAGEAN — doH, onaw, fafbcarer snfe aRaremRt & fafues
HHARAT AT % BT AAIGA ggM & o1y fHar Sar 8| T aRATSTIeT &1 Jedidh
Igd BT 2|

@) Vel TRAREN — FHARAT P PRI H IR & forg e ud ufderor
aRATsTRI # fafares fear Srar 21 O aRaremRl & aReml &1 Jeaied W §er
BT B 2 |

(@) vfteT RIS — AT # MG UROT 99 @ foy 39 aRE @ uRaAreei der
IR &1 Wi, R wRrEe wad e #§ fafanT fear s g

Goil gefc ishar
o 6 qd W fhar mar g, Yol doied Yol @ [d@edl & 3§9d, Hodid-, a3

qAT A B Udh UHAT 2| 399 Yoil duied H FfoRad wew, o fe e il o o
¥ TR AT 2, YO8N O ©

1. IRASHT ST —

gofl gotes ufshar AT U & Ig9a frar Afs{ o URS Bl § | |awTfad
AT GoraeRl & IR # ydre A1 AR G & WiaR A7 9’ IO 8 Ghdl § | 6l o
IR I8 S U9 Il fH T & 9 SR | M waar © | fawa aifvem,
ARG Hel, STRT H I Afdd, W UG I Femsil o |41 ud Saisal 9« fafares
o fou oot 99ufd R = gor &1 aRIo el @ IR § SIFeRIfmad & 21 3
RIS ‘3 gfg. HR dlell’ @Al AN &9 B arell’ fdl Wl UdR &1 81 Fad! © |
AEFA: g9 gRANHRI &7 74 geR Sofiag far S |edr § —

@) oM gfg HA arel IRAGHER — T4 e Fa9d IR R gem & forg faeeme
AT IUTE 9T BT fIRR 1T T Iedre, Aiaq drofR, i< goli &1 f+Hfor
axaT g, a9 foar a1 fafafdasor wr=h fofa ford o 21 52 o ® 9fg o At
fAof wed B T4 w9 a1 waq &1 &%, gane 9ae a1 7 # AR, fe e
AT BT AT 3nfe R ar fafafdrevor gRATS =T & Serevvr 8 | U aRATSrai
& IuFadl b1 o AR &1 drTd 3R S99 IATed 89 drell IRjsl ¥ g
AN B AR TR fHar ar 2|

@) AN HH PRA qrl IRAGHER — S fJemE 993 @1 e Siiad b qE a8l
ST B, 99 59 gfaRenfid far Sir 2 | fhg, afe a8 do-ial gfic 9§ QR 81 T ©
(FefiT i Siia §AT< <81 83T &), dd SAd! SMEJIHRUT fhal O[T & | $9 UBR
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gfoRemue aRATSTRT &1 T2 H R BT ST do) IJUAT Iod &HAT Bl g9 T
BT ©, STdfh SMETHRT URASTAIRAN BT Se¥T HRIGRIAAT H gl HIAT AT ATl Bl
PH BT BT B | 58 ANl § HH BRA a1l v wed &1 39 aRarermsi § fafer
oy aRASHT B arTa 3R S99 A arel o™ &1 Jorn faeme w39 & o iR
I e drel ol W B fhar ST 2|

2. URASHT Joid —

URATST HeFTh UfhaT § STl Hed A= gRATSIRI &l AMarISHdT & i
PRAT 2| 39D oY (1) b YdTel § ™I Td ARTAl BT SIFAT SRTHET, T7 (2) uRATSHTRI &I
BRI 3 & oY U SUYa AIIGUS BT I AT JAAeIS & | Abs YdTel Bl Jodid
PRGd: 9l AFREaaRl R R SRAr 3| IS IRAGHT § T SIRGH B AEIgdd
faeeiyor o= Afey Qe A= geR @ SIRgHl & foly Uai< RIS &A1 a1fey | $9 FF
# faRwst @) I o ARy | gRESHT @ SUgdddr & Wi dRA § T Md AIeTe (S¥
I # T fIafe) Sueter © 1 el 9% 9™d B Fad "Uere IR Hed Bl STferddd
PR B W D IeWI B AJwY BT AT |

3. RIS iF TG I —

e PeH RIS g T 999 4 FRad 8| S9-Ud 9d+ Uishar Uh v |
T T # A B ', {ife s9d oy B8 Uh AMe YeNa i ufhar MeiRa e
Hfod 2| aeR H I Yoligered o S=a ya gRT foreid & | R ), aRArsmsil &1
deMf~1ep S d Jegiebd foxi fauTT & sregel &1 Wells & Heg¥d WiXig Jawe gRI fdhar o
HbT 2 |

4. Yoiigeied vd qRAISHT fharaad —

T IR IRATSHT BT ATH FU A FAIGT 8l S AAd] I 81 S & W, 59D
fg @16t &7 aMded e Yol guic IR far ST 2| I8 Sed, Ua ferar foharaa |fif
& Fad 2 % BN BT START Yo goie H-fHY T anded HIrgwy ¥ U Yol @i W
fRIoT 31fd aaed® B | 39 Ieed & fofy Al Ufided (IR &R Sed Y &l URId (dhd
S @2y | gRASHT & fharaas | aRAeEr & FgiRd 999 vd antd S 3 QRT SR B
fore STReficdt &1 fReiRor B <7 8rsT 2|

5. fAwfer wefen g9 srgad -

= #H, uRAERI B el &1, 93T FHIfta & gward deim Siidaddla § FHIeT o
& T U gegaRerd Ufshdr faeRid &R ol @12y | FHiel efal sfad- ar<ide fAures o
gl A A Joldl R & Y o1 SRl €| 3991 Yaigae g R Jer d1d qaigar &
daeile Bl GURA H Farar e |

Yoil guied ol & gaR
wwﬁmmﬁmﬁaﬁ%ﬁﬁﬁeﬁﬁ,wzﬁﬁwﬁﬁa
faRtre ot 21 aft v & fofa &1 SN wd grr <1 ffy= vt # form Smar & A

Wvﬁ A A uRads & HRUT g8 g geer SIRATT | s4fey, dMmaa: Ao aRkRerfaar
@1 gfte & goft goieq ol &1 1 gaR aifiegd far <1 daar 8 —

1. Higa—adiga g —

I ad—srdigd g = aRaHRI | Fwfd 8 8 | wad= aRaAeHE 3
T S P TR P el T8 3 31 U @1 WG 3R B Wied 8F 9 T8l Adhdl © |
w1 g g AT @ AaH T R 6 R WR o oI 21 9 9y S aifed
FATH YA &R AT Yol SN W 3P S W U <d 7, Wihd [Hd S & deq 31
3Rt | Jererend, Afe v gRAT & forw =gaa Wierd gearg @R ygarq 10 yfoerd & dar
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U fafaT wxara a9 12,5 URRd U1 TS 8l &, WWIbR fBar S Adhdl © 3R Rl
TRATa O™ dadl 8 URIRI U &1 YT BIAT &, JR&Idd fdhar S FhdT 2 |

2. TRER 3Uqoil Aol —

N fofa @1 a1 ifde dafeud uRaral | FRRIA B S IRER SUdeh § i Ud
Jpfeqd URATT B WG o Wl wRardl @ gy # aRfT Bkl 21 39 e uwda &
T B AN W WHR fHA ST 7 | SRV & foly, T R & Ui b =11 A7 arerar
R AT BT B AT R T fRE R o &1 eed 21 O Rafa # dven i
fampedl § & Yol aoicd &1 Bl Sugad fafd o1 UK 8¢ U wdicH fdded &1 939 o
FEHA 2| TP IR 99 fddhed BT 9a9 PR o1 ST & 99 3 fddhed Wd: &1 sRAIgRd &1 oI
g

3. guil gAwTer fAoig —

T RO AT AMYS YRl B WHR dRA § A T8 B, waife fafenr @ forg
IS U By Wi g1 Wl Rafa # 3 it faftar wae Aifg et & foag smow H
gfaRTel BRd © SR TR BT g9hT FAIOT BT aidT 2 | 39 UhR, W Rerfea Sigt dvem |
AMYE amye fAf e sraeRl & AT SR & HROT I 9o exe § w2 goh
TS Hedll o | 39 9 IR, I Izd ¥ 771 Urifiedl & R IR |4 UdTdi bl 54
UeH Rl § AT Ud FHe—3ih g W faR fFar Siar 21 e S wae de—ite fag o
SR 2, WHR R ford SRAT T2 o de—aff fag 9 - 2 ordigd o~ 3 oI 2|

----- XXX Xz

ST rafer fafer
( Pay-Back Period M ethod )

el sEfdy Ay fafrres uwmEl & qeaied o WRERE ARl § |4dite y=fed
Td AT I 2 | U ke &1 fow aRaAeHT & 999 6 if¥ean a Ut Rl WTEi
T Se¥d © g aee fAfFe @nd B $H 9 $F oafy H 9 S arEdl § | 3
Ig Ay f U URASHT &I Hol oI Td &1 Iell 8 &I FRITET B 8, S AR Fafd
RNbS IGell 3Mafey, ‘a¥el ARy ded & AR =l #, AT & ara s aifa &1 o
el T A fhaq a9t d 91t fier SR | 39 Sre JafSy BT UHET WHH b Iqdial
qAT IRTAA Ve 3Tarel & <M # A FHeE TS 2 |

1. 99 1P Iaiel I g | T —
I gRISHL | Ufday 99 Vbs wddig T &1 dl IS afey &1 7or=T gRIATSTHT
@1 H fARre IR A a1 gg s ATl BT AT TR S &I Al & | g ©Y H —

_ Initial Investment or l

Net Annual Cash Inflows C
STafd 1 = yrf™a faf=arT (Initial Investments)

C = a9iffs® g€ Idbs aradig (Net Annual Cash Inflows)
IeeNY & fore, Ife v e = wefF & forw 15,000 w0 fAfvaid &= &1 IR

PR B T 9 W I a¥e Yg AdHs a8 6,000 WUI 4 IU Tb UK B I TG 2 |
;9 HINA PY ISR Irafey fe grfi—
_ Initial Investment

Net Annual Cash Inflows

Pay-back Period

Pay-back Period
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Rs.15000
Rs.6000

=2%Years.

STV ;. Mo fofice B fRw 7oiFl & 39 R faR o) W@ T | v 99 9
T B 8 AT AredT o9 ddb b IS G 3 auf § g 9 8 g | e gEen
U B—

1) #fEl @ @RI 3,00,000 BT

2 T 7iHl & SO fd@g 3TH 4,00,000 T

3 gRdaTNer T 9@ &1 60 uferera @

P

—_—~
~— ~— — ~—

(4 BT & AfaRad ReR @FTd 15,000 ™ &
(5) TRIE &7 Shaddial 8 a9 Td &) & <X 50 URerd & |
9 qul 3§ gl S/l B BT R T 7l $I B SRI? 3,00,000 BRI H AR
B gl B Ty FET 3afd A U IR B g Bl |
gl

Profitability Statement

Sales Revenue 4,00,000
Less: Variable Cost (60% of sales) 2,40,000

Fixed Costs 15,000 2,55,000
1,45,000
Less: Depreciation (3,00,00001 8) 37,500
Profit before Tax 1,07,500
Less: Income Tax @ 50% 53,750
Profit after Tax 53,750
Add : Depreciation 37,500
Net cash Inflows 91,250

Pay-back Period = Initial Investment or 1

Net Annual Cash Inflows C

~Rs. 300000

=— = 33Years
Rs.91250

foRg : o I8 W ® 6 7 &1 %u 78 far S =nfed wife anrd 3 ast § age T8
EISEl

SRV @ e foafies td T 79 &9 9 W faR &= & 8 | S 9d9H # s g
5 1 X8 o ufEaRit &1 Bl | 39 ey @ foy <1 dafoud Afed—v e ) Suaer 2 |
fer=feriRad GaaT & e Ay SR §U U oTMETIdhdT R0l TR SIS —

Machine A Machine B
Estimated Life (Y ears) 5 6
Cost of Machine (Rs.) 80,000 1,50,000
Estimated Additional Cost (Rs.) :
Maintenance (p.m.) 500 750
Indirect Material (p.a.) 2,000 3,000
Supervision (Per Quarter) 3,000 4,500
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Estimated Savingsin Scrap (p.a.) Rs. 8,000 12,000
Estimated Savings in direct wages (p.a.):
Employees not required 10 15
Wages per employee (Rs.) 7,200 7,200
Depreciation is calculated using Straight Line Method. Taxation may be taken at 50% of profit
(net sevings)
g :
Profitability Statement
Machine A Machine B
Rs. Rs. Rs. Rs.
Savings
In Scrap 8,000 12,000
In Wages (7,200x10) & (7,200 x 15) 72,000 1,08,000
80,000 1,20,000
Less: Additional Costs:
Maintenance 6,000 9,000
Indirect Material 2,000 3,000
Supervision 12,000 18,000
Depreciation (Cost [1 Life) 16,000 | - 36,000 | 25,000 55,000
Net Savings before Tax 44,000 65,000
Less: Tax @ 50% 22,000 32,500
Net Saving after tax and Depreciation 22,000 32,500
Add : Depreciation 16,000 25,000
Net Annual Cash Inflows 38,000 57,500
Initial Investments Rs. 80,000 Rs. 1,50,000
Pay-back Period= -- Rs. 38,000 Rs. 57,500
Net Annual Cash Inflows =211 Years =261 Yeas

2. I IHS Jddigl HI g H TOFT —

faf i & o €9 atel A=t aut & e sraafEr @ IR sRWE B @) <R A
e fY Iafey &Y TUHET AR A Aol © NIa WHE Udbs 3f<dial &I <M § | TV e
H T 3@y Bl MU e YATE B I FHI Tb GAADBROT DI UHAT §RT B IR © o d
TH o Gl Iehs Yare g A & and @ ReR T 8 99 | S8RV & oY, U
IRATSHAT 10,000 BRI HT FAFERT &R ¥ Ugel, A 9 TR 99 HAIE 2,000 3., 4,000 5,
TAT 12,000 T BT AdbS 3I<IAIE BT § | 70T FAIHIUT TR W FoRT Adhs qais gax d
AR gy & 3T | PH: 6,000 . T 18,000 . B © | SAGY TN A gER d AR v
& dra § 8l | a8 AFd 8¢ 5 e 9 ¥ A, erale 9uM wy ¥ faRa € ar sfaRad
4,000 (10,000—6,000) & &I Iell GAX dY TH 6,000 . Il & G (4,000% /12,000 & T 12)
e H O B |

SEIERY : U HIfHd HFT 1,00,000 6. Yol dTell U IRATSHT H fIFR—RT a7 IR AR &=
RE 2 | B B yvard fg R W qd @ 9 g & At 39 UBR § —

Y ear 1 2 3 4 5

Amount (Rs.) 50,000 50,000 40,000 40,000 20,000
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B ol SN TR 20 YR &1 &% W AT AR-HR Yg A 50 Ui &l &% 3 forar S davar

g | oreTaf srafdy fafy &1 SuANT HRa g URATST HT JedidT BT |

Profitability Statement

Year | Profit after Depreciation | Tax @ | Depreciation | Net Cash Cumulative
but before tax 50% Inflows Cash Inflows
A B C (A-B+C)
Rs. Rs. Rs. Rs. Rs.
1 50,000 25,000 20,000 45,000 45,000
2 50,000 25,000 20,000 45,000 90,000
3 40,000 20,000 20,000 40,000 1,30,000
4 40,000 20,000 20,000 40,000 1,70,000
5 20,000 10,000 20,000 30,000 2,00,000
20

Annual Depreciation = Rs. 1,00,000 x 100 = Rs. 20,000

o4 Rs.10000 — Rs.90000
Rs.40000
+ 10000

Pay-back Period

40000
2% yearsi.e. 2 years 3 months

JETERYT : 3T oI, T 909 ¥ B R fAaR &R 81 & | a9R ¥ & 790+ ‘a7 qom ‘9
JAH B AN 1,00,000 BRI B | HR ggaTq b= 899 4 &I U soi+ g9 UHR & —

Year 1 2 3 4 5
Cash Inflows : Rs. Rs. Rs. Rs. Rs.
Machine A 25,000 37,500 50,000 25,000 12,500
Machine B 12,500 37,500 50,000 37,500 25,000
el srafey fafdr g1 < 1 fadb el &1 qeaidd IR |
g -
Calculation of Pay-back Period
Machine A (Rs. 1,00,000) Machine B (Rs. 1,00,000)
Y ear Net Cash Cumulative Cash Net Cash Cumulative Cash
Inflows Inflows Inflows Inflows
Rs. Rs. Rs. Rs.
1 25,000 25,000 12,500 12,500
2 37,500 62,500 37,500 50,000
3 50,000 1,12,500 50,000 1,00,000
4 25,000 1,37,500 37,500 1,37,500
5 12,500 1,50,000 25,000 1,62,500
Pay-back Period P Rs.1000000 — Rs.62500

Rs.50000
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=2+ =2%Years

Slw

ot - ot el Safdy fafy & orgaR Wl | & g SRAT |
fofg ATUgUsS : (Decision Criterion) :-

fooeft oIS &1 e Srafdy = &9 B, 98 uRASHT Sdel & e S1ge
AN HI aOdY BR S | gafery O aRAarer & el sraf Suw anfeies SidasdTd
A ge R fFuiRd afteas safy (R de—siin—fawg ®ed 2) A &fde 8rfl 8, S
R ax fear wiar @ | O uRaRl # el st saf e w9 Bl @S9 gH
forar ST ® | 3Md ddbfoud URATSTHTRI &1 TT § A BT ISR @l B T RSP So
BHGE BN oIl ST 2 | e HH ST 31afey drefl RIS &1 gor| e faar oidr 8 @ik
R S o7 # =g URATIARN Bl BHdg fhar Sdr & | 3id ¥ U™ $9.3dfY arell gRAre=r
THd B A S 7

STV ¢ (FH USH HIAN) ¢ U Wad (AT uRadl g O JEel w6 dert
faa=or frifed @ —
Proposal Initial Outlay Annual Cash Flow Lifein Year
Rs. Rs.

A 60,000 18,000 15

B 88,000 15,000 22

C 2,150 1,000 3

D 20,000 3,000 10

E 4,25,000 1,50,000 20

et 3rafy ugfd & 39 URATdl BT HEdE BT |

Ranking According to Pay-back M ethod

Proposal | Initial Outlay Annual Cash Flow Pay-back Period Rank
) 2 ©) (4 =[(2+(3)] ©)
Rs. Rs.
A 60,000 18,000 3.33 years 3
B 88,000 15,000 5.87 years 4
C 2,150 1,000 2.15 years 1
D 20,000 3,000 6.67 years 5
E 4,25,000 1,50,000 2.83 years 2
ISR 3afT & A —

(1) W ZAB! TUMT HIAT TAT FHSHT 98d & Wl & | IE Ugfd BT Gwered, e urd
T o4 ofad ® IR ST 3 Sifeel UAfRRT & ST & AFadT Fel @, gRT 3191
ST FE 7 | gTive Ud MRar # faeh fafarT @ ariemear & qeted § g4 fafy
BT IEATIT W AT 1T 7 |

(2) B9 @RI : 3 uRwRd AR, forH favelyes & 99 g S0 & IUIRT H 9T ANTa
A B, @I o # I§ HH ARTaRS O g |
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(3) Abe HHN arell Rl & forg AEgAyyl ¢ T e @ A Refey s W g 7
I IHY ST orafyy fafYy srca=d SuIrh Bl § | wife v uRRefy § s faftan
WRATd BT Rra Fgreer | faf s ard fean age 8 9a, mafiedr € ol €
39 dXe Ig fafd dReTaT SauReT 8, IMeTIdhdT JTUROT T8l |

(4) TErAT BT WY : W ST RH dob-a] Gafa 91 aoft | Bidl ®, a8f 7 & el
BT W AP AT § | 3T 81 Sol URASHIR DI AT ST 2 e (Rl smafd
T H FH BT |

(5) SR\ & S : fawga o1t & srerl oAy fafyy SIRew & Y AR &Rl & | FH . SEREN
srafdy arefl aRaATSHT 3rftrw 3rafdy arell uRATSHT & o # HH SiRgwyel Bl § | 5
TRE HY ST Faf A gRATSAT BT FIRGH HH &1 1 Ahell & |

TG Iafer & FHN —

(1) gRAST @ AMREGAl I SueT : I8 Al IRAISTT @) aMEEIEaT & Hedthd T8l
FRAT | T8 Dael URATST H T AN Bl IGell W B 9o <<l @ | Sidch fqanTear o
AN agell @ 918 & B & | gl Agl | Bls W AfFRied dad goinag g & 99
I @ forg & fafranr 98 oxar) &0 f e & (31) g9oi @) g don (@)
AMETIHAT o IR &R & ©U § aad f6ar ST 8, a1 9% deg 2 | 39 fafy § gom
J&I Bl & SuF T Gl & | UG fedig oeg @ sigeerl @) Sl & | S9fY U o9
fafsr &1 ABERT HART & ©U § FEISd B ST 8, Fifdh 399 A%l & MHR &
IO IR B Il WR B g faar Sren 2 |

(2) RN AW & IS I ADbS AqarE! B SUE : 39 AT & siwta uRare & Tt
JApe fdafel R faar =21 far Sirar i errfl safy & uvarq & Jee siqaiar &l
Bre 3T STaT 8 1 SSRRV & fofY, Ua R & |HeT 15,000 © H ARTd @ &1 7l &
%9 31 faded 21 yoM A9 9 5,000 $U Af¥EG M 9 99 d% BN @i gA
HI 3 4,000 WU YD I 5 qUI Tb I | A @ A B SFTAR T HIA
BT Wd AHA ST Rifds g QT 3@y 3 a9 2 STafds g &1 5 av | fbeg
<A 7fE ¥ @t o™ 20,000 % (4,000 X 5) BT |

(3) AP Aqaiel B AMHR T4 GHI & Suer : 39 fAfy & fafr=r wwat od fafrs ammert #
Ui s JJdaisl § Pig R el fhar Sar i afe ve gRIe1 UR™ & auf |
e g Sif~TH gul § HH AT THRI URATSHT UIRS H HH TAT 3T H Afed Adbs Afoid
PRAT & Al PH IS AT B MR R 0 PRI BT Fhal &1 SR & oIy,
3l ORI 3 den ‘T e URMIe AffRT 15000 © 8, & bs iddis T
e Ay fre yeR g —

RIS ‘37 gRIATSHT ‘T
J=arg SREIR J=Idig
1 4,000 4,000 11,000 11,000
2 5,000 9,000 2,000 13,000
3 6,000 15,000 1,000 14,000
4 2,000 17,000 3,000 17,000
gAY 3rafer = 3 9y gAY 3rafer = 3 99 4 AE
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QU SETER0T H FHH ASRAT afy arelt uRATT ‘or i aneTd T B
Safe &fdd Sl arell URANHT ‘T BN Wigd PIAT AGE AU BAT, Hifh
RS @ # 9o a¥ § & M AN &1 75 U 99ge & ST § i AR
A H Bdadt 27 UG B age BT & | ok 39 A ¥ fivW ) ¥ M R eae T8
ERISIS

(4) APps IITATEN & TAFH g DI SUET : IEREN @A H FE AT A 7 5 faf ast A
T B dTell JAdbs A & IAAM oI FAM © | Sidfd 89 SIMd © b Td w9 & ol
A oI €, 98 TP a¥ 3T T 9Y 915 AT gl $U A 3fd BT | sfore. 5
fafey & JAdeHeT BT FaAT B T 2 |

(5) Uoht amTa @t Suer : 39 fAfy 7 uRaeHT w R goh & arrd @ WY rageT @
S 21 §9H U UHR W I8 AF forar Sr 8 6 20,000 . @ gRASHT §RT S
20000 ®. @I B IO N T SR GO B BIS ARG TG B B freg fed
AARS T Bl Yol qud § Sueel 8! Bl | galelg 20,000 . &I GRAGHT W
AT BT SERAT Ay Ay & AR 7 Hadt 20,000 . & GGt FRAT 7, dfod 59 Goil
R I ANl (Yol daNTa) W g HRAT 2| AfS gRASHT | gHE. a9 H 12,000 B, qAgT
fgdia ad 7 8,000 %. Jwe T B O 39 AT | AW gl A1 &1 M fhg It wH
goll IR 10 Yfoerd arfies <ot <l &1 A §9 &1 981 & 3id H 3,000 ®UY B AaeIhd]
3R Erft R®) 7O 39 UdBR & T8 & —

GAl Hele el 10: $d < R RiPps Jqars 3ed N
20,000 2,000 22,000 12,000 10,000
2 10,000 1,000 11,000 8,000 3,000

39 gpR W B & gy af &1 Adhs efdalg 8,000 . & g9 11,000 . B9 UR Bl
qRIfde ST agel 8 bl & | fbeg el @y fafr &1 3,000 %. ®1 yg AR &1
IY B gs %8 WAl T |

(6) sif¥rmaw e @ & A Bfed : Ua & oy tah iffdad Wierl Iy srerrfy
A fd MR R HA aRISHT &I Wiad w1 &1 oy forn S |, FeRor
AT BT & | SD 1Y B AT SR 81 & T |

fafer &1 Sugear

ITYad AR & MR TR R G & AR foram war fofg sgfaa gmm | fog g9a
qrac[e I fafty for oRRefert # aifdre Suged &t @ —

o TIRIAGHT &I AN JolIAD WU I BH © TAT Aeddied § qof 84 I © |
o I B UNT By WFT 2 do ifafRad oIy Ui &R &1 JFIdT 3NaT 59071 Tl © |

o TEN WA FI AHS 370l &Hdl HH § dT IRASHT & oIy Yol Saver o | @l T3
& T YA sreq afyy # frar ST 7

o U URIATTATY e Nenfiies Ud daie) fderg & SR yaferd 8 S &) F=Id-I
I & T Ay & Sugem w2 wife Afia afr R e age =@
AT B SIRGH I B PH B G & | TS BRU 2 b RS § ggEeae
HEfl 59 fafy & R w® fafanr ol od 2
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IER—3m@fe § guR

el 3rafy fAfdr & fawgd ARt & BRI gH@] STYad HHAT I R H1 & oy 39 Al o
B IR fFI T 8 o 39 ISR T —

1. IERAAT SEfY & UTER ArRYSAr B TOMT —

ORI 5 9 gaear T 7, el srafy fafyr # uRasrr @ serrht safy & uvang
P JAbs IMI B ARl BT Wl 2 | 399 I8 Ay gRAST &) aImeraedr & S T
BIhR ddel IRl B Sird & I8 Il & | 31d: 39 BHIl d R &3l & forg At aRarsaii
BT ICRAN AT & YA B T ST Bl B 30T BT TMOET B G B | 39 GHT B
< af ¥ Adps FRARY geg &1 W affferd o= foran Srar @ | 59 aRaren o srerr
Ay & TN B ot FAfdd ERfT IH URAISHT BT Falad AMT SQT | ERA Jafy &
TTAN B AMGRIGAT HI MO 7 JHR @7 ST Fahdl 7

Post Pay-back Profitability = Total Cash Inflowsin Life— Initial Cost
Or = Annual Cash Inflows (Total Life-Pay-back Period)

In alternate formula, the amount of scrap value and working capital released will be added.

JEIERV : A QT T8 D URAHT & oy (31) QRAdT @iy, qer () el @fdy & uvarq
AMERIGAT BT ITOET BT —

Rs.
Initial Outlay 1,00,000
Annual Cash Inflows (after tax but before depreciation) 20,000
Estimated Life 8 Years
gl :
(i) Pay-back Period = Initial Investment = o4 Rs.100000 5 Vears
Net Annual Cash Inflows Rs.20000

(i) Post Pay-back Profitability = Annual Cash Inflow x (Estimated Life — Pay-back Period)
= Rs. 20,000 x (8 —5)
= Rs. 20,000 x 3 = Rs. 60,000
= Tota Cash Inflowsin Life—Initial Cost
= Rs. 1,60,000 (20,000 x 8) — Rs. 1,00,000 = Rs. 60,000

IeR : Awy foffice U 0 #elM @ %9 R faR &R R © S f$ W gRT B S aretl
fearell @1 afl | T Jur ) defeud uforey © | A Q1 TR o ¥ AMerdhdr faaRor
JATSY 3R MY (31) MERAN @fdy fAfdy den (@) errfl @fd Ify &y amMusar & MR
R fFg gfaey &1 ST el |

Machine A Machine B
Estimated Life of Machine (Y ears) 5 6
Rs. Rs.
Cost of Machine 1,50,000 2,50,000
Cost of indirect materials 6,000 8,000
Estimated Savingsin Scrap 10,000 15,000
Additional Cost of Maintenance 19,000 27,000
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Estimated Savings in Direct Wages :
Employees not required (no.)
Wages per employee

150
600

200
600

Taxation isto be regarded as 50% of profits. Ignore depreciation for calculation of tax.

gl :

Ranking According to Pay-back M ethod
Particulars Machine A Machine B

Rs. Rs.
Estimated Savingsin scrap 10,000 15,000
Estimated Savings in Direct Wages 90,000 1,20,000
Total Savings (a) 1,00,000 1,35,000
Cost of indirect material 6,000 8,000
Additional Cost of Maintenance 19,000 27,000
Total Cost (b) 25,000 35,000
Net Saving before tax (a) — (b) 75,000 1,00,000
Less: Tax @ 50% 37,500 50,000
Net savings per year (after tax) 37,500 50,000
(i) Pay-back Period= Indlt_laJ I nvestment
Savings per year
Machine A = Rs150000 =4 Years
Rs.37500
Machine B = Rs.250000 _

Rs.50000
Hence, machine A is recommended.
(i) Post Pay-back Profitability = Total Savingsin Life— Cost

Machine A = (Rs. 37,500%5) — Rs. 1,50,000 = Rs. 37,500
Machine B = (Rs. 50,000x6) — Rs. 2,50,000 = Rs. 50,000

Or Savings per year = (Total Life- Pay-back Period)

MachineA = 37,500 (5- 4) = Rs. 37,500
MachineB = 50,000 (6 - 5) = Rs. 50,000

2. 9o 38T ISRFT I[afey —

el safy fafer § g w9 &1 |99 &9 fQrRAfl sm@fy
T § | fg dd—aNSe SRRAf S@afy # I8 AFy oar ® & udd
Ry oo g @ R W, afy nmawgdar &1 1, wWfa @1 991 o7 9adar 2| gafery
JAI—3T1IC TGN Ay BI TUMT & forg &H b YdTe Td JFARMC Hed QT BT U A1 ol

BT |

&Il
g

C

2, S9aT TIq fear
& o H 9qufq @7



Yar Annula Cash Cum Cash Residual Value Cumulative
inflow inflow Total 3+4
Rs. Rs. Rs. Rs.
1 2 3 4 5
1 16,000 16,000 15,000 31,000
2 16,000 32,000 10,000 42,000
3 16,000 48,000 5,000 53,000

IR IR F e g P doi—3Mse Sl gy 2 99 8 O ATa= ®U I IAdhiold. T T
A 25 99 ¥ HH © | Ig A I8 TG B Fhdl © T8l R GHIfadl b1 e aoR
al |

3. IR IEfY JHHT B TET —

areraifY safy # fafr= aul &) ool & THY BRG R &4 Ter fodr o | arer €
IRISHT BT ATISTIHBAT BT AT B B {0 YITT S BT T0ET W A8 DI S | 59 HH Bl
W A & U JRR—3mafy el &1 IO @ SRl 8 | ST rafy & gmH &
fAfraTT R I FHRINTT ™ &% Bl § | GRS Tied & el H SR 3dfel BT GebH
JIETd H YA Bl AMYEAT &R B A & |7 59 GeBH Bl U dl¥d Adbs YdTE B IR0
@1 ot fAFRITSa T &1 91T SHR [IH 100 F M R B Okl © | GF WU H

Annual Cash Inflows

Pay-back Reciprocal
I nvestment

X 100

Or
A

Pay-back Reciprocal -
Pay Back Period

X 100

ISR : b oAU, 10,000 . AN H GRASHT F 5 99 TP 2,500 H. Abs A=qdig & dl
eI Iafd FHH (2,500,/10,000 -7T-100) F 25: BRI | ST SQTERVT H QAT 3@l 4 a9
(10,000 2,500) BRT TS BH 1,/4 AT 25 YRR BEM | J&I RIS B ‘dAM™USdl &%
I FHI—FERINTT I g% BN 39 fafr &1 U dddl FaE dbs Iiddial e uRATSHT
BT SiaT BT HH—I—DHH JSRIAT @ BT T 8F WR 1 fbar I FabaT o |

AGiHT I &% fafy

Accounting Rate of Return M ethod

g Al “oid gy &) Ay 9 @l 8, difd gdD! 701 BTy Aaedd idbs
TGP [AaRu F & fo) 9| © | 39 |EReG T ) A @ ded 8 wife sad
fafe=1 aul | v fqaTET & IGHT oI & AR BT & H ] M Sl o |

T U << fafr &1 yanT fafanT sRaral @ Am™Uedr &1 "9 Bk & forw fear
ST 2 3 fafd § sfaa a1 ml (@R uwarq) o7 fafanT & ufera # e fear simar 2
T4 3ED! TOET H o AT YRS fafrnT o forar Srar 21 99 a8 R ) g wEdrd
g 3R o9 s9@ AT B forv i faferanr @1 Suanr fewr Sar § 99 eiNd e o)
Pl & | I 3BT URAYT & W H qdad dg) 8 Y W sl o id arfie
Al (BR gEq) | A FAFRERT &1 ¥R <) @ S ', s forw e g3t &1 uanT
fpar I |Apar ® —

1. g RFENRT ® T R —
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SHG A AT T &R D T0ET gRAST ¥ S 8F drell a9 g
M H ‘3frad AT IR &1 W TaR S 100 F O TG B A 2 | GI WY H —

o I IR I BN & UTA & oM oI & —

Average Annual Incomeafter tax and depreciation

ARR = x 100
Average Investment
afe aiffe Adps dlE fo =81 —
ARR = Average Annual Cash Inflows— Annual Depreciations % 100
Average | nvestment
o It RAIFRINT @ 9a aFTd &1 SUANT fhar Sar 8 —
ARR = Average Annual Incomeafter tax and depreciation % 100

Original Investment

gferReIue URATSAIST 1 G901 H AT UIR &% DI T0ET R FHH D W R T4 70
T & HROT 9] qfd 3ol d B drell gig @l [T H HdgcAs AT @1 ga A
3T IR HT 9FT Q@R B AR & | gF ©Y H —

Increasein expected future annual net earnings
Increasein Average or Initial Investment

ARR = x 100

g arffe M’ If¥ &Y TUET Jbs Ydie UR IR T BIP} @b Rigld UR 3MEnRd
B B | 3l gg I Marem & forw 99 a8 &) 9Ra o ud el &1 |fnfora faan
SITAT 8, 918 S Db UdTg BIdT 81 AT F8l | I8 Hx uvalq M & ! oMy o § 9
fody o fafr 4 &7 o1 Fpal & —

o URIGHT & Silad BIaT I VAL T AT & IRT H SHdd BTl BT 9N b IAd
B g T @Y T HR ol Ol & |

o X fHA uRIGT @ urg wwifad oy o) auf & forv wqH 8, 99 a1fYe Mg &
AT AT T |

o IR TIffH AFe yare R B @ o@i® o # uRafda &7 & fog affs s o
I3 (e Rar ugfor WR QmenRa) @ 'er <A ARy |
Siraa AT gRf & q Sifvaw s Yol & 3id BiaT 8 | 39 ford U® a9 & UR™ g
3T H AT Yol Mdblcidy SHS! 3Fd A &R ol oIl 2 | fbeg, Al a9 Tl foe fafdr
A T SR Al - fARRT @1 o e H | M i g3 | @ S gadl © —

Average Investment =% (Initial Investment — Salvage Value) + Salvage Value

Or
=Y (Initial Investment + Salvage Value)

37d: 3iRIT U &R BT G 39 UBR © —
Average Annual Incomeafter tax and depreciation
% (Initial Investment + Salveage value)

ARR = x 100

HN Hf aRIS & URPE af # faRed wriele gofl @ mavaddr B § S dad
RIS & SHaqdlel & T # & Jad &1 off §dhdl 3| gaferg sifdRed Ioi @1 ag iy
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IRATSTT & Sfa-dhTel § B S 8 | 31 39 SWRIGd dRid I 0T a1 78 iga i § e
<1 AT | a7 A 39 UHR BN —
Average Investment = (Initial Investment — Salvage Value ) + SV+NWC
Or
=Y (Initial Investment + Salvage value) + NWC

SR BERVT © B &l AN @ Ay Ard gy Are <) U8 e 9 Sd di-anT
TOET BT

Fund average investment with the help of the following information assuming straight line

method of depreciation :
Initial Investment Rs. 30,000
Salvage Value Rs. 3,000
Working Rs. 6,000
Expected life of the project 4Years
Bl

Average Investment =%z (Initial Investment — Salvage Value) + S.V.+NWC
=% (Rs. 30,000-Rs. 3,000) + Rs. 3,000 + Rs. 6,000
= Rs. 13,500 + 3,000 + 6,000 = Rs, 22,500

Or
=Y (Initial Investment + Salvage Value) + NWC
=14 (Rs. 30,000 + 3,000) + Rs. 6,000
= Rs. 16,500 + 6,000 = R.s 22,500

ISRV : U YRIAGHT S ANTT 15,000 F. JAT JARTE T 3,000 . o | 39 B Ud PR A
gd YA Ul aNT H 3 BT YdTE AT 3,000 %, 3,600 .; 4,200 % 4,800 . AT 6,000 . T |
RIS & oy ofd eI &% @Y UL I8 A/ §Y B MR &Y &% 50 Uferd ©
qAT B AT AT uga ¥ emforRad fham Sir 2 |

Calculation of Avrage Rate of Return

Y ear 1 2 3 4 5 Total | Average

Rs. R.s Rs. Rs. Rs. Rs. Rs.

Income before
Depreciationand Tax | 3,000 | 3,600 | 4,200 | 4,800 | 6,000 | 21,600 | 4,320
Less: Depreciation 2400 | 2,400 | 2,400 | 2,400 | 2,400 | 12,000 | 2,400

Net Income before 600 1,200 1,800 | 2,400 | 3,600 | 9,600 1,920
tax 300 600 900 1,200 | 1,800 | 4,800 960
Less.Invome

Tax@50%

Net Invome after 300 600 900 1,200 1,800 | 4,800 960
taxes

Book value of Invest.
; 15,000 | 12,600 | 10,200 | 7,800 | 5,400 | 51,000 | 10,200
Beginning 12,600 | 10,200 | 7,800 | 5,400 | 3,000 | 39,000 | 7,800
Ending 13,800 | 11,400 | 9,000 | 6,600 | 4,200 | 45,000 | 9,000
Average

Average Annual Income after tax and depreciation «
Average |nvestment

ARR 100
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Rs.960 «
Rs. 9000

100

= 10.675

Or
R = _,_AverageAnnual Income % 100
Y (Initia Investment + Scrap Value)

_ Rs.960 % 100

% (Rs.15,000 + 3,000)

Rs.960 «
Rs. 9000

100

10.67%

QSR guirTe ferfics ua gRAmHT fa @rmTd 5,00,0000 %, 8 # fafRieH &9 w®
IR &R BT 2 | AT SafRe o T € | IR $HI.&X 35 UM & | S AR &
forg el Y7 & ugf AT € SR wRaIfad uRASHT § @l 4d b UdTE $9 UHR & —

Y ear 1 2 3 4 5

CFBT (Rs) 1,00,000 1,00,000 1,50,000 1,50,000 2,50,000

FeIRoT BT — (31) IRl em@fey fafdy; Jom (@) of|d U &% |

Cash I nflows

Year 1 2 3 4 5

Rs. Rs. Rs. Rs. Rs.
Cash Flow before Tax 1,00,000 1,00,000 1,50,000 | 1,50,000 | 2,50,000
Less: Depreciation 1,00,000 1,00,000 1,00,000 | 1,00,000 | 1,00,000
Profit before tax - - 50,000 50,000 | 1,50,000
Less: Tax 2.35% - - 17,500 17,500 52,500
Profit after Tax - - 32,500 32,500 97,500
Add : Depreciation 1,00,000 1,00,000 1,00,000 | 1,00,000 | 1,00,000
Cash Inflows 1,00,000 1,00,000 1,32,500 | 1,32,500 | 1,97,500
Comulative CF 1,00,000 2,00,000 3,32,500 | 4,65,000 | 6,62,500
() Pay-back Period -4+ Rs.5,00,000- Rs. 4,65,000

Rs.1,97,500
=4+.18=4.18 Years

ARR Average Annual Income after tax and depreciation X 100

Average |nvestment
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— Rs162500/5

————— X 100
Rs. 500000/ 2

_ Rs.32500
Rs. 250000

IR PSS

AT 9 Gt I $ Ud <Aad ) FIREd R Jd ® | 91 R 89
FATH R F BH U™ R <Al 8, S© A BR B fIAT ST 7 qA 3IH JAT I
arell aRATSTT BT Wihd B form STl € | 3 IRATSTRI B &2n d |9l aRAroTall &l
U &R ¥ IR RIS AT IaRel 9 # fa=uiaa - foram SR | deaeenq difea =gad
U &) Y $H AT UAT dlell URASTAIRA Bl JRaIhd fhd SR G213 &R drel!
RATSTHIRAT # YTAfAddT & MR R 999 &R folam SIRAT |

IAd T = fafy & o

(1) wRear : I8 fAfY 99 vd e R @) 3fic 9 9gd WX 21 S9H TuET ufdar o
A 2| 39 oigid 9B A B g fhar o1 FobdT 2 IRATST & b Ydrel & forw
P UPR & AHRASTT Bl JAIIHIT 8T B |

(2) fafarT @Y aryear @ s Af # fafsarr o amw gear W e fear Smar @ qen fafn
J U | 9uT b ol R o fhar SIar 2 9efd el afy @& 91 a1 M @I

& 8 YT ST 2 |

(3) sSfra fAvlg : 59 A # i U <R Yol dFTd &1 gl dxka [AfFRRT uamal &
T H ol e & form o |dar ® |

NG IO X BT A
(1) 999 HRS & S : AN A fAfy o7 axeg ug fafy f ffr=s aut &1 g afyr &

JIHAM o R IR 78 SRl | arad H A= aRIeRil & gorricds eaae & oy
9 R AfAw & Al 99 &1 3 BT adq Hed S BT A2y |

(2) AEiHT AP BT SUANT ;39 O H g R @ TvEr & v oaiee faaRo gRr
gefRfd ol &1 wanT fhar e @ S b aRASHT | Ut 89 arell 8l bs waral
BT GE ®Y T8 B |

(3) SFua geI <X &1 FERT $fod : e W e gAaq yg &) MREd aR ordl § |
9 XU $F YA dTell URATSIS BT 3dIqd B &7 ST & | FG8R H 39 ISR Bl
ATH TR BT ERT BT 7 |

(@) aRAST Nadrad P sfaeaT - Ife A aRAST & SNaddra &1 sragaT el 8 |
TP 3Mfd Sfaq arell aRATSHT &) 3iad U &% &H Silad el RIS & FHE 8
ST B 31 3T U ©) @ MR R Gl IR G 8RN STafds &H STt dref!
RATSTHT B T # 31 Sia arefl aRATSTT TSR @ SIRAf |
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SUYFI] : SuYdd  BAAl B B W AT STEfSigT drell aRATSTHSl & forg fafer 1 ganT
IRAdT O fhar 1 godr & | g9 ifafRad g faff T | i erei=t &t el
T 1 FodT 8 d9 59 Y 9 9119 U™ R & IR W) ) |el ok forar S dahdr @

ISR @ SIEQR HeAT o /i, R wwfad wee e i T 30 9 9 e 7eiE B

B R IR B WS g —

Machine X MachineY
Estimated Life 3Years 3Years
Capital Cost Rs. 90,000 Rs. 90,000
Earnings (after tax) Year 1 40,000 20,000
Year 2 50,000 70,000
Year 3 40,000 50,000

T B B AR @ ugfd Al & F UBR @ FRiAl BT [T Hed I 7

(37) SR rafer fafdy; derm (4) iFd IR &R & JMER WR AT orys Al adqsd |

Bl
Calculation of Pay-back Period
Year EAT Depreciation | Cash Flow Comulative Cash Flow
1 2 3 4 5
Machine X Rs. Rs. Rs. Rs.
1 40,000 30,000 70,000 70,000
2 50,000 30,000 80,000 1,50,000
3 40,000 30,000 70,000 2,20,000
Machine Y Rs. Rs. Rs. Rs.
1 20,000 30,000 50,000 50,000
2 70,000 30,000 1,00,000 1,50,000
3 50,000 30,000 80,000 2,30,000

(i) Pay-back Period

Rs.90000 — 70000
Rs. 80000

Machine X = 1+

= 1+ .25=1.25Years

Rs.90000 — 50000
Rs. 100000
= 1+ 4=14Years

MachineY = 1+

Average Annual Incomeafter taxand depreciation
Average | nvestment

x 100

(if) Average Rate of Return =

Rs.40000 + 50000 + 40000/ 3
Rs. 90000/ 2

Machine X= x 100

_ Rs 43333

=———— x100=96.3%
Rs. 45000



Rs.20000 + 70000 + 50000/ 3 «
Rs. 90000/ 2

MachineY = 100

_ Rs. 46667

Rs. 45000

JETERYT - (Ffeemu« RS © 8: 99 Yd 1,50,000 . H WRIET g U A &1 RIT Hod

90,000 . B | UR™ ¥ ST Y&UT Siiad HIel 15 99 del FRART Jeg I o7 | U A5 A

A f9®H! AR 2,50,000 . B, 3Tl 9 a9 ddb YR NGl H 30,000 . dMf¥d HHI

gl | R WA BT 50,000 . H AT S AHAT B | S HH BT FIRARYT oI 25,000 F, A

8U 9 aY¥ & Siigd drel H AR Y@l ugfd 9 R fhar S| SRl @ R BN SR 55
gfererd 2|

gfe gifesd g <= 10 URerd & a1 1 gRET 70 Br ufeenfua faan S | 2 |

x 100 = 103.7%

g :
(i) | Cashoutlay or Incremental Investment : Rs.
Cost of New Machine 2,50,000
Less: Sale value of Machine 50,000
Net Cash Outlay 2,00,000
(i) | Net saving in annual income :
Cost Saving 30,000
Less: Additional Depreciation :
New  Depreciation = (2,50,000- = 25,000
25,000)/9 = 10,000 15,000
Old Depreciation = (1,50,000/15)
Saving before tax 15,000
Less: Invome tax @ 55% 8,250
Annual Net Seving after Tax 6,750
ARR = Average Net Savings % 100
Average Investment
Or
ARR = _ Annual Net Savings % 100
Y2 (Initial Investment + Scrap Value)
_ Rs.6750 % 100
% (Rs. 2,00,000 + 25,000)
= MX 100 = 6%
Rs. 112500

faof e oy <) (6 ufierd) 9ifsd ueima &) (10 Uferd) | &9 8, o1 Wl &l
gferefia w81 far S anfey |

SR : (FH UG BN - feifed fa9w uxaral wr oiNd U R ugfa W SHd!
ANMETIRAT & ATAR BHEG DI |

Projects A B C D E
Initial Outlay (Rs.) 25,000 3,000 12,000 20,000 | 40,000
Annual Cash Flow (Rs.) 3,000 1,000 2,000 4,000 8,000
LifeinYears 10 5 8 10 12
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Ranking according to Average Rate of Return M ethod

Project Initial | Average | Life | Annual Annual Net % Rate of Ran
Outlay | Investm in Cash | Depreciation | Income Return k
[(2)+2] ent Years | Flow [(2)(4)] [(5)-(6)] | [(7)+(3)]x100
) 2 ©) (4) ©) (6) () (8) ©)
Rs. Rs. Rs. Rs. Rs.
A 25,000 12,500 10 3,000 2,500 500 4 5
B 3,000 1,500 5 1,000 600 400 27 1
C 12,000 6,000 8 2,000 1,500 500 8 4
D 20,000 10,000 10 4,000 2,000 2,000 20 3
E 40,000 20,000 12 8,000 3,333 4,667 23 2
g& 99 g faf

(Net Present Value M ethod)

fafrTo™ wRamal & Heuied @l I8 garw Afy ¥ feeg g9 fofy &1 v S wm
frar STar & 99 yew g R R yam @ R Ugd ¥ 8 fuiRa ) & 9nh 71 e
R gwE & gg ad9m qoa (NPV) 9 IR ERT &1 Yofl oFtd W 3fusTRd
(discounted) wTdl RIS, FqAlal & aaHM oI TAT AUdbs. dfedial & aod e I <R o
gl Ak Aws. Ikt g yxaifad fafamT o (g aw) § @ e oiar 99 e
IIAE Hed RAdbs. If<Iaisl & dadd Hed & INT UG URME AR @1 iR BT 39
YR, ‘Y& adH e DI TUMT JAbs. IHddis]-® IIHAME eI & IR H IAdbs, dizdial b
JIHM oI BT TSIBR I ST B, Sidid f<idiel-Qd afzaisl & |l &1 il ard & Jod
geT TR 9 Bl BT SRl B 17

Y& T Jed 1 o fafer (Computation Procedure for NPV)

YE T eI B IO & fory AfeIRad ded ISR SId 8—

(1) gATH YA R BT RO Vb, garel b1 AU B4 & oy =aral &l {AaH &R Bl
I HRAT AMRY | A TE AT BT Yoll a2t § off {6 a8 <aw ) 8 e
faferireTes dvern gRT yRTfad fAfFR—INT UR 1Sl 1 STUelT Rl 2 |

(2) Aps. 3ratel Y9 dfFatel & qau Hed B VAT RAGH T &R i Yo AnTd @
TEIAdT W AFS. Idiel B IIHAM oI dAT Adbs. diaidl Bl aadd qed gd faafd
JCCTHRY ;HUda-IeoIyasg Uhdl I BT Aoy | gRASHT 3§ faffarr wiifes 99 & greT o
forar Sirar 2, gafery sa arTa & adae qed 2| feg IR-IRERETd Ade. dfzatel # 91 @
Iut & e, IfXatel BT IdHM oI ST &R BT VAN HRd g fhar i 2|

(3) gg gaa™ @ (NPV) @1 0MT : e, qdisl & ol 9a9 o a7 Adbs. diedisl &
@l A I BT IR S DRAT AMSY I8 AR &l Yg Iqdr qed [Becg 8l & | SHb]
T 9991 3 &1 YA e 1 AT S Sdar € —

NPV =242 S 4 & G|
(+r) © @+r)?  @+r)" o (@+r)"

afd; NPV = g ada gea (Net Present Value);
C:C, Ch=naul & forw Aws. araare (Cash inflows for n years);

| =Initial Investmet
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r = yRf*a fafamT (Discount factor or interest rate);
N=9eI X IT ol <X (number of years) |

fewoll : geR H IdAM Hed B AT IUATH G B FEar 9 A8l B o], dfed g9 oy
TIR @1 g8 =HAGY CATH SgaRR Bl SUANT AT ST 81 3 AROE! N 99 S @
=

IeXl (lllustration) : U URAGHT &1 Y& Ia9 Hed A0 diord s fg 25,000%.
R RIS @1 eraedddr & a1 [ 3 981 9@ Ui ay 12,000 &1 Y& Jdbs, A<dE
BT BN BT AT 8 UReid 8 | BIg 3rafde Jou 98

T HUI B GBI BT 3 9§ & oy 8 URIR @ R R 909 oI 2577 B |

Find out the Net Present Value for which a project requires an-initial investment of
Rs.25,000 and involves a net cash inflow of Rs.12,000 each for 3 years. The cost of funds is 8%.
There is no scrap value.

The present value of an annuity of Re 1 for 3 years at 8% per annum is Rs.2.577%.

gy (Solution)
Calculation of Net Present Value
(i) With the help of formula:
NPV =G Gy G )|

@+r) - @+r)?2 - @+r)®

Rs.12,000 Rs.12,000 Rs.12,000
- + 104 3
(1+.08)  (1+.08f " (1+.08)
= Rs.11,112 + Rs.10,284+ Rs.9,528 — Rs.25,000
= Rs.30,920 - Rs.25,000 = Rs.5,920

] —Rs.25,000

(if) With the help of Present Value Tables

Y ear Cash Inflows P.V. Factor at 8% Present Value
Rs. Rs.
1 12,000 0.926 11,112
2 12,000 0.857 10,284
3 12,000 0.794 9,528
Total Present Value 30,924

Net Present Value = Total Present Value — Initial Outlay
= Rs. 30,924 — 25,000 = Rs. 5,924

With the help of Cumulative Present Value Table (Annuity of Re.1)

Rs.
Present value of cash inflows (12,000 x 2.577) 30,924
Less: Initial Cash outlay 25,000
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Net Present Value or NPV 5,924

The difference of Rs. 4 in both methods is due to approximation.

e (llustration) : (R—IRFR® Ads. raaie) &Iy W aRASHT Werd T8 7, afg amy
10 URIRIT 71 81| Yo a3l & Adbs. dfgdiel & A1 Adbs. f=<rais - & gU 5—

No project is acceptable unless the yield is 10%. Cash inflows of a certain project
alongwith cash outflows are given below:

Year 0 1 2 3 4 5
Outflows (Rs.) 1,50,000 30,000 - ] - ]
Inflows (Rs)) - 20,000 30,000 60,000 80,000 * 30,000

Ured ay & o W IR H& 40,000 %. & | Yg a0 Jed DI TUET DI | 5 a9T & fory
T wYY BT 10 YRR 98T &% W IAH oI HA: 909, 826, .751, .683. T 621 T |

gcl (Solution)
Calculation of Present Value of Cash Outflows
Y ear Outflows P.V. factor at 10% Present Value
Rs. Rs.
0 1,50,000 1 1,50,000
1 30,000 .909 27,270
1,77,270
Calculation of Present Value of Cash Inflows
Y ear Cash Inflows P.V. factor at 10% Present Value
Rs. Rs.
1 20,000 .909 18,180
2 30,000 .826 24,780
3 60,000 751 45,060
4 80,000 .683 54,640
5 30,000 .621 18,630
5 (Salvage) 40,000 .621 24,840
1,86,130

= Total Present Value — Initial Investment
= Rs.1,86,130 — Rs. 1,77,270 = Rs. 8,360

g AURUS ¢ g adae g Y & ervta afe uRAeT @1 e g9 B Al S
e fHaT ST 8 T KOS 81 1 SRR fHal ST € | IRER 3Udel| gRATSTRIT B
SIMH A UaH fBY St € don 79 waE & YE T Jod ffedhdd 8 9 yrfiedr €
AT & | SRS H[g IaA Hod dTel URKITd bl Q0T ®Y ¥ 3RAIGd B o1 @12y |

Net Present Value

Y€ T g fafr & @™ (Advantages of NPV)

(1)  wvgol SNaq I @& @™ - 39H T Wit @ gfie 9 aRET @& R Sfiad &rat # ura
Mt WR IR far ST 2
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(5)

H9G HRES P AT : 399 3T WG & FHT HRE Pl Sfod Fgd faam S 2| I8
fafer &1 ugE o™ § ifh IR S/Efd Ud fid U &) H $9 BR$ UR &I e
fe=m S 2| 9ol B A S Srf@Tel vl & fog wataw fafer aaemn 2 |

AHdH Hedl : I8 Ay aar wifal & Ifdehdy deaor & S F Hel @il
Hifh UBel oRITbT ATl b Iold dhs. YTl IR IMTRT 8 |

A 3ol B T H SUYH - I8 A aRIe & g &1a 9 AN 3fiAi B
M H N IS 7 i aEioa g Iy @ o § s gedr & AT 31w
Bl B |

ARG AMSRIGAT T JAT - S A Silaqdral 9uT Ids. Jiddish & |Har
arell aRATSTIRIT BT ATUfEd AMRR—IGAT Bl JoldT Bl S Favell & |

Y€ o9 Jea fafr & I (Disadvantages of NPV)

(1)

@)

I ¥ $fAR : 39 A $1 F9s vd WA B H WWRErd fafedl @7 g o
AT BfSATE el 2|

Iofl arra fFeiRer § wfes - s Jae ol @ e gafeiRa ) o e
AARIEE Yol @ dFTd B8kl 8, W derd &G 8 foeg dol amra &1 et fefor
Al Q-3 H Udh AR B |

fafter arTa Tl uRAoERT # suge - fafte fafam Rmt areh aRarsmett @
AT PR W FAGIE Bl e bt FebaT | Ife fpef aRAreTm 7 afferep At @1
MG JHAT BT & AT IA NP Y& aaa e B R | I T2l AFT e |

SHaFHTd DI TN ST : GRAGHT & Sias BIdl DI IO Fegal H AFA 1 DS
g | & = — T Siigara arefl aRarrr &1 gen 4 g9 fafyr & fofa =2 forn
ST | |

IR (Illustration) : F=IfRad Gaarell | 1 uRASHRT & acdE e B TOFT DI
qm 10 UfTerd 9g1 S)C A U G QoY fb g9 &1 uRANHRT H W Bl Wigpd B

P

From the following information, calculate the net present value of the two projects and

suggest which of the projects should be accepted assuming a discount rate of 10%.

Project X Project Y

Rs. Rs.
Initial I nvestment 20,000 30,000
Estimated Life 5 years 5 years
Scrap Value 1,000 2,000

T ¥ gd T UTE oI RIbs YdTE) 39 UhR 28—

The profits before depreciation and after taxes (cash-flows) are as follows:
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Y ear 1 2 3 4 5

Project X Rs. 5,000 10,000 10,000 3,000 2,000
Project Y Rs. 20,000 10,000 5,000 3,000 2,000
(Solution)

Calculation of Net Present Value

Y ear Outlay Cash Inflows P.V. Factor Present Value
Project X Project Y at 10% Project X Project’Y
Rs.20,000 Rs.30,000 Rs.20,000 Rs.30,000
Rs. Rs. Rs. Rs.
1 5,000 20,000 .909 4,545 18,180
2 10,000 10,000 .826 8,260 8,260
3 10,000 5,000 751 7,510 3,755
4 3,000 3,000 .683 2,049 2,049
5 2,000 2,000 621 1,242 1,242
5 (Scrap) 1,000 2,000 621 621 1,242
Total Present Value 24,227 34,728

Net Present Value = Present Value — Cos of Investment
Project X =Rs. 24,227 — Rs. 20,000 = Rs. 4,227
Project Y =Rs. 34,728 - Rs. 30,000 = Rs. 4,728

g : 59 A & gaR aRATST & &1 grRIffedl & SR R®@ifd aRIATSTT & ST gg adqar
Hog IRASHT 7 9 1fdw ¥ |

ol : 9HM g FRS B AF g79T o ARV I AT ST HHhdT B AdT Yg IIAM qd
@Y TOET 9 gF BT S Fahd § |

NPV =24 % 4 Sy Gy S

2
(3+r) + (1+1)? * (a+r)® - @r)* T (4r)°

IS (Illustration) : #efF | @1 &FTd 1,00,000 %. & RS9 fmae R fear Sar 2
HF B @ AN 1,20,000 . & FTHST ST R TAT 3T T a¥ P FHIERT H 3T ¢ |
eI e WGt 39 ThR &

Machine A costs Rs. 1,00,000 payable immediately. Machine B costs Rs.1,20,000 half
payable immediately and half payable in one year's time. The cash receipts expected are as
follows:

Y ear (at end) Machine A Machine B Discount Factor at 7%
Rs. Rs.
1 20,000 - 935
2 60,000 60,000 873
3 40,000 60,000 .816
4 30,000 80,000 .763
5 20,000 - 713

7 UfIeTd QTR AT Yg I0HH oI & AR R o 72 &1 == fosan S |
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At 7% opportunity cost, which machine should be selected on the basis of NPV?

Calculation of Present Value of Cash Outflows

Y ear [ nvestment P.V. Factor a Present Value
Machine A Machine B % Machine A Machine B
Rs. Rs. Rs. Rs.
1 1,00,000 60,000 1.000 1,00,000 60,000
2 - 60,000 0.935 - 56,000
1,00,000 1,16,100
Net Present Value = P.V. of Cash Inflows— P.V. of Cash Outflows
Machine A =Rs. 1,40,870 —Rs. 1,00,000 = Rs. 40,870
MachineB =Rs. 1,62,380 —Rs. 1,16,100 = Rs. 46,280
Calculation of Net Present Value
Y ear Cash Inflows P.V. Factor a Present Value
Machine A Machine B 7% Machine A Machine B
Rs. Rs. Rs. Rs.
1 20,000 - .935 18,700 -
2 60,000 60,000 .873 52,380 52,380
3 40,000 60,000 .816 32,640 48,960
4 30,000 80,000 .763 22,890 61,040
5 20,000 - A13 14,260 -
Total Present Value 1,40,870 1,62,380

Aol - W= 9 BT Yg gd9H Hed 3P 8, A gADT g [BAT ST ADal © |

Iarevvl (llustration) : T& GRASHA OIS TRIT 100 ARG AT &, & 10 a9 & SiA-IHIA
@ 3fd H FefAd SR Hed 10 g ®UT € | B B de—3ih & 12 Ul & | gRAET
A PR T T D IvE AIfAg e M 10 oG %, €, BN AR vEr ugfa w oAt
ST | 12 gferd aiffies e¥0R, 10 99 @ Ufiay Ut 8 dTel Udh ®Ud &1 IdHH o 5.
650 . TAT 10 d I & <l H UTKI Teb wUY P Iaa oI 0.322 4. & |

IRATSHT & Y@ IGA Jed DI ITUET SIS Tl gadensd [ 1 URAGHT Bl FIHR
forar ST =2 |

A project costing Rs. 100 Lakhs has a life of 10 years at the end of which its scrap value is
likely to be Rs. 10 lakhs. The firm's cut-off rate is 12%. The project is expected to yield an
annual profit after tax and depreciation of Rs.10 Lakhs, depreciation being charged on straight
line basis.. At 12% p.a., the present value of one rupee received annually for 10 yearsis Rs. 5.650
and the value of one rupee received at the end of 10" year is Rs. 0.322.

Ascertain the net present value of the project and state whether we should go in for the
project.

Calculation of Annual Cash Inflowsi.e. Profit-after tax but before depreciation

Rs.
Profit after tax given in the problemis 10,00,000
Add: Depreciation (Rs. 100 Lakhs— Rs. 10 Lakhs/ 10 years) 9,00,000
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Annual Cash Inflows 19,00,000
Present value of annual cash inflows of Rs.19,00,000 for 10 years at the

present value factor 5.650 = 19,00,000 x 5.650 1,07,35,000
Present value of the scrap value of Rs. 10 lakhs at the end of the 10" year at

the present value factor of 0.322 = 10,00,000 x 0.322 3,22,000
Total Present Value of Cash Inflows 1,10,57,000
Less: Total Cash Outflows or Initial I nvestment 1,00,00,000
Total net present value of the future cash inflows 10,57,000

Heid : URAGHT & e J<Idiel bl addM Hed SHDI AN H 10,57,000. . 3MH | 7k
IRATSHT arerd 2, fo1 wigd &- o Ay |

Jarevvl (lustration) : T& A&7 fST@!T AT 2,00,000 . off, B & 416 Tad ferfics
IR # TP 97T SAR SaRA & fou e gRASHT & o &1 e &) s &)
He—aifh IR 12 Ufoerd 2| I8 o gHH fHar mar € % 1000000 . @ BREME IS B
arfaRad aRATSTHT &I AT 4,00,000 ®. G UG ARI-N H B8R W93 UG AR-N) &1 5 a9 @
3 H sraf¥re ¥ 5,00,000 ®. AT fhar AT 2| N ugfy W TN omufafad A &
eI M 39 UBR AT fhd 1 &

After conducting a survey that cost Rs. 2,00,000 X-Ltd., decided to undertake a project for
placing a new product on the market. The company’s cut-off rate is 12%. It was estimated that the
project would cost Rs. 40,00,000 in plant and machinery in addition to working capital of
Rs.10,00,000. The scrap value of plant and machinery at the end of 5 years was estimated at Rs.
5,00,000. After providing for depreciation on straight line basis, profits after tax were estimated
as follows:-

Year 1 2 3 4 5
Rs. 3,00,000 8,00,000  13,00,000  5,00,000 4,00,000

12 gfererd a1ffe oR A o HRE 39 THR o—

The present value factors.a 12% per annum are given below:

Year 1 2 3 4 5
PV Factor .8929 0.7972 0.7118 0.6355 0.5674

ARATSTHT BT Y& T oI o1 DI |
Ascertain the Net Present Value of the project

gd (Solution)
Statement of Net Present Value
Y ear Profit after tax | Depreciation (B) | Cash Inflows | P.V. Factor | Present Value
(A) (A+B) at 12% of Cash
Inflows
Rs. Rs. Rs. Rs.
1 3,00,000 7,40,000 10,40,000 | 0.8929 9,28,616
2 8,00,000 7,40,000 15,40,000 | 0.7972 12,27,688
3 13,00,000 7,40,000 20,40,000 | 0.7118 14,52,072
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4 5,00,000 7,40,000 12,40,000 | 0.6355 7,88,020
5 4,00,000 7,40,000 11,40,000 | 0.5674 6,46,836
50,43,232
Scrap Value at the end of 5 years 500,000 0.5674 2,83,700
Wo rking Capital at the end of 5 years 10,00,000  0.5674 5,67,400
Total Present Value of Cash Inflows 58,94,332
Less: Initial Outlay 2 + 40 + 10 (in lakhs) 52,00,000
NPV 6,94,332
Working Note:
Calculation of Depreciation Scrap Value Rs.
Cost of Survey 2,00,000
Plant & Machinery 40,00,000
42,00,000
Less: Scrap 5,00,000
Total Depreciation for 5 years 37,00,000
Annual Depreciation = 37,00,000 = Rs.7,40,000

ISRV (lustration) : Tdh HFOT BT GRER 3Udetl fAFART URaral @ Sitg &) & 8| e
T AR gEl BT A—AThT B B ol YF aoq oI Becg A BT TR dRal ¢ |
A B FATE QR fh S BT IR o1 A | B el W@ UG R ST ST
g

A company is examining two mutually exclusive investment proposals: The management
uses net present value (NPV) method to evaluate new investment proposals. Advise the company
which proposal should be taken up by.it. Depreciation is charged at straight line method.

Y ear Proposal A Proposal B
(CFBT) (CFBT)
Rs. Rs.
1 19,000 19,000
2 19,000 23,000
3 19,000 25,000
4 19,000 19,000
Cost of Capital 10% 10%
Cost of the Project Rs. 23,000 Rs. 25,000
Life 4 years 4 years
Salvage value Rs. 3,000 Rs. 5,000
(Solution)
Calculation of Cash Inflows
Particulars Proposal A Proposal B
Equal for the each year | Yr. Il Yr. HEYr. | IV Y.

Rs. Rs. Rs. Rs. Rs.
CFBT 19,000 19,000 | 23,000 | 25,000 19,000
Less: Depreciation * 5,000 5,000 5,000 5,000 5,000
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Income Before Tax 14,000 14,000| 18,000 20,000| 14,000
Less: Tax @ 50% 7,000 7,000 9,000 | 10,000 7,000
Net Income 7,000 7,000 9,000 | 10,000 7,000
Add: Depreciation 5,000 5,000 5,000 5,000 5,000
Net Cash Inflows 12,000 12,000| 14,000 15,000| 12,000
Depreciation = Cost — Scrap
Life in Years
Proposal A = RS.23,000-3,000 _ Rs.5,000
Proposal B = Rs.25,000-5,000 _ Rs5,000
Calculation of Net Present Value
Y ear Cash Inflows P.V. Factor a Present Value
Proposal A Proposal B 10% Proposal A Proposal B
Rs. Rs. Rs. Rs.
1 12,000 12,000 0.909 10,908 10,908
2 12,000 14,000 0.826 9,912 11,564
3 12,000 15,000 0.751 9,012 11,265
4 15,000* 17,000* 0.621 9,315 10,557
Total Present Value 39,147 44 294

* Present value of last year includes scrap value
Net Present Value = Total P.V. —Initial Investment
Proposal A =Rs:.39,147 — Rs. 23,000 = Rs. 16,147
Proposal B = Rs. 44,294 — Rs. 25,000 = Rs. 19,294

Decision: Proposal B should be accepted as it gives higher net present value.

A I GADID AT AMGRIBAl JADID
(Present Value Index or Profitability Index)

g IAHM Hed TS | ST 5 gge gar a8, S aRAERl @ arieRIddr &
HE Hearhd w81 fhar Sar Rea faf o amra B 81 R wreat #, a8 fafdr o
@ ITARCT. B ST 9 FRUT i & MR WR HRal 8, o Sfad 7181 €| 39 & &7 )7
IR @ AU ARG GaAdid Ml aad e FAdbid &I UM S Sl o | I8 fuferd
UIR &R R 9l b IAdaisl d IAAM oI BT YRS [IFR—RT Rt ¥ U § | S9
AT—¢IRId 30T SHGHUSL S idg ¥ d8d © | g3 ©Y H—

Total Preset Valueof Cash Inflows
Total Present Value of Cash Outflows
Or
Net Present Vaue
Initial Cash Outflows

Pl or PVI =

Net Profitability or NPVI =
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v AIgUS | MRS YAdi Uh | B W AR wkE sdiga wx e S €
o UH W AfdE B # g # WeR = forar wiar € fafye aRareEmet & gee # 51
ARG Jadbid & MR W AIEAd #R forr Srr € vd form aRdresn @r
ATRTIGAT TAdBIDh Faierd & S g fofdn ST & |

Il (Illustration) : TH GRASHT W URMISG AT 50,000 %. & T SHY IR I8 H
HHIT: 20,000 .; 15000 %.; 25000 ®. TAT 10,000 &. JUHS AqaAig UK B | IIHAM. Hod
AbIdh A BT YR dd gU Unad A>T @1 dmusdr &1 qearhe g9l &% 10 Ui
AT g DI |

Th wUY BT e Hed 10 URIRK 98T &% UoF 9R a9l & [y ShHer: 1909, 826, 751
qer 683 2|

The initial cash outlay of a project is Rs.50,000 and it generates cash inflows of Rs.20,000,
15,000, 25,000 & 10,000 in first year. Using presentat value index method, appraise profitability
of proposed investment assuming 10% rate of discount.

The present value of Re. 1 at 10% discount factor for four years is .909, .826, .751 and

.683.
gal (Solution)
Calculation of Present Value and Profitability I ndex
Y ear Cash Inflows P.V. factor at 10% Present Value
Rs. Rs.

1 20,000 .909 18,180

2 15,000 .826 12,390

3 25,000 751 18,775

4 10,000 .683 6,830

Total 56,175

Net Present Value = Total Present Value — Initial Outlay
= Rs. 56,175 — Rs. 50,000 = Rs. 6,175

Present Value of Cash Inflows
Initial Cash Outflows
_ Rs.56,175 11235
Rs.50,000

Profitability Index or PVI =

[P AMRIIDAT bl 1 A A 2, 3 UTKd DR BT S AHhT 2 |

As profitability index is more than 1, the proposal can be accepted.

N Net Present Value
Net Profitahility Or NPV =
y Initial Cash Outflows
_RsB175 _ oo
Rs.50,000
Or NPl =1.1235-1=0.1235
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4P Pg AR Fabidh TFAD &, Ad: RIS Wihd DI ST Hebell © |

& TauH eI fafd vd arierasdr gadia @ el

%

URASTT o9 & AR § a8 fafl § |Ee | ang B g |
adic W P I AF T B8R Sdid Yg I0AqM Jd gD ¢ | IS Pg adq g
2 T AMSRIGAl gadbidh Udh a1 | fheg IRER sudeil uRASHmRs & gard § Ml ARl |
firer fofa & Fear 8 ST o e Sarer 9 vve &

¢

A

%. %.
g f=qdial B IAAM 20,000 10,000
RS fafermT 10,000 4,000
g gaaH J 10,000 6,000
TG T AR ID 20,000:2.0 10,000:2.5
10,000 4,000

Y& Jaud oI Al & gaR uRIeHT ‘Ta Wihd & SIRAT Rifh SH®T S
TAHAM e 10,000 %. 3P B | fhwg TMEIHAT bl [ & AR aRIISHT a8’ wWipd
D SR RIS SHDT GADid (2.5) ST €| Ad U I8 ¢ (&b [ba uRIe1 &I Wigd fbar
S N Rafy # gg adam Hqeg fofr &1 WeR. s aifRd o9 9@ 6 §oh e
SIS TUeUeEg el 8l | afe wRem & g fafanT 2g 20,000 % & A gRAHET T (
oo fAgER) ®I WHR AT A | 399 3 TIiRIl P FHer 10,000 ¥ g Safd
GRATSTAT 38 B WHR B3 H T 6,000 %. T & 9¢71 | 33U Uh 3ree) RIS 981 2
ST 3ferRAl @ e § gy B |

Serex"T (Illustration) : fFrefoRad TR argastt aRaorEmRI R faar fear T 8-

The following (financially) mutually exclusive projects are considered:

Project A Project B
PV of Cash Inflows Rs.20,000 Rs.8,000
Initial Cash Outlay 15,000 5,000
Net Present Value 5,000 3,000
Profitability Index 1.33 1.6

DI IRISHT BT T4 fhar SR iR w17
Which project should be preferred and why?

g1 (Solution)

ORASHT | &1 Yg ad9 Jed 5000 ©. 3IH 8H 4 ¥g da9d Jed fAfgar
SIS A a1 SET a1fed oifdhd aMerdhdT gadbie [AgaR aRAe = & & =g fdar
ST a1y i 3BT AMGRISAT Jadbid 1.6 TRASTHT | & 1.33 H 37D 3 |

SareRY (lllustration) : WIF qUT WA A U T GG W AMGR—IGAT GAdidh S
DI | AGTIGAT qABID & AR TR IRASRIT HI HH UG ST | (F€T <X 15 g
=)

Find out the profitability index, given the following data, regarding plants A and B. Rank
the projects on the basis of profitability index (discount ratio 15%).
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Y ear Plant A Plant B
0 - 20,000 - 12,000
1 9,500 6,000
2 11,000 7,400
3 10,000 5,600
feweft : 15 ufderd 981 &R W TS ®U BT g9 qed UM, fgdid iR JA N &

foR 99T 870 756 TAT 658 2 |

Note : The present value of Re. 1 at 15% discount rate for first, second and third year is

.870; .756; .658 respectively.

Cash flows (Rs.)

gal (Solution)
Calculation of Present Value
Year Plant A P.V. Factor Plant B
Cashflows Present Value at 15% Cashflows Present Value
Rs. Rs. Rate Rs. Rs.
1 9,500 8,265 .870 6,000 5,220.0
2 11,000 8,316 756 7,400 5,594.4
3 10,000 6,580 .658 5,600 3,684.8
23,161 14,499.2

P.V.of Cash Inflows
Initial Investment
_ Rs. 23,161 _1.158
Rs. 20,000

Plant B — Rs.14,499.2
Rs.12,000

(i) Present ValueIndex =

Plant A

=1.2083

RS gy <R fafy
(Internal Rate of Return M ethod)

IR qedie & 39 A &7 awa—awia Tl R® (Y sg97 /avo9a
T gl FHOTIAR SHvlang A1 NI YA &Y Sd8UeY i gl FIurddeg e A W
ST ST & | 90 — ARG U §% TS &1 98 3ffdhad &% & ol aRAre™r iR {3
ffy e & ffeem & Shad @ # ol $ot R gae o |G 21 30 yaR <f g4,
Rig @ W H, O7aR® I &Y AT B U O av 8 off fafaaieT W gi<T gl arot
gTRIG BT NI Saargl & adarT Jod @l fRAfGITT & T & od BV qdl 8 /7 TR R
¥, 98 g8 X ? O W RIS & 9du qeu 3 @ R BT 21 39 SRe °¥
sHfoR) ded © 6 I8 gl w0 ¥ uRASoHT & IR f[AFRRT der Ssad 9wfd as
rarel W R wxd € QIR g9a iftRaa fafT & amer foefl og ) wr =18 | 9 w0 #
s o ST | o fhar oI Addr 8-

C, , C C,

(1+r) (1+r)2
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Stefe; | = Initial Investment;
C,C, C, = Net Cashinflowsin1,2,3.....n years,
r =Interna rateof returnor discount rate

IeeN0T & foru, Ife 1,000 %. & AT W Uom 9§ & 3id § 1,080 %. BT Nbs Iiddig
BIAT & Al APbs idarel & aad Jed bl [AFERT &1 aFd @ RER 371 @ oy T &)

G
S 1 oo
@+r)

2 — Or@—LOOOZO

@+r)

Or1,000r =80
. r =8%

QY ISTERVT 980 ARl © | Fd8R H U URAGHI Pl Siiaddldd Th du A Afdd
T B 21 U Reafd 39 g 9 maRe U §X BT O H 1T O e
gSdl 2| gafely Ja9M Hed ARO™T &1 el 9 39 &% @ U1 & Ikl & | $9d folg
JAbs qarel @ o Refrli- @) w9 Jbs 3rdars; dor. ((T4) THH dbs 3f<dig 8l
HHAT 5—

|9 Jbe sdaig (Even Cash Inflows)

e gRAGHT & UR™ 3§ ddd Ud 8 Adbs. dfedls © aAT F94 I<disl &l U @l
2 I M=% YT X I UM I =2 | 39 Aol T STER & IRl 3 e foar
AT 2 |

S, Ife ue gRIIGHT ) URMYe T 10,000 . B dT 599 GRIAGHT &
Siiadldl ® 5 a9l H Ufdasl 3,000 . JbS YK 8F P JJAF 8 Al AR IR <R DI
TorET fe=forRad aRont & & IR —

U TR : FauH aad qod dRF (P.V. Factor) a1 el s@fe o derar | e
(rough approximation) &= Sirar g1 var fafamr & ara #§ aifife Aes sr<atal &
IR BT W7 Th) foham Sar &1 g w9 H-

P\ Factor I nitial | nvestment or i

Annual Cash Inflows C

SURIFT S&TERVT H I8 aodM oI HRE 3.33 (10,000,/3,000) T | G0 Hod HRED DI
T & TeE S gaAE Jod ARe H uRarer & anfdie Sfaw @ o @ die | R
HRPI H IUYH GF 9 Aq I T SRE & hcdd SRS B A {61 Sar 8 | 39 dRG
@1 fth |§ @Sl AR T R A @ I R FHEdn | AW Sud™ gF | 0]
fpar AT a8l gqHe Jod dRP ARV § & ferdt 8| 98 AR & [l Q1 BRPI & dra H
Rera 81 Gdar €1 fd T SR #, Mdbead sid 15 ufawa (3.352) @1 &% dT 16 UfT 1@
(3274) B &R T| BT AT IE & b uRASHT P MRS T <R 15 Ufwd U9 16
yfererd & Ay Sufer 2

fefa =RvT : o y™ R & URYg AN o & forg gRASHT &1 89 aFl &_f &
foTg 9™ oI BRBI B TOET 4 UBR BN |
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Present Value = Annual Cash Inflows x P.V.Factor for an Annuity
P.V.at15% = Rs.3,000x 3.352=Rs.10,056
P.V.at16% = Rs.3,000x 3.274=Rs. 9.822

T =ROT ¢ qFT &)1 (15 Uferd ©d 16 Ufaerd) @ drE SRORUM fAfY | aRdfdd siiRa
T X DI TOFT I | FRACH & fog 791 3 &1 9T foear S dadr g—

IRR=LDR +Pl—_Qx(HDR- LDR)
1 Pz
LDR = Lower Discount Rate
P1 = Present values at lower rateof interest
Siafdh; P2 = Present valuesat higher rateof interest
Q = Net Cash outlay

HDR = Higher Discount Rate

fo) T SN # arafds IRR = grfi—
Rs.10,056 - 10,000
Rs.10,056 - 9,822
= 15+5—6X1

234
= 15+0.24=15.24%

Sare}vT (Illustration) : Yo IRATSTHT # URMIH fAfRITT 40,000 . & T 4 9uf & forw amfdfe
RIS =TAIE 16,000 %. B DI IFAM & | AR AT &R B U DI |

A project costs an intial investment of Rs. 40,000 and is expected to generate annual cash
inflows of Rs.16,000 for 4 years. Calculateinteral rate of return (IRR).

IRR =15+ X (16-15)

4 0"kksZ dh vof/k dsfy, fofHkUu cék njksaij ,d :i;sdk orZeku ewY ;&
Present Value of Re. 1 at varying discount rates for a period of 4 years.

Years 19% 20% 22%
1 0.8403 0.8333 0.8196
2 0.7062 0.6944 0.6719
3 0.5934 0.5787 0.5507
4 0.4987 0.4823 0.4514
Total 2.6386 2.5887 2.4936
(Solution)
P.V.Factor = i = 40,000 =25
C 16,000

faf= 92T R W 4 9§ & oY U T & a9 eI & INT alell Ufth § 25 BRE
24936 TG 2.5887 P &9 Tsdl o | 31d: MRd TSI T 20: Ud 22! & T Tsdl & |

The P.V. Factor of 2.5 a different interest rates lies between 2.4936 and 2.5887, the
cumulative present value of Re. 1 for 4 years. Hence, the IRR of the project is expected to lie
between 20% and 22%.

P.V. of Cash Inflows at 20% = 16,000 x 2.5887 = Rs. 41,419
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P.V. of Cash Inflows at 22% = 16,000 x 2.4936 = Rs. 39,898
By Interpolation:

IRR = LDR+ 179 X (HDR - LDR)
Pl - Pz
Where; LDR = Lower Discount Rate
P1=Present values at lower rateof interest
P2 = Present values at higher rateof interest
O=lInitia Investment

HDR = Higher Discount Rate
Substituting the values,

IRR = 20+

Rs.41,419 - 40,000
Rs.41,419 - 39,898
=20+ 1,419 X2
1,521
2,838
+ PR
1,521

=20+1.866=21.866%

X (22- 20)

MM ds 3=Iaig (Uneven Cash Inflows)

I RIS ¥ UTe RUebs 3rdiel ol IR A= qul § 399+ IR &R B1 0]
o T GER' A gRT S & S | 39D I B G}I UR IJde digl @ aad ol
@ TOET B S E v o H N SR R s sratsl w1 AnT fafEnr and & g 8@
SITaT €, 981 Ui &) A oIl 2 | g9 g e $ed Se™ Usd g |
1. Yo Gifg &R &I fuRer (Establishing the First Trial Rate) : f&d & R Sifg &R
UR™ fhar SR gHae foly aifiies Adbs siddisl & Ad SR R aodM o HRE ;U
SFSIadg Bl AT 7 GF F B SRI—

Initial Investment
Average Annual Cash Inflows

P.V.Factor =

S UTER] G IdAM oI IR H gRATST & o Siiad @ ay & ufts § o
T BRG H ST GF A 96 I T SRS & dhcad SRS I Al f6ar SIar &1 59
HRD Bl GRh F Tl 3R &1 Tg T YU Sird &% 8N | §9 &% | 1 gu1 & Vb Aqdisl bl
IIA Hed S fhAT STRIATT |

2, fgd Sig &= (The Second Trial Rate) : oM Sifd &R ¥ del T gRASHT &
Sla@dled /& Jbs 3iddisl ® B IAHM Hod b AN DI gl A= @ ARG q B
SREN | Afe g7 9dAE qou T @ antd 9§ &if¥e AT ® dr SiTell i @ fory ugel |
AT TR BT TN D ADhs Adqdial &I IdAM Hed aTel S| 39 [quRka, afe aaae
Hod AN &1 ANTd | BH S Al 3FTell Sifg @ oy ugel 9§ el &% & WA &R Adbs
3fiqatel BT gad o Harerr S | i &) WR [ oI AT &) ard & aRER 8
SR, I8 e U &R BT |
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3. JRAMA® T &% I AT (Actual IRR) @ IRAA® O™ & YIH Sifd &) 9 fgai™g
S &R @ A7 B 7, Rl e gd # aftia ofa v & gF | @1 o dadr 21 fre
TSRV W 59 YT Bl e fhar T g

I (lllustration) : 10,000 . & YRS AT 9 U oA 4 S99 3 99 @
SilaFdTel § HA: 5000 %.; 4,000 . TAT 3,000 ®. b, AqdiE UK B P AN B Al
MRS YA &R T BRII?

A project with an initial investment of Rs. 10,000 generates cash inflows of Rs. 5,000; Rs.
4,000 and Rs. 3,000 with life of 3 years. What will be the internal rate of return?

(Solution)
TIH TRYT : 39d foIT Y S & BY TUHET 59 UHR Bl SrfI—

Initial Investment
Average Annual Cash Inflows

B Rs.10,000
~ Rs 5,000+ Rs.4,000+ Rs.3,000

3
25

P.V.Factor =

_ Rs10,000
Rs.4,000

AT IAAE Hod AR H 3 Y HI URh H §H 90HM oI HRS WX YA &R ST
10 Uferd | 31 10 URed U &) W A 997 & e Siddlsl & Iad™ Hed &l 0T
IRD AN AT o o B S |

Verification of First Trial Rate of Return

Year Cash Inflows P.V. Factor at 10% Present Value
Rs. Rs.
1 5,000 0.909 4,545
2 4,000 0.826 3,304
3 3,000 0.751 2,253
10,102

g =®or : fF Adbs arel B JauH Hed (10,102 %) fAFRRT @1 arma
(10,000 %.) ¥ 37 7, 3T 3NTell g SHAW Al 3fRAT 12 UG W &I S ST 39 UBR
arfi—

Verification of Second Trial Rate of Return

Year Cash Inflows P.V. Factor at 12% Present Value
Rs. Rs.
1 5,000 0.893 4,465
2 4,000 0.797 3,188
3 3,000 0.712 2,136
9,789
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TROT : TAW BT 39 &% (12 Ufed) R Ads Aqdigl & addae 9o (9,789 %6.)
fafT =T @Y AT (10,000 %) ¥ HH T; I YA &% 12 Ufaerd & W9 R | IRafds g
R 9 gF A = BT Febdl o

IRR = LDR + Pl—'SX(HDR-LDR)

1 2

Rs.10,102-10,000
Rs.10,102- 9,789

:10+&x2
313

IRR = 10+ X (12-10)

=10+ &
313

=10+ 0.65=10.65%

Jarewvl (Illustration) : @ M fafice 3Uq addM IARH WX &F 9™ @ fow ga 0
e T HIAT AT © | TR BT AN 70,000 . 8RN oM A& Sia] il H g AbS
YA $9 UHR BRi—

Pick up Limited desires to purchase a new machine in order to increase its present level of
production. The cost of machine will be Rs.70,000 and the net cash inflows during its life will be
as follows:

Y ear 1 2 3 4 5
Net Cashflows (Rs.) 50,000 40,000 20,000 10,000 10,000
e gR1 e =Eaw g &x 25 ufoed aiffe €1 w1 fafarr aisH 27
MRS TN &R A & o faR fademr IRl |
Minimum rate of return laid down by the management is 25% p.a. Is the investment
desirable? Discuss it according to Internal Rate of Return.

Year 1 2 3 4 5

35% 741 549 406 .301 223

40% 714 510 .364 .260 .186

gy (Solution)
Verification of First Trial of Return
Year Cash Inflows P.V. Factor at 35% Present Value
Rs. Rs.

1 50,000 741 37,050

2 40,000 .549 21,960

3 20,000 406 8,120

4 10,000 301 3,010

5 10,000 223 2,230
72,370

35 YR &) W b Adiel I Bl aadH Hed (72370 W) fAFRET @1 dr
(70,000 ) & AP AT B, A Sird AN Al AT 40 TRETT W B ST S 59 UBR ERfi—
Verification of Second Trial of Return
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Year Cash Inflows P.V. Factor at 40% Present Value
Rs. Rs.

1 50,000 714 35,700

2 40,000 510 20,400

3 20,000 .364 7,280

4 10,000 .260 2,600

5 10,000 .186 1,860
67,840

U & 59 &% (40 URIerd) WR s Idaisl BT ol addd oI (67,840 %) AT
B AT (70,000 ®) H FHH T; T YA X 40 YR F HH R | 3N MRS TARI TR
g 35 UM T 40 UfAd @ Te9 § ROTAd! T SaRIvE faf W 9 UBR dl TS B—

IRR = LDR + %X(HDR-LDR)

1 2

Where; LDR = Lower Discount Rate
P1=Present values at lower rateof interest
P2 = Present values at higher rateof interest
Q= Net Cash Outlay

HDR = Higher Discount Rate
Substituting the values,

IRR — 35+ Rs.72,370- 70,000

Rs.72,370- 67,840
=35+ @ x5
4530
11,850
4530

=35+2.62=37.62%

ol : e 37.62 U YR W UG 9l @ Ade Aqaiel B AN AFERT ard @& 9
BRI | SUYH SITERVT # I8 YA &R Ya gRT difed Urg & (25 Ufcrerd) | &1ffs €1 o
RASTT BT Eidd & forar SR |

X (40- 35)

=35+

ol ATUgUe ;TR ® IR &R & SR WR U ofF ¥ g4 Rl &I JUAl 9ifsd I &)
fFeiRa & st 81 I8 Hec—alih X (cut-off rate) AT ‘gmeM <X’ (Hurdle rate) HEaTdl 8 | U
IRATSHT WHd FR. Al Ol & I 39D FAaqd difed TA & AT FHe—3ih R 4 3fH
g, Ul RGBT HR &1 W B UREUR 3Udvil URASHIRT @ ¥ H SadH W dTell
RIS BT Fea AfHdar &1 Sl ¥ | gRAeT e <@ <FaH 9ifd &% 9 HH e E,

S Ui SRApa HR AT ST & |
RS Y™ <X fafr & &@m (Advantages of IRR)

IRATSHT JaThd &1 3MRe yad ® fafy & f=afaReq o € e aorg 9
fafrares Tl ol #§ 59 OfYr &1 9ga e yamr e smar &

(1)  SiEEnRaAl & FURT BT SRHHRYT : T8 Al QA 7 S <FAaH 9ifed T &R 9
Afd TS arell IRIASHT & o= § FE-IP 8ld) & | SAfely I8 JeenfRal & qeer
AVHAH YT D I A Al Bl ¢ |
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() <iRew e sifAREqar : s IREeFT W SIRgw dem fRR@adr &1 W1 s <
ST € TA1 S8 & ST9R SMfad gomg <% fuiRa @ S € |

@) JoA® AMIESA : Tewd fafie e wRamEl @ R @ )0 B ARl &
UGl &1 AR | oIl dxab SMAr) o (o7 of Faan & & {69 uxama &1 gama foean
S| SH O URE @ U™ &R USl d drTd 9 SifiSe 'Rl S9 wWiga
SR |

(4) W RS : Yg 994 I A P TRE 9 IRS W [TaR fHA1 Sn 2 el vfas
H YT B gTell 3719 HT SUYTH <X A UBIRG HxP qad Jod ol [T SIrel 2 |

6) YUl Seveld R R @ 599 [T ) o ot &1 g & aRAGHET & R® SiaT
R fdaR fear S 2|

6) Uoh N aeas g1 : 9 Ay # uRAioHT & Jeuied 9§ gl & gAaq Jifsd g
X P A BP P AMGITH TS Bl |

IaR® T <X fafr @& @ (Disadvantages of IRR)

(1) GFsH # BT : FAM Adhe Iidalsl @l T2 H 9ot d YR Y R v ® &
AT H 9T BT el B |

) fola d s 0 &0 3w AT o Ferar & 98 vl oM ®feT & 9T @
i T Abs 3iddial B <1 H & AT I 3P SR U 8 ofrd & | U
Rafd & I8 99T So= 8l & & .91 SR Sfad 8l |

@) gl : ARG U SR -W UG IRV g aodH oI A & gRomEl | A
TEl G, IS IRATIG AT STiaTahTel RTdbg Tqdial JAqd] ITdh FHI Bl e |
=1 8|

@) fREaar - g Y s "/gdr R mRd § & WRenm & aifffe JAde fdafel @
AR &R | T @ R S SRR M U Bl | fheg Abs fqafsl @
A fI%a Td AT & rgaMI IR SR BT & S f6 w9 aifiled B g

Y& I I g IaRd Y™ <X d gai=1 (Comparison between NPV and |RR)

Y€ aodH g fafr v orfaRe yema <R Ay <= & doinma it & qeaied &
JABS YATEl DI Heldl db-ld & o WHU & | 39 <l faftl #§, S8 9% Ja=ar &1 U9 &,
AT BRG D & H @1 AT 7 | AT & AT WA & Wed eET dIdgd B B
Hag H <Al et | €1 aRomm Mbetd & | fhg 59 FaMdel & draciE Wl 39 < fafeRi |
FH IR T Sl 59 UPR 8—

(1) qifed g™ <X : AARS T &R AT 4 Aa9 9ifed T <R = TR ;<G9S
iqUsEAg 22 BT © O 9o vd GuR Y gRT 91 A S € Safe gE ade
g Ugld H I8 ysel A B HId Bl © |

) At § B=ar : q7 WRER Sudeil gRATSHRT B g9 # aFr faftt § wae et
U EFT G TEl €| URER 3fgast! uRATSiet | omer vl uRaermet | 8
1 afs o &1 Wipd o= forar Smar € ar g uRAHT | Fefad wiftat |ard
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B O 21 U URIGHRN & Sfiaddrad § fagdr 1rdr Jds ArTtd § T srerar
sicalel & Wy § f¥dr & SR 8T § |

@) yAEeE wmgar - qE R § e siddfEl & ailtfe gAfdfricm |
fafraeE § o famar €1 qndRe o &k fafr 9 A=uar ) emRa ' b Jds
sicatal @1 gAfdESH aRAST & R Siadara # AfdRe gmg &) W gar @
e fARd, g€ I099 ded Ugfd 39 AFAl W ARG 2 fF Ade fqafsl &
AR & srufard Ui e} uTe Bl el Siifd A Yol ARt @l eRBI
=

@) T R BT SGYY : AARG T R AT F a3 T v ) aRAeT @ forg
DI B UM W < TS DI AfRHTH & MR Bl €1 TR el o, ufRgrorr 4
Ao Ioh & ad 39 U &) 9 e 8l B A8y | SN AR, {[E§ IaHH
A Al g8 gl © & & uRaresn | aiffeas faar it A @ s
R 39 aRASAT | Ui eoie gRAe T # oFft Iofl & IR &) W < — afd
R & TSR BT W |

(6) TR @ AUAT BT AR : ARG YT <R A H gAfAFRSE R $1 oA AR
JdTdl & Jdg FaTel & AHT B ol 2 ol & ST 1 Goll &l g R a8t
B | g9 Amd, adam qou Ay & sfawd gafdfae ) ol & avd @ MR
R iR @1 St 8| o/ 39@ for Uofl T @1 gl VT 6T 3Maedd ¥ |
fAFRIRT URamal & qeaies @1 aFl ARl @ o R & W U I8 I3l © (B
8 B A Oy s 2| 3 g adue g Ry smemga sow € 9difes sraRe yem
R fafy & smiva =1 gxaml @1 &) 1 Rl & Sefe g aaam qed faf & sia
URAd URATG BT QAR €% Uh A B E |

IareXY (Illustration) : Yedbidad #eed for. - fafde fafamr uwamal ) faaR ax <8 2| 59
T # e gaemg g

Alcobex Metals Ltd. are considering two different investment proposals. The details are as
under:

Proposal — A Proposal — B

Rs. Rs.

Investment Cost 9,500 20,000
Esti \r(n:t;recil Cash inflows at the end of 4,000 8,000
Year |l 4,000 8,000
vear I 4,500 12,000

(@)  rfaRed e Hog fafe & MR W I8 A 8 b widl [Abs A=qaisl bl 12 ufaerd
R uferRad faar Sar &, Haiftd aneve Uwdrd &1 goid Ifor |

@)  TE R B TIR® U &) Al ST IR |
(a)" ~Suggest the most attractive proposal on the basis of Excess Present Value Method
considering future cash inflows are discounted at 12%
(b) Also find out the Internal Rate of Return of the two proposals.

The present value of Re.1 receivable at the end of each period on various rates of discount are:

Y ear 10% 12% 14% 15% 16% 17% 18%
1 .9091 .8929 8772 .8696 .8621 8547 8475
2 .8265 1972 .7695 . 7561 1432 .7305 7182
3 7513 7118 6750 6575 .6407 .6244 .6086
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(Solution)

(&) Net Present Value Method

Year Discount Proposal — A Proposal - B
Factor at 12%| Cash Inflows| P.V.of Cash Inflows | Cash Inflows P.V. of Cash
Inflows
Rs. Rs. Rs. Rs. Rs.
1 0.8929 4,000 3,572 8,000 7,143
2 0.7972 4,000 3,189 8,000 6,378
3 0.7118 4,500 3,203 12,000 8,542
Total Present Value 9,964 22,063
Less: Initial Investment 9,500 20,000
Net Present Value 464 2,063
Most attractive proposal B, because N.P.V. is higher in case of B.
(b) Internal Rate of Return Method
Proposal — A
Year Cash Discounting factor| Present Value Discounting Present
Inflows at 14% Factor at 15% Value
Rs. Rs. Rs.
| 4,000 8772 3,509 .8696 3,478
1 4,000 .7695 3,078 7561 3,024
[l 4,500 6750 3,038 6575 2,959
Totd 12,500 9,625 9,461
Less: Investment 9,500 9,500
N.P.V. 125 (-)39

IRR must be between 14% and 15%.

interpolation as follows:

IRR =LDR + -0

X (HDR - LDR)

1 2

Rs.9,625- 9,500

We can find out actua |.R.R. by way of

IRR = 14+ X (15-14)
Rs.9,625- 9,461
=14+ % x1
164
=14+.76=14.76% IRR of Proposal - A
Proposal — B
Year Cash Inflons | Discounting | Present Value Discounting Present Value
Rs. factor at 17% Rs. Factor at 18% Rs.
I 8,000 8547 6,838 8475 6,780
Il 8,000 .7305 5,844 7182 5,746
[l 12,000 6244 7,493 .6086 7,303
Total 28,000 20,175 19,829
Less: Investment 20,000 20,000
N.P.V. 175 () 171
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IRR must be between 17% and 18%.
P-0O

IRR = LDR + X (HDR-LDR)
1- 2

Rs.20,175- 20,000

Rs.20,175-19,829

:17+EX1
346

=17+.5
=17.5%IRR of Proposa - B

IRR =17+

X (18-17)

Decision: Most attractive proposal is B.

57



_ Lug—q
Uil &1 oI
(Cost of Capital)

faf=r aRAoEmRl & e sl w® Fvid &xkd 999 gd [Jeme e |
faRed HINT &7 v dxd 9T goll & fafie=1 Sl &1 arTa Agayel e sreT axal &
fAf Rt TR WeR R G & I8 S {6 gRAS, | 8 dTell Iefad M a1y
B SR YOl B AR b ISR AT RS BT T UBR IIfaRad BINi & FaRem wRd AHI. T
Jg GHEd H @ goll & fbd S & dFTd 9d9 BF R | 31d: Yol $I SNId Bl
ol # Ayt e 2 f5l e WRenm & fod 4ot & fafi=r i, gen—wwar o
ST T 31 FHSAT SMaTTF ¢ |

ol o1 AT &1 3rf gd gRTeTg
(Meaning and Definitrions of Cost of Capital)

Gofl &1 AN U HEcdqul STaEReT © O 3d 31l 3 ygad fohan irar € | goll verar
T AT & gfcdion ¥ I8 S9 AN & REPR & el a8 9aaq™ ITERT 61 IR
IR I H AR & 99 U< &R &1 3281 IGAT & | YISl & gRedIv F Yol &
AN gofl &1 ITHNT I”A & dacl AT T oI 2| dhArdl IREPHI | Yol @l N 8
IATH JAT R & S fAfaiaanst @ 9ge R Ud STNTEA] S 307 qdrd dl a1
I @ o AT w it el =anfed |

Yol @1 SINTA @l AR Bl I w4 A H3i @ ol U8 3aeds ¢ & g9 | yq9
ARATITT BT IETTT B | BB Y IRHEY FHIRR ©
Yol @1 AT SRR Srsidl b1 R[AdH &% AT Yol Fdl HI fawds R B

—AAT ORI
Oofl @1 SN 98 ~gAdH I <X B B, RO te wH fa R @ 9 19 ue ud @
T ¥ 3aegd 7 B |

—fhees Ta. WRR

S (GOl & AR ) 89 R d.wd H GR9ING far o daar 8 S e gg T eE

TIGHADGE U (eI B 3ol @I S =1y dlfeh <7 B W ANTd A1 &1 g B ST 9 |

—g<, fqafers den SHTeSET

Uoll 1 AR 98 IR &R & il b b HFAl DI UAT Hod a9 ¥+ & ford fafframr R
T BT =Ry |

—THSLITSA
Th BH DI JATHIAT Yol B ANTa [ AErgaqar aiive yierd & w0 § gad fHar S
T ©U d 98 YT X B ST 99 BH B FRIfrl B e fafin sifeer welRfa v &
ford arfdfa a=ar =nfzy |

—S& Oil. oAdfer
Uoll @1 oI U V! AT &) & Sl U GRAT 3 Hed H gfg a3l & ford fafam wR
IR

—BWe Wi ol

=Py & ®U H Yol & AN 98 FAqH U &R § Gl [l AT Bl RUIRTRI Bl 3D
QAN B AN BT I BRI T AT FHAT 372 B ISR oI H gig B AT TR G
& ford o faffamTl W srawd Ut FRA AR |
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Ul &1 arTa @ faemang
(Characteristics of Cost of Capital)

OGSl I NI JITERT &I ARV faRvang felad & —

1. goll & <99 Y™ <X (Mnimum Rate of Return of Capital)— Yol @1 T O
IATH YT X 8 S fhe) IR BT e faf T wR U R anfey, R urd et @)
ATTAT BT I fHaT ST 9 |

2. AT &1 8MT (Not a Cost) — Uoil &l oINTd daRdd H HIs FTd F&l 8, 9% Uh
AT €% & ol fsdl e & AT R ura e @y |

3. A& T§ faxiig Sife| &1 gRewR (Reward of Business and Financial Risk)—
OGSl @1 dNa qRAd: AEdnae Ud R S & 98dl e aell [REBR. & @maiis
SIRgA fagsy @) A1 9 faia SiRed goft IRaer wR R ot 2

TSl 9 AN &1 IR BT J5d

(Significance of Concept of Cost of Capital)
Gofl @) AN BT TR BT Aed TTJaR & —

1. 3GHaad Yoll W1 &1 FERer  aomasusuiyas 9f @ousas s@deid
CSAAISTIdHE— Yol @1 JATUROT AT HRRIT & srfdetad Yol e MRl § = derd
B | fHel R B gdHedd Yol A= a8 Bl 3 Rs Yol &1 3iid ord =a=ad qe
meﬁﬁaﬁaﬁwmwa‘rml

2. facTra AT &1 JaTTod D IIAdINA WE-olds af HGaaud HaTadHg—
g uita & faf= =dl, gen—=koer, 3ifem a1 gaar i & fodt 9oy favy w fady o ar
e Al BT FATd ITD] AN B JAHD NAT B (AT S bl & |

3. goil fafvanT =l fAofel 9 SRR <1 I Susia Qeroisaes FauTdag—
gofl @l arTa gofl faframr aw=h ol & smeRRer g1 goft fafranr aw=h fofg e
qHY B9 ST YATd T URATSTT 1 Wiidhd dRd &, A 814 dTell FwATfdd Yedrd &l &) goil
B AN A AfE AT TRIER B, AT §H 9 UWIG Pl dHd PR & |

4. SR Yol S 9= QYT WA DI g AGAGOUas df ddTSH g aded af
“gamueE FuSidg— Yoll @ AR & R R BRI Sl B AT 9T YAdH AN B
SUYA | BT gA1d BT ST AT 2 |

5. FHIAT 3 Td SIRIA & TSR SeqaAdbed af wugad BdasH g ATg— Goil
P ANTT DI IR W (B FaA Y TG I BT UdT o b 1T AT IAH
FIHfed SR & R ¥ ff SMeR! el 21 afe goll &) 9iRa fied arTd s &
HIfad M A SIRgT @ AT Mfdd Ud Yol ARaAT srddferd BRfY | s fAukid SiId T
HH B IR AT SR UR A 3AfP, SRGH BT A HH Td Yol GRaT Agferd sl |

6. fa<iT HITAAT BT J—ib- FioUas af ecauy Huguacadalg— Yol &I AT
D AR WX Iod Jae b A< BRI BT oAb A1 =G 8laT © | IfQ goil &1 A1iRd
AT AT DI ATH WR b AT H g Fhel Y&l 8 Al I8 D] A PRIGRAAT BT
aR=ERIS B |

Yol &1 NI b1 0T
(Clculation of Cost of Capital)
AT e @1 goll @ AN &I oA § SFaT Yoil & faf=1 Sl &1 faftne arra
B ITOET Td TOTA A Yol AT @) 0T AT WfAe 7 | fafre faa St @ golt @
ANTd =1 =1 Bt ©, Rorges! o fafer fFreergaR 5 —
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FU—4oll B ARt
(Cost of Debt Capital)

FOT Yoll & Id ARG R0, I0S] qAT SrdbIci= ol Bl AreAferd faam
ST B | RU-YSl @ AR & 0T Fo-gol & i | urd ge I eEs waeinag
W B AN B YE IR F qeRd Fo-uAl a1 vl ar deiwrel| wol & i e # |
e AT, Jer—atf¥Tue, HHIeH, Terell, UfdarRur @ Burg, A9, Sieed, guie Yob
SN OeH & 918 Ui ¥ AR & | U YPE IRT FO-uS & W &en 98 ) i
g S | Y ywifad BT | urd g NIRRT @1 oM e R @l SRl

(1)  WfvEm w® e

Y& T = 99 + NgH — FriHa anra

2) 8 wR

Y& T = 99 — g1 — A arra
3) e W A
Y& T = 9y — | e

AT RT3 & AT IR U geg JIRT U I9D] IRUGT R Geblg S arell
T H SR U ST & | TR B g9 RN H FO—US D @R BT ART TH) FO—H W
gfday < T 1 RN H SISl ST § Al Ed Yol R RU=Ysil &I dANd S $H Sl
I | iraa doft @) o gg R 9 uRudadr R g R H QA F W Q@R @l I B
FU-UF & ARMEFT B I I aRugadr @t s@afy 7 fod o & Refa & 7 o1 ura =
IR 9 gRYFar oR <7 JIRT & IR BT FHARISA (AT SAAT & aA7 9 &1 A Yoil &1 qoAr
@ AT B |

FUI-GOl B ARTT B 70T = Gl B ARrIar B o el e
(1) 519 FU-goit ARER 8 —

MV —NP
n

Annual I nterest + ( ]
X100

Cost of Debt Capital or K, = NIV NP

2

T MV = gRugaar wr <a R (Maturity Value)

NP = ura gg i (Net Proceeds)

n = uRugadr &1 a@fe (Number of years of maturity)
Kd = =91 Yoil &1 anTd

(2) S FOT-Yoll M & I S9a! uRudaar &y a1 gRYFadT W g T &t
I B —

Cost of Debt Capital = 20Nyl Interest o o,

Net Pr oceeds

(BeforeTax)

FOT GOl R T T IR IfATIH & SR Wer &g 81T 8 O 3R & R B
IRY 99d UG HRAl B, A O Yoll b YAEA! AN S bR & o) dR—Jd onTd Bl
B T AT H 1 I @1 Aergar | aRdfdd s —

Cost of Debt Capital =Cost of Debt Capital (1-Tax Rate)
(After Tax) (BeforeTax)
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SRR F0T Yofl B AR &1 T0MT

illustration :

g fafiics &1 afaRed fad &1 smawadar 21 98 sd@a fold 9 UliR &9 &R drel
1,000 FU-TF 500 . A R fHIfG @ &1 ol ot g1 9@ WeE 8 af @ 9«
fopar SR | fefee @ arTg 991 TR B @Y 3R 2

(1) IS FHHeE 1.5 gfaerd, (2) Sarell 0.5 Ufoed (3) BUE 31 &1 10,000 %.
S B RU-UA DI PR b YA AN S DI, IS MIBR B & 35 U 2 |

H. Ltd. requred additional finance. For this it has been decided to issue 1,000 9%

debentures of Rs. 500 at par redemable after 8 years. The cost of issue is estimated to be as
follows:

(i) Underwriting Commission 1.5%: (ii) Brokerage 0.5%: (iii) Printing and other expenses
Rs. 10,000.

Caculate the after tax cost of debentures assuming that the corporate tax rate s 35%.

Claculation of Net Proceeds

Particulars Rs. Rs.
Face Value of Debenture 500
Less: Issue xpnses per Debenture 7.50
(i) Underwriting Commission 250
(if) Brokerage 10.00 20
(IMPrintig and other expenses (10,000/1,000) - 480
Net Proceeds
G \JMV ! NP)
K, (beforetax) = n X100
5MV + NP)
2

Where : | = Annual Interet Payment; PV.= Par Value of Debentures,
NP = Net Proceeds; n = Number of yearsto maturity.
Substituting the value,

Ny, ( Rs.500—Rs. 480]

K, (beforetax) = X100

( Rs.500+ Rs480]
2
_Rs45+ Rs2.50

Rs.490

_RS4720 31 00-9.70%
Rs.490
K. (beforetax) =C(d)(beforetax) X (L1-T)

=9.7 X (1—.35) = 6.305%

X100

Hlustration :

w fIfics 10 dg S0 & 500 ©U oI & 9 U Fo—ud i &=ar aned)
2| RO U B AWEE 10 IY 9 FHII W BRT| B R i R A e gan
SIRAT— (1) JARRIYA HHIRE 1 gfaerd (2) Seell 0.5 Uferd e (3) BUS Td 3 &I 5,000
0 |
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FOT Yol @I dNTd (BR—Yd qAT PR UAm) A (iR | afe For—u=l &1 - (1)
|H qd, (2) 10 Ufcrerd 92 @1 (3) 10 UfRrd U= R fhar SR | R @R @1 &% 35 gfaerd
g |

M Ltd. watnts to issue Rs. 10 lakhs of 9% debentures of Rs. 500 each. The debentures are
to be redeemed after 10 years. The company wil pay the foowing issue expenses- (i) Underwriting
commission 1%, (ii) Brokerage 0.5%, and (iii) Printing and Other Expenses Rs. 5,000.

Calculate the cost of debt capital (before tax as well as after tax) if the debentures are
issued at (i) par, (ii) 10% discount, and (iii) 10% premium. Assume corpratetax rate at 35%

Q) Debentures issued at par
Calculation of Net Proceeds

Particulars Rs. Rs.
Face Value per debenture 500
Less: Issue expnses per Debenture 5.00
Underwriting Commission 2.50
Brokerage 2.50 10
Printig and wother expenses (10,000/1,000) - 490
Net Proceeds
\JMV ! NP]
I+1——
K, (beforetax) = n X100
5MV + NP)
2
AN ( 5001—0490]
= X100
(500+ 490]
2
4541

5 X100=9.293%

K. (after tax)=Cd (beforetax) X (1-T)

=9.293%9(1-.35) = 6.04%
(I1) Denentursissued at 10% discount
Calculation on Net Proceeds

Particulars Rs. Rs.
Face Value per debenture 500
Less: Discount @ 10@ 50
| ssue Expenses (as above) 10 60
Net Proceeds per debenture 440
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45+ ( 500— 440]
K. (beforetax) = 500440 X100
)
_ 45+6 51

= X100= =—— X100=10.851%
470 470

K. (after tax) =Cd (beforetax) X (1-T)
=10.851%9(1-.35) = 7.05%

I1) Denentursissued at 10% Premium
Calculation on Net Proceeds

Particulars Rs.
Face Value per debenture 500
Add : Premium @ 10% 50
550
Less: Issue expenses (as above) 10
Net Proceeds per debenture 540
a5 5 500 | 540)
K. (beforetax) = X100
\1500+ 540)
2
4514 41

=——— X100= =—— X100=7.885%
520 520

K. (after tax)=Cd(beforetax) X (11 T)
=7.885%(11 .35) =5.125%

illustration :

o |H®T ¥ 14 Ufaerd F0 Tl B B UE ANTd sa feig [TEeT areE 10 9y
qre BN

Compute the after tax cost of 14 % dbentures from the following data; which are
redeemable after 10 years:

frifaa o o=l @1 w@=ar (No. of debenturesissued) 1,000

Rs.
sifd gea (Face Value) 100
ot 7w (Issue Price) 90
e g (Redeemable price) 105
o= @@ (Floatation cost) 2,000
o <X (Taxe Rate) 35%
Calculation of Net Proceeds Rs.
Issue Pric per debenturwee 90
Less: Floatation cost (per debenture) 2
Net Proceeds per debenture 88
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(MV—NP
1+ —
n

(MV+NP]
2

14 + (105— 88
10

(105+88]
2

14417

K, (beforetax) = ]X1OOX -7

] X100X (1—0.35)

X100 X .65

_15.37X65
96.5

M a7 RRRIR For & arTd B 0T —

RRRR 07 1 dNTd SRedgad S $I S Fdd! © | U 39 R F &1l &% &
SHOT PR Yd B AN BN B, N 39 AN & B G KO YT Igg IRT 9 w@nfid
o ST =1fd | o1 @ g9l oRTd =19 9”1 & ol 9R Qd oTd @1 R 918 1T JiefdT
R e g o uRafdd a=1 @12 | et 01 & 9= gd ard 71 3 9 91 &1 ST
Jhal g—

=10.575%

Ky =—= X100
NP

where K, =Cost of debt
| = AnnuallnterestCh arges
NP = Net roceeds

RRTR 0T &1 HR BT AN IRHT ST Iolg 9 dR & ol Sudad 3 H &R
R BT FARITSH RS Yoil Bl AR 7 JbR S &I SR ©

1
Ky =—= X100(1-t
o=y ¥1000-1)

t = Rateof tax

illustration :

v fafics 1oufaerd arel 10,000 FEOIH 100 wUd U oA sUfed g1 W fRifAG
axel ¥ | i e 2ufierd € 1 & IR AT dR @Y SR 35Ufrerd 8| 9T goil @ R gd
AT BRI AR S0 (B |

M. Ltd. iissuess 10,000, 10% debentures of Rs. 100 esach at a discount of 5%. The costs
of floation are 2%. The rate of tax applicable to the company is 35%. Compute the cost of debt
capital before tax and after tax.

FUT Goil &I AFTd (@R gd)
Ky == X100

NP
~1,00,000

= X100=10.75%
9,30,000




T Yoll Bl NTd (PR 919) -
1
K,=—X100(1-t
o =g X1000-1)
_ 100,000 X100(1-0.35)=10.75(0.65) =6.9875%
9,30,000
Working Notes :
(1) Total Value of Debentures = Rs. 100 X 10,000 = Rs. 10,00,000
10% Interest Charges = Rs. 10,00,000 X 10/100 = Rs. 1,00, 000
(2) Computation of Net Proceeds) :

Particuars Rs. Rs.

Tota Value of Debentures 10,00,000

Less: 5% Discount 50,000

Less: 2% Floating Charges 20,000 70,000
Net Proceeds 9,30,000

illustrations :

Haas fol. 10 URTRId dret 1,0000 Foaai &1 FRHF 100 9 ufd o1 uo e
FHAT ArE &, O\ W 9 g a=e 88

(31) e FHHRE 2 wiera

() Serrell 0.5 Ufcrerd e

() BUTS TAT 3T T 15,000 HUY |

Kalpataru Ltd. wishes to issue 1,000 (10%) debentures of Rs. 100 each for whixh the
company will be required to incure following expenses:

(a) Underwriting Commission 2%

(b) Brokerage 0.5%

(c) Pringing and other expenses Rs. 15,000

FOT Yol I AR I TUET (@R Yd g PR ULl DIIY, I8 A9d 8¢ b Foad &l
e (i) 59 qe3, (i) 1oufaerd qgr qen (iii) 10% UM o fear @) &R R 30 ufiee
gl

Calculate cost of debt capital (before tax as well as after tax) assuming th debt is issued :
(i) at par, (ii) at 10% discount, and (iii) at 10% premium. The tax rate is 35%.

(1) o1 9= Al |9 g W

(1) & gd o1 Yoit & ArTd
<, -1 x100-R510,000
NP Rs.82,500

X100=12.12%
(@) X 91 RO Yol Bl AR
1 Rs.10,000

K, =—— X100(1—t)= X100 (1— 0.35) =12.12(0.65) = 7.878%
NP Rs.82,500
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Working Notes:

Particuars

Rs.

Rs.

Computation of Net Proceeds:
Face Vaue of Debenturs
Less: Issue Expenses:
(a) Underwritng Commission
(b) Brokaage
(c) Prtning & Other Charges
Net Proceeds

2,000
5,00
15,000

1,00,000

17,500

82,500

(2) Foa e 10 gfoea s wR

(31) WX gd FOT YSil B AN

(-1 x100- 10000
NP 72,500

(@) ®X 91E T Yol DI AN

X100=13.79%

Kq _ 1 X100(1-t) _ Rs10,000 X100(1-0.35) =8.9635%
NP Rs. 72,500
Working Noes :
Calculation of Net Proceeds
Particuars Rs. Rs.
Face Vaue of Debenturs 1,00,000
Less: 10% Discount 10,000
90,000
Less: Issue Expenses:
(a) Underwritg Commission 2,000
(b) Brokerage 5,00
(c) Prnting & Other Charges 15,000 17,500
Net Proceeds 72,500

(2) o1 9= fRH9 10 wfoera gefsr )
(31) & gd T goil @l ArTd

<, =L sa00 - 10000

NP 92,500

(@) X 91 R Goil I AR

Ky = = x100(1 1) = 200
NP

X100 =10.81%

Working Notes :

o5 X100~ 0.35) = 10.81(0.65) = 7.0265%

Particuars Rs. Rs.
Face Vaue of Debenturs 1,00,000
Add : 10% Premium 10,000
1,10,000
Less: Issue Expenses:
(a) Underwritg Commission 2,000
(b) Brokerage 5,00
(c) Prnting & Other Charges 15,000 17,500
Net Proceeds 92,500
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JfeFE e Yol @1 &rTd
(Cost of Prefernce Share Capital)

JAfEAT 3% Yoil Yo Ul S Yol & RO R U yd MREd % | MY gHriT Sl
g | SO 3Rl WR A BT YA Sl SR H fHAT ST € SK: dEAl A A™ g Bl
AT AT fAAT ©C & a8 H ddel IR (Non-cumulative) JaifeierR el &1 <z H
S A GbT B ST F I B Sl © | BT G AT, 1988 B AN BN D
eI DIy W BT IRMEAT AN el & AT 981 R Fahdll, 31a: add T | daat. A
A S 1 e & fhar S wehdn & | SIEE 3fell UR AT S 9Tl SR 3TRIéR Bl
e ¥ W &g 78 2 oa: g a] dRd ) U¥Eld 9 B R dddl ol -dl S8
AT TR BT TART TAT FO—Yoil B ANTd B TUFET & FHH 8 8, R hadl &arol &
ST TR ¥e& T AT dAT ROT—YSil &I B Yd N Sl 0T & I SARHA 3feN Bl
PR UTAR] ARG B TA0AT BT Sl & | STEAF 3 Yol &I R $I ToT H = AT &l
TART BT ST 8-

(1) 9 SffemT 3fer Gofl a8 Ud 2ed @l Sfafer 9 Wed R < RIR1 Bl g

Dividend + MY~ NP
Costof Pr eference ShareCapital n
P (After Tax) MV + NP
2

RIES|
KP = aifemm sier goil a1 o (Maturity Value)
MV = gRugaar w <3 et (Maturity Value)
N = uRugadar & s (Number of years of maturity)
NP = g g i1 @ (Net Proceeds)

(2) ST9 AfEH 3Pl @& WRA o1 S/l 3frET WE W <F AR &Y I T B

Costof PreferenceShareCapital  Dividend
K, = = X100
(After Tax) Net Pr oceds

A 3T Yol B PR YA AR Bl 7 G B FERal § dR gd AN A
gRafid fear s —

Costof Pr eferenceShareCapital _ Cost After Tax X 1

(beforeTax) 1-Tax Rate

illustraton :

atfges. forfice 100 . arel 10 ufoerd 1,000 YaifeR sfer frifad @ = 2,
ST 2Med 10 9¥ T 9 ed W fHar ST g1 Yol FieE a9 39 UaR 2— i
FHHARE 2 ufererd, Teftell 1 Ufaerd e BuTg ST 1,000 . |

goll &1 AT Sd faforg af sfen &1 e (i) w9 e, (i) 5 ufaea g2 de (iii)
10 Tfcrerd yenft wR foar S| afe ol o) e &R @1 g% 35 gferd & dr goil @l onrd
IR I TSI €

Olympic Lmited wants to issue 1,000 10 % Preference shares of Rs. 100 each, redeemable

after 10 years at par. The expenses of capital issue are : Underwiting Commisson 2%, Brokerage
1% and Printing etc. Rs. 1,000.

Calcuate cost of capita if the shares are issued at (i) par, (i) 5% discount, and (iii) 10%
premium. What will be the effect on cost of capital if corporate tax rate is 35% ?
solution :
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() Shares issued at par
Net Proceeds = Face Vaue - |ssue Expenses

=100-4=96
D+(MV—NP]
n
KpAfterTax__ MV - NP X100
2
- 10+0.40

X100 =10.612%

CP(aftertax) 10.612%

K, (beforeTax) = =
(1-TaxRate) 1-0.35

=16.327% +

(i)  Sharesissued at 5% discount
Net Proceeds = Face Value - Discount - 1ssue Expenses
=100-5-4=Rs. 91

1O+(100—91

100+ 91
2
10+0.90
955
11.414

K (beforeTax) = ——=17.56%
P (1-0.35)

Kp After Tax = = j X100

X100=11.414%

(i)  Sharesissued at 10% Premium
Net Proceeds = Face Value + Premium - |ssue Expenses
=100+ 10-4=106
1O+(100_106
10
100+106
2
~10-0.60
~ 103
9.126%
1-0.35

j X100

K o After Tax =

X100 =9.126%

K, (beforeTax) = =14.04% +

Working Note :
| ssue expenses per share: Rs.
Underwriting Commission 2% on 100 2.00
Brokerage 1% on Rs. 100 1.00
Printing etc. Rs. 1,000 on 1,000 shares 1.00
Total 4.00
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| 32 Yoil P AR
(Cost of Equty Share Capital)

FHAT 37 Yoll TR oAMIe & & Yd FEiRa 81 8kl a1 ol & folt 39 goll w
SARTET bl AfTard AT 1 2, TR Al FwaT T Yol Bl NTd Rf2d qE A ST | ORI H
FHAT 3 YOIl BT IRS B H HB 9 RGO IR DI IMLAT GAT © | Il R TIR &
AT 3R Gull BT ARG PEelrdl 8 | $HDT 7o g et faferdi o1 g fear s -

1. @i uifld fafr (Dividend Yield Method) — s fafer &1 dmier Heg arguTd fafer
(Dividednd Price Ratio Method) @ 9™ &l ST SiaT 2 | 39 fafr & w=gar & f5 &g W
faf-raear ST oo g9 &I HF & FAAT iF H AT FRa1 § @1 98 B9 9 FHH IR |
TEfeId YT &) Y SATIRT UIT &1 ST Rl © | 3T AT A2 Yoll B dNTd. Sid R &
foR) UTey SmiRT BT 37T & IR Hed W Yolldd (a1 ST & | Ui 3T YT oATieT @l o
e ww &1 qen H Td 9u § ghr T A A H Wil aiaddl Bl FHRIS BR
@ ST B, SGfd A8 B B ST H FHAM ARG TRl # damw et & oid
AR & PR WR S ST 5 | Ui 37 IR e 1 T[0T I dIoTR-H Galdg S Bl
T H AT A A BT qoa A1 SN IR Hed ol ST 9T &, Sidid SRIfads HHl dl
0 H R BT g AT AR erEr Sl g @ SR W Hd AT agell Hed forr o
AHAT 2 |

9 fafY & IR I9aT Yol &) oFTd §11d - &1 g3 TR §

IR IN]

IaTeRone, AR 3fer &1 F9 oI 10 . UfT SR a1 99R g3 18 . UM 379 8 Td H#r A
45 GfIRId STIRT 1A 81, AT G 3fe Yol @l orTd {79 JbR Feprell SRfi—

Dividend Per Share
Market PricePerShare

X100
. . . 45
Cost of Equity Capital (After tax) = Divdend per share:ﬁ X10=Rs.4.50

Cost of EqutyCapital ——‘ZO X100=2.5%

drmi- 3 fafy 3 g8 A A9 TR § -

() 399 UfEIRd ST & HROT AR H 88 Jfg @ SUell BT Sl & |

(i) TfcrenRe @l & HRT 3R & IR Hed | ghg BNl ©, oraw ofEl & sy R goinra
AT Sca= BIaT 7, R 5 fafdy # amrer &1 aRom w1 Siar @ o 6 Sfua T8 2

(i) IE AT Rer oy arell &7l & ford & Sugad &, Rifd saH aieT H ¥fdsy H§ 89
qrell gig &1 &I T8l /AT A € |

(iv) IRIAEE 3fel & IR Hed &1 MURe & wfcd &1 2|

(2) aroi wiftd fafr (Earning Yield Method) — 9 fafer &1 s—Heg arurd fafr (Earning
Price Ratio Method) 41 ®&d &1 I8 fafy s w=gar R smaRa ® & aifvid oma & 9 wRdd
T UG AH 3T AT ™ & UTH AN 3T W FHAT SPERAT BT IR gar ® 9w
I MR & WY § gofdqar dier S serar el | g9 Ay # ufd ofwr ool ud sfer & areiR
g &1 U IHTe SaT 81 I8 U Uofl & AR BT € | U 3 S| @Y oM
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e ™ & & e H {B 96 B AT B MR W B AT Fdhell & 9did A3 HEAl B
Rerfer # W eremiRe afafafal #§ dord FfEl @& o & R W &) ol 9l ¥ 39

fafer & AR |HAT Yol &1 NTd A B Bl GF AR ©

EaringsPer Share 100

Cost of Equity Capital (After Tax) or K =
Quity Capital ( ) ® Market PricePer Share

ISR, Uh Bl 7 T . dTel 10 ARG YUT U< FHAT 37 SR W ® | 39 3R @
IIA IR Hed 250 . UM 3R 2| I SR 1 BR Ud QaIdR M & I 2 ol
®. BT ™ HAIT B AT FAT 37T Goll b AR 14 JbR Fhrell SRfI—

Cost of Equity Capita (After Tax) = 22—;30 X100=28%

200000 _ .,

Earning Per Share= =0.
10,00,000

A G — 59 fafer &1 Wg FEER B —
(1) 3fE TR 3O B ART FA BIAT Bicd 7, Wifd Aol I FHd T PRl & faaka

T8 B AT 7
(2) Tfcr 3fer 3159 UG dI9IR Hed Aqd Udh FH T8l Y8d & |
(3) 3N @& 9oIR Hed H uRafda daer | & IS Afdd & HROT A8] BT dich IAD 3

HRT 1 BT 8, 31T RIgT &7 MeR & TTefd &1 o & |

3. A™IE IftT @ @mrer § gfe fafdr (Dividend Yield Plus Growth in Divdend Method)
—ofrieT It fafer § |Har fer goll &1 R S0 hRd FHT AT Bl &% bl ReR 79 for
ST 2 Sdfeh I8 arad H ReR 781 I8 | 9fd Breil I8 1AM oWl © & aaAe arier )
# 37Tl HE 991 9@ FR7R ghg Bl I A1 ARG @ IO SRa W anie | g9 gfg @
FARISA T ST 2 | e H gfg @ &R Ui ofFr Sl § gig @ ) @ aRIeR A S
T | 3 orreT Wit derr anwie # gfg R # adee amie a1 # S @) oiEl A1 any
D AT 91 gfg & AR IR I FARIIGTT PR FHAT A Yol BT AN S DI Sl
g g3 wU #-
Cost of Equity Capital (After Tax) = Cost of Equity Capital (After Tax) =

Dividend Per Share ;1\ rowth Ratein Dividend
Market PricePer Share

ISR & ford Af Bl vl & 3ieT &1 §9 oI 10 %. URT 3% qAT IR qod
18 %, Uil 33§ Ud 1 4 3.60 . Ul 3 AL ST & | Ifa ™R # 5 Glererd arfiies
gfg & F=IEAT 81 Al Yol B AR BRI —
3.60
Cost of Equity Capital = 18 X 100+3

K,=20+5=25%

4. YT 3 fafyr (Redised Yield Method) — 39 fafer & SR |HAT Yoil &1 oFTd
ool a7 # IR H UK 3T AT ™I & SR WR ST &l ol & | I8 fafyr 39 araa1 R
JrEMRa & b da § o™i Ud gig a) Rer & dor izl Sl g &x &1 fAR=R arver
&l & | I8 Iy R g, fog @asR 4 =8 o S |

T feifa W sl &) ara
(Cogt of Newly Issued Equity Shares)
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S PIS AT I FHAT A SIRT BRal & o SO ¥ fRET R 3f9r fofas ddeh = a8+
IR U] §, URUIFRG®Y 98 S I BT WUl OIR Hed a¥fdl del & Ul & | Ufd Sfe
T Y[ NIRT B T0ET R & ol FRIIId aT9TR Hed | 9 Rt @l (SIRTas . e,
SATCll, BUTS SAIQ) DI USRI ST © | F9aT 3% Yoil & AR Sd dRd F9g YTl Y& 10
&1 & S forar S 21 T R Far ol @ anTa e gE @) gErar | Sa &l S
g -

1. <Irrer uifed fafer
Cost of Equity Capital (After tax) = 2vidend per share .,
Net Pr oceeds
2. 3o uifid fafer
Cost of Equity Capital (After tax) = =oiNg pershare
Net Pr oceeds
3. IIeT Iy o ofrier § gfg fafer
. . Dividendper Share
Cost of equity Capital (After Tax) = X100
equity Capital ( ) Net Pr oceeds

IRV & oY, T HFIAT 10 . oI & Udh aIRg FHT A 160 %, UM 3 & R} W FRIHT
xRl 2| e = gfd o Ua %, 7| SRl §RT 39 9¥ 3 %, UM i onier A o @
[T B IR AT 379 GOl &) ITd arfi—

3 X100

16-1

K, =-> X100=20%
15

Cost of Equity Capital =

illustration :

Sare fafics 9 10 %, drel 1,00,000 YU ST |HAT 3% FRifAT fa 2 e A
3,00,000 %. B PR YA M HHARI B[ &7 W W 2 . Ul A AT BT I fbar T
2| 3l & IR e 25 . Ul Sfer | amarer wita fafy der oot wiftd fafdr &1 wAnT wRa
gU |HAT 3797 goll & ANTd &I o SIS |

Jagrawal Ltd. wasissued 1,00,000 equity shares of Rs. 10 each as fully paid. The company
has earned a profit of Rs. 3,00,000 after tax. On these shares dividend has been paid at the rate of
Rs. 2 per share. Find out the cost of equity capita using Dividend Yield Method and Earning Yield
Method. The market value of more is Rs. 25/- per share.

Solution :
(i) Dividend Yield Method
_ DividendperShare 100
Cost of Equity Capital or I\;Iarket PricePerShare
=— X100=8%
25
(i) Earning Yield Method
Earningper Share X 100

Cost of Equity Capita or Market Price perShare

:i X100=12%
25

30000 _ 3
1,00,000

where Earning per share =
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illustration :

ST forfies T wHar gof @ e gwT fag ot &R faar &) <& 81 dwe 3 7d
auf #§ 7 &) | Are YA fear 8-
CL] 2006 2007 2008 2009
PINRSHESIGIERS 1.00 1.10 1.21 1.33

B B Y PN IAHE IR I 19 B, & BT GRT WA a9 150 . Ui 3feT
arie o S @ |awTEr B | e @ Ofa ofw e % B T Rt @) and 9@
fofor

Rubeena Limited is thinking of rasing funds by the issuance of equity. capitaall. The
company has pad dividend is past years as follows :
Year 2006 2007 2008 2009
Dividend per Share Rs. 1.00 1.10 1.21 1.33

The curent market price of the company's share is Rs. 19. The company is expected to pay
advidend of Rs. 1.50 per share next year. The floatation cost per shareis Rs. 1. Calculate the cost
of new issue.

Solution :

gy 2006 W 2009 Tb BT fAACE GRT B T MR &R BT ALIT R WS
BT © & o uftay 10 wfera @ gfg B S I R ) o vfas o A gfg @t &% 10
AfereTd /M gU YOl @1 SRTd @l 0T ST ifid derm e | gig <) Al & @) siRefi—

Cost of Equity Capital
_ Dividendpershar
®" NetProceeds
where, Net Proceeds = Market Price PerShare— Issue Expenses
=Rs. 19 - Rs1=Rs18

K, = % X100+10%=8.33 + 10 = 18.33%

e

X100+ GrowthinDividend

illustraton :

IR fofics &1 3 aad | 25 . W IGd [HAT AT 2| ¥ & wUAT Ui 3T
SAMIET gTdl 2 dr fafeie 6 ufrerd aiffie gig &1 e R 2 | M1 SIfo —

(31) HFT BT FHAT Yol Dl TN,

@) afe e gig <) 5 ufderd aiffe & dr <R ufd ofEr IRiR Jed @1 ToMT
DI |

(7). Ife S @1 golt arTd 10 ufderd &1 don g gfg &) 4 ufoed o & @
R IR Hed &1 MO SR, JfS AR &1 HUAT Ui 379 HIH @l T |

The share of Choyal Limited is quoted in the market at Rs. 25 currently. The company
pays adividend of Rs. 2 per share and the investor expects a growth rate fo 6% per year. Compute

() the company's cost of capital.

(b) if the anticpated growth rate is 5% p.a., calcullate the indicaed market price per share.

(c) if the company's cost of capital s 10% and the antcipated growth rate is 4% calculate
the indicated market price if the dividend of Rs. 2 per share is to be maintained.
Solution :
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(a) K, _ DPS 5100+ G=-2 X100+ 6=14%
MP 25

(b) Given =G=5%; DPS=Re.2'Ce=14%

K. :D—PS+G
MP
149% =382 504
MP

i:14%—5%:9%
MP

MPzior Rs.22.22
90

Yo

© K= 2.6
MP

10%:i+4%
MP

2 _10%—4%=6%
MP

MP= 2 or Rs.33.33

6%

gfoenRd Hl & arTd
(Cogt of Retainned Earnings)

IIER H JAH BT 309 T R U¥AN ATl &I IR0 il & ®©0 H 7 v,
SIBl BB UM AT e AR H b ofcil & | a4 Gy $0 YBR bl T RN | Hael §
A SRfd BNl &1 fFEier g1 S 8, el S8 U ana T8 gt usdl, dfed
IR AFTd BT & | e wd faed & el # gfoenRa o=l @) ara O ywmg [ e
gferenRa g R smenlRa fafrartt o= Suisia foear ST eaead &, U &) S9 &R & aRE”
gl ¥ o 5 fafrarere oo ofer Uoll UR UTd d_e Y AT R@AT § |7 3 3T ufdenRa
3Ol TR JAT AT HI MMM AT 2 oI+l S g9 U 8 R dabfoqss fafrioe 9 o
B aTell M & dfgd BT uedr 2| I dfud w rfl 8 omy € ufaenRa ool @ arnTa
2| forg s fraforRaa wmmEee & 8 —

1. IRIR BF TAEOH — UAS SRERT BT MR & HY § UK T W IMABI <A
BT 2, ored S gRT I aifsa & = arell I smar @1 I 9 &F 8 SIS, 31
Ay IR & IDfeud AT & 9 arell i & ufdenRa el & ard 8nfl | & &
=1 oierenRAl @ amg &1 A M=—=1 81 & SRoT 9 & oy srgAn~a oiaa aafaaera
JTIBR SR HFBR B AT DI AFA ST ST B |

2. GOl &M TR R gg FREIH— omie faaver & gRemeawy feem gRT yafeniRa
3fell & 9OR qou # gfg 21 el &, R e &1 gofl @ 81 iR S Yol o™ ax
ST B 31: S 379 & IR oI H W USThR & Yol &1 dNTd S T ST |

3. HARM, Tamell S 3G TR — e & fafed W RER &1 SHeH,
STl 3T & WU § F HIAT ISl o, 31 39 5q W TR fHar SIar © |

OfeTRa il @1 NI @ 70T 7 =1 AT &1 gt fham o |\ahar & —
Cost of Retained Earnings or
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DA-T,)(1- B)
" MPQ-T,)

E(L-T,)(1-B)
T MP(L-T,)

D
:[leom G}x(l—Tp)(l— B)

X100

X100

= CostofEquityCapital (1-T )(1- B)

Safd k. =costof retativeof earnings
D or E = 3feremiRal @ gfa afer iufera amvier a1 3+ &
(Sharehoder's expected rate of dividend or earning per share)
Tp =  3freRAl & |fddiTd Mg R 3MIHR X (Income-tax rate on personal income
of shareholders)
Tc = Uofl oW TR MT &I <X (Income tax Rate on Capital Gain) B=" fafdieq o= <3
HHITH, Tt (Commission & Brokerage Cost on Investment)
MP = 9fd 33 a9k g (Market Price per Share)
G = AW gfg & (Growth ratein dividend)
illustration :

1 T 9§ gfoeniRa Sl & AT S Ry

Find out the cost of retained earnings from the following information :

Dividend per share Rs. 9.00
Personal income-tax rate 30%
Personal capital gan tax rate 20%
Market Price per share Rs. 100
Soluton :
DA-T;,
" MP(A-T,)

~ Rs9(1-0.30) 100~ 6.30x100

- = 7.875%
Rs.100(1- 0.2)

illustation :

=1 wHal | ufaenRa oo @) T S feiR
Find out cogt of retained earnings from the following data :

Dividend per share Rs. Rs. 15
Personal income tax raste 30%
Market price per share Rs. Rs. 110
Brokerage on investment of divided 1%
Solution :
K. .= DU-T)A=B) 109
MP
_ Rs15x(1-0.30)(1-0.09) %100 = 15X0.70X0.99X100 _9.45%
Rs.110 Rs110
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ol @1 \IRa sid arTa
(Weighted Average Cost of Capital)

frd & fafrr Sal @) faRre IOl arTd 9d - & ugerq S9!l ol Uoll drTd
B TUET B S B, Rifh A IRASHT B ArERea @ ST # Ao @ g
AT &R B AT (el faRiy | &1 Yol arTtd | 1 dRa GAT & G807 Goll anTd 9 &
SN | ARt ol anTa o @ fafe St o IRifed id ol anTd € | 9N @Y gut
GeET H Al ST Bl BT U WA A8l BIT ®, of: AR SR b I IR AR R
HT ITANT fHar Srar 81 goll & wiRa sid oIvTa &1 o1 & forg fmaferRad ufean euerg
STl § —

1. FAUH TRl Goil &I IR & AT BT Yeb A gY S9d (Ui # faf=y Erdl &t
IR (weight) fam ST 21 WR <9 8q Yol & J&dd Jod (Book Value) 31d1 IR el
(Market valug) § &1 fell U &1 TR fhar S davar & | fhell dwem @ gt ol dvemr 3
goll & fafr=1 Al &1 anfere s Ife Jde Jod @ ABR WR o™l WY A1 98 YD
I MR J7 I U® i & IR Jed @ R W <@l Y. Al 98 9ok o ¥R
HEATT B FIGER H G oI 9RI BT TN Afda frar omar @ «=ifs (i) e Hed
THIRIT i@l | A IuA B Sl &, (i) goil TReT & ofed Ar=aaal §&id Jed &
IR W & 97 fFd O 8, (jii) IR Hed & MR W AR 37 e gfenRa s+t @
Refa & sgfaare e 2, (iv) 90K o0 § FR<R S=a|e= 81d W&d 7] (V) Ar=aaal §&id
e & AR WR 0T FHAT A I &1 SRIH BT Jedidh . fha1 ST & |

dgifae SfeaT & IR 7 & R W A T IR s Sugad A9 o 2
Fifh (i) oll & IAP °ch b ANd doR Jed & AR A dl Sl o, (i) ufnyfoar 4
UTd g dTell IRdfad R U9 IR Ao # fdedt Bl 8, (i) IR qea | faftarset o
JMHIETY TE ®Y ¥ FTADd 2 | UaenRd isiHl T 96R e §1d HRd G Shl Foal
Goll &AM ST © T 9T N BT ol dIoR Hod, FAdT 3T Yoil gd gfenia sreil |
STb ol o D AU H gic {31 ST & 1 SaeRy b ford A Bl Sl @l Yol HRemT
¥ 10 ® P TP G GHAT 3T TAT 6,00,000 . URRIRT 3fSi+ & | HF1 & T 37T BT
IR Heg 20 . Ui iR 81 AT §9dAT 3fT BT Bl IR oI 20 aIRI . (1 g 7 20 &)
BT, Ry e ofer goft vd gfaenfRa erfHl # 1 gdR dier SR —

10,00,000

16,00,000
6,00,000
16,00,000

2. goil & fafi Sl B R TS & & Ugaq Idd ARE &1 fAlne & ge=nq
Gofl T ST ®xe 2 | fafde go rTa @t o fafe ugel e o gt 7 |

3. UD A B fARME 3R Ugar] dFTd bl S8 R | IO HRD IHD! ARG AN
ST & S B | T AREET AR ARG BT AT S ARy @l goft @) WIRd 3iNId ATa
FHEATN 2| Goll @l WIRT A aFTd 91 & & ford 711 g3 ganT o <mar & —

Weighted Average Cost of Capital or K, = zz—mm”l(

AT 372 Yofl BT IoIR e 3 X 20,00,000 =12,50,000 %.

gfeenRa 3rSiHl BT IR’ Jed = X 20,00,000 = 7,50,000%.

I8l KW = Weighted Average Cost of Capital
X = gl & faf=1 Sl & T |
W = 3ol & IRre &a & & T ¥R |
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[llustraton :

TH HH B Yol T a1 AR Aemi | T goll &1 dR—U9aTq AnTd 37T UHR

The capital structure and after-tax cost of capital of the specific source of a company is as
follows:

Source Amount (Rs.) Cost of Capital

Debt 3,00,000 4.77%

Preference Capital 2,00,000 10.53%

Equity Capital 4,00,000 14.59%

Retained Earnings 1,00,000 14.00%
10,00,000

Goll @1 9IRT 3IAd NI &1 0T HIFTY |
Calculate the Weighted Average Cost of Capital.

Solution :
Source Amount Weight After Tax Weighted
Q) Rs. 3 Cost Cost

(@) (4) (5)=(3)X(4)
Debt 3,00,000 3 4.77% 1.431
Preference Capital 2,00,000 2 10.53% 2.106
Equity Capital 4,00,000 4 14.59% 5.836
Retained Earnings 1,00,000 1 14.00% 1.400
Weighted Average 10.773%
Cost of Capital
Jofeas &
Computation of Weighted Average Cost of Capital
Source Amount After Tax Cost After Tax Cost
Q) Rs. (W) (Rate) (X) (Amount) (WX)

2 ©) @H=2XO
Debt 3,00,000 0477 14,310
Preference Captal 2,00,000 1503 21,060
Equity Capital 4,00,000 .1459 58,360
Retained Earnings 1,00,000 .1400 14,000
Total 10,00,000 1,07,730
Weighted Average Cost of Capital or K, = Zz—mfjxloo
107,730 _
=1000000 x100=10.773%
illustration :
o1 foafics @ gol dvemT 9 UaR § —
. The capital structure of Ranjana Limited is as follows : Rs.
Equty Shares (Rs. 10 each) 20,00,000
10,00,000

76



Retaned Earnings 5,00,000
9% Preference Shares (Rs. 100 each) 15,00,000
12% Debenture (Rs. 100 each) 50 00.00

AT BT FHAT 37 dOTR H 30 . W BT &1 H0 §RT 59 a9 3 . Ufy afer anier 33
ST BT SR & | R &R @1 &% 35 Ufaerd 2| IREMRAl & afdaid emaex &% 30 UfIed
A | HFT B FIemE gl AR &1 IR id dRTd $1d I |

The equity shares of the Company sales for Rs. 30. It is expected that company will pay
dividend of Rs. 3 per share this year. Corporate tax rate s 35% Assume 30% as ncome tax rate of
individual shareholder. Compute a weighted average cost of capital of existing capital structure.

solution :

(i) Cost of Equity Capital :

K.(aftertax) = DPS x100 = 3 x100 =10%

MP 30

(i) Cost of Retained Earnngs :

K., (aftertax) = % x100 = % x100 = 0.07x100 = 7%
(iii) Cost of Pref. Share Capital :

K (aftertax) = DPS x100 = 9 X100 = 9%

P MP 100
(iv) Cost of Debentures Capital :
12

K_ (aftertax) = —— x100(1— T) = 2 X100(L 0.35) = 12X 0.65 = 7.8%
NP 100

Computation of Weightted Average Cost of Capital

Source Amount After Tax Weight Weighted
Rs. Cost Cost
Equty Capital 20,00,000 4 10.0% 4.0%
Retained Earnings 10,00,000 2 7.0% 1.4%
Pref. Share Capital 5,00,000 1 9.0% 0.9%
Debentures 15,00,00 3 7.8% 2.34%
Total 50,00,000 1.0 8.64%
[lustration :
ot fafics @ 4ol vaqr 1 UaR & —
Rajasthan Limited has the following capital structure :
Equity Shaare Capital (2,00,000 shares) 20,00,000
7% Preference Shares 10,00,000
8%Debentures 20,00,000
50,00,000

Al B FHAT A DT AR oI 20 6. & | I§ MM B Sl & fb dw1 2 &, Ui
3T AT BT YA B, FaH gHem 5 ufoerd @ gig Bkl k@M | PR Bl SR 35 Ul
A ST FHT & | AUDT T BT T FRAT & —
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(37) TEHA Yol WAl @ IR W Yol & 9IRT AId &N |

@) doil @ 93 WIRd Ifd ard afe &= 10 ufoeid %9 95 & R gRT
30,00,000 . BT IMARTT 0T TIRT HRCAT 8 | $HD URARGHY UTATRIT AT 3 6. & SRR
qm arer H gig @ aR smuRafid e, Wy A B IR i AR$R 15 . Ufd 3fer @
SR |

The market price of the company's equity share is Rs. 20, It is expected that compan wil
pay a current dividend of Rs. 2 per share which will grow at 5 percent for ever. The tax rate may
be presumed at 35 per cent. You are required to compute the following :

(a) A weighted average cost of capital based on existing capital structure.

(b) The new weighted average xost of capital if the comapny raises an additional Ras.
30,00,000 debt by issuing 10 per centdebentures. This would result in increasing the expected
dividend to Rs. 3 and leav the growth rate unchanged but the market price of share will fall to Rs.
15 per share.

solution : (a) Statement Showing Weighted Average Cost of Capital

Source Amount After Tax Weight Weighted

Rs. Cost Cost
Equty Sharee Capital 20,00,000 15 4 .0600
Preference Share Capta 10,00,000 .07 2 .0140
Debentures 20,00,000 .052 4 .0208
Weighted Average Cost of Capital 0.0948 or 9.48%

(i) The Cost of Equity Sharei.e.

K :?A—folOO+G :2—20x100+5%:10%+5%:15%or.15

e

K, (aftertax) = Kd (beforetax) X (1-T)
= 8% X (1-0.35) = 8% X 0.65 = 5.2% = .052
(b) Statement Showing Weighted Average Cost of Cappital

Source Amount After Tax Weight Weighted
Rs. Cost Cost

Equty Sharee Capital 20,00,000 25 .250 .0625

7% Pref. Share Captal 10,00,000 .07 125 .0068

8% Debentures 20,00,000 .052 .250 .0130

10% Debentures 30,00,00 .065 375 243

Weighted Average Cost of Capita 0.1086 or 10.86%

(i) Cost of neew Debt (after tax) = Kd (before tax) X 1-Tax rate
=10X 1-0.35=6.5% or 0.65

DPS RS3 1100+ 5% = 20%-+ 5% = 25%or. 25

K.=——x100+G =
(ii) MP Rs.15
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ol |

(Capital Structure)

fell ARl &1 FheldT Ud 3[A%BeIdl bl URiffeh dcd IS Yoll &l Iuaedl Td Yol
i & 9 g1 Yo g & ardl #§ gead: aRe Td 91 9Id § | WRel @) qel Yo #
AT AT MY, QAfIdBR 379, FoT—u= Ud 31 edTeie Ud Sredlels 0T Ud & | ol
3l TR AMIeT <7 JifFard T8 § Safh qaifiiaR &fe), Roi—u3 Td 39 Kol UR TS / AT
@ AMERIAr 2| o YaifeR fernRal vd Fu-umenRal o1 ve fad e gkl ¥ wiefh
FHAT SERAT BT T 7 AT & 2|

Uoll WReFT & a0 [BU A Yg <@l Ol ® fd Goll @ uifty &g fea—fea
gfayfR 1 e far Sie? ST Siowy H @1 SiguTd 817 dT Sd! " UG Hed T §iP

ol =T &1 3ef Td aiRwreT
(Meaning and Definition of Capital Structure)

UH AEAE A H goiaxer @ IR1T &1 iR e @ 9 Yot SRer @
fReiRor SR Smaeass B1aT © | Yol ARaAT &1 37, Yot fr @i, fea—fae ufengfoar g,
P U ¥ W & & iR &= & 81T 7| Uoll G H Oof & fafee et
&1 UH U1 Jgurd FenilRa e s &, R 9 &9 & ys W ke §oi—dvam uem
N S B B AR BT GRT B H YUl ®U F HeW ar | Uofl AR R ufenyfaat
gRT fEiRd @1 Sl 8 S99 Uxd UfHf @ Tuw—37d 0T T4 QY B 2 | fHedl ol &
ol W # Rl te falre ger @ gfofoll &7 3ifte Wi 891 N ged] HE &
foy @1f¥re omveras srerar aiftres SRaw YUl 81 Aahdl & | Sarexvl @ forg, afd u& &rde o
USHl S=eT | gHar 3fel (Equilty Shares) &7 E1-UANT &Y T7 0T Yol & UART 81 & al
Ul Sl AT o) MR (Trading on Equity) @ ot ¥ dfad I8 ST qr Uil S
3O JPTETRAT AT WA & oY Afrad AR=—31id B & I£ed I YT A H Fhel el
grfl | sa AUd e e oo Uoh ARaAT § aHar ofel & wH qr kT doll @ o
g Tl © TUT HHE DI MY H AIWS SAR—FSHE AW & ATl I§ A1 S P 9 YR
BT BT AU HUR Ggd D SIRIH o V& &1 3 YPR Bl Yol @1 Bl Yoil BT S
MafReT wed €1 I8 YON—RadT W9-ar @ auf § AT SRRIRET & Mg Bl ARE §aT
AT B, R f9u=Iar & auf H{ F8 9 ddd FHaT SREIRAT BT A P 98d Gl <l © died
g8 B b HUR TSI SIRGH SU~ BR ol 8, difb T gul H HE] gaifeeprR R qer
FU-U3 R T AT 4R BT 989 A H A B 21 S HEE @l Yo HReHr @
FeiRor srcafeis Ara—Hst B BT =12y | fhdl el Yol e & dodT SRl Bicd v,
R a1 HrfEl v el § 99E w9 dnL BT O 9@ | o1 U”d Afdad Refa
IS HFAT B oIy @] fARNe saeaedrsil & AR Yoll FRe T & MR &A1 91y |

B oTED JolihrvT Td ol HReT GFT BT U & 3ff § Ugad dd ©, Sl Teld 2 | 39
SFT A T IR 2| ST YSfiaRer &1 dread ke @ o savdd Uolt @ A &1 iRy
FRAT BT 7, TET Gol—aRaT &7 A Iofl & oy &7 HeiRer &A1 8T 8 Yohaxr #§ I8
fFeiRa foar Srar 2 6 dven & fog o OO o @ S? $oli—wkaer § g8 feilRd
fopar Sy 2 6 g G 1 f¥ fea—fee ufosfal grT 69 srgura 9 ura &1 Sir?

TReATT 7 39 IF & W BT W Fd gY forar 7 fF, ¢ fohawor & frm @ @
oft o ko ISl O g9 dEdlel WU R gRT @9d Bl ®, & a)IeR Bl ©
ToN—HaeT S Ufeferdl & UdR b1 @ad drel 2, Rt gofiaxor &1 fompor gar 21

ARIRUITIT YSlTa0T Ud YSi—ARaAT did Maeadhar (i) el & dTed & |ad, AT (i)
AT & e a1 3w @ fory afaRad Yol @ SfavddT & 993, AT (i) o Rl &
AT YBHIHROT AT Il IdRoT & |7, AT (iv) I Yoiieror (Recapitalisation), AR (Re-
adjustment) a1 YFTSA (Reorganisation) §FI HEgH ® Wl & | 39 | uRRef™l &
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=g g & AHH a1 Fe<aqol Y3 S3d o— UM fba- drar § ufefaal &1 e fear
SR T fd UeR &1 ufoforal &1 e fhar Sime? fasat wmn | gfosfoal &1 foefee foan
SIU—ahT AR YSITdR0T | BT & dof fhg UarR &1 il &1 e fBar Sig—ar dw
Iofl—HRemT ¥ BT 2 |

ReA U9 OISTH B AR, Yol wRaHr R BH @1 vl o yewE gr 8 o
SefpTel Fol, qatfrer sfel o gg od ¥ gefid 8T 217

IRTDA. T & JGAR, “Uofl AT &1 IuAT uyr: ot amaanfie aven #
faffranfora et & el Adr @ <um & fov e ST 2 )

3rd: Yol e # ygraa: faft= ufoeiforal & oReaR& orura &1 fReilRa fean Sirar 2
rfq gg ol foram Sar 2 f6 gt smawdsd Yol &1 fhaen T 3ieh | do fdhd=r «mr
FO—UF  F UHT A SMQ | ofer o H W R YT FHAT AT ATEROT S0 W der faar
HRT QISR A A Yhd fHar Sy | gaiferery e qor ol Yol ¥ &l 3 R UH
faf¥ed YR IO HRA B, I Ig IR AnTa arell fengfordt (Fixed cost bearing securities)
FHEATH B | AN TG ARIROT 37 O AT AT BT F_d MMaeads T8l 8IaT § qAT AT
T St fham SITQ I8 oMl R T Wareldl ol ifd W ¥R @BRAT € | AR el 0
AT HH A7 N ST fHar S Aedr B, o A uRad+eiier arta ufenyfadt (Variable Cost
Securities) HEARN & | | B IUYE Il & TR B YRR & #ed Agerd 1fua
AT 3MaeTH BIAT ©, it UM Age (Security mix) &1 T &I JedTei O
g3edT W &I U¥IG Usdl 2| Ife B3 ARl 39 AgerT ®I diIq 8l 3@ Ul g o o<
AT JrAferd 81 SIQT ST R & ol g drRoT 81 Adhdl ¢ |

faxtrg s, Yoft ARemr den |y |
(Financial Structure, Capital Structure and Assets Structure)
EB YRR & YA § Y9 DI FAK B b [y I8 Aa%qd © b g9 [l ygad

GRS & 3N BT W WU H GHI ol | ZH G H gH Il (I R, ol SR den
TR AT BT T HRAT AR |

faxfa =T (Financial Structure)- I8 AT &Idd dxall & fob AR 9 1+ |Fwgfral
@) foxig cgaven e yaR @1 8, Rafd farvr & 99d 9 8191 & 917 &7 AT 8T 2|

R AT & SR FIEId. b ARG SIgdhlolld Ud 3Toddhlol STl ol affafera faar
ST ©

faxT = = AddTele ®IY g @1 1

Yol =T (Capital Structure)- ®¥ &1 RN R =aven Ioh WRe=1 2 S AMmIadn

FUT. qAifdhR 372 Ud AAAT §RT Idd il ©, O sfcudleld drg |ffferd el
Bl B | AT H Fwar afer gofl, enfiam qen wfd enRa amg wiEfora Bl ? 1 s aref # Goh
R BT ATCH AT B IR Yol | ST e ® |

Uofl W1 = drEdreild By
= AW 3t Yo, qaifrer ofer doft
. HOY Ud B, STEdTE ST
T HRAT B GOl GRAAT DY IS 3.1 W @ Ol Ahl &
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Gl ol

9

AT ERRN])
| |
HACT 3T Yoll, gaiereR 32T Yull, Jfder 0T, U, YT Yl

TIe : U AAT P Hel Yol [T

|ART VAT (Assets Structure) - $AGT ARG AT & fol FHRIAL & AN | BIAT 2| I8
QT BT YR qAT AT FHRTAT BT INT BT 2 |
ORI 6T = IR |l e ekl
. o= gaRel (afs a8 )

Yol =T & YTy
(Patterns of Capital Structure)

Ry 1as pro # Yol WxemT &1 urey FEfafad § & B1E Uh 8 Gadl g
(i) dd |qHAT 3T gad Yol WA (Capital Structure with equity shares only,)

(i) AT i T YaiSeR 39, M gaa Yol Ha-r (Capital structure with both equity
and preference shares),

(i) FHaT ofell qem RU-uAl Yad Yol AT (Capital structure with equity shares and
debentures),

(iv) 9T 32, Yaifder 3ol gor wo—uai Jaa Yoil Hen (Capital structure YSil equity

shares, preference shares and debentures)

IuYFd Yol ARE] BT GG HH & AT DI Ui, A1 DI F¥Edar vd i,
qa1 vd Yol IR &1 Reafd, faftaieme & gfteanr S sme dw@l W) R a=ar &1 doll
HEAT HREAT BT WHNAGT B alel dedi BT quie gl AT H ANl fhAr WA § | Y8f R BH
@9 U fovg W gl I =129 98 © KT U4 FAAT H <R HUT U MA@ Bl 8, o1 W)
TS HTT BIAT 2, AR Al & ot @) Rafqy aefl ft 81, Safes e Sienmd ol & @
B © Tl @RIRT BT YA Bl B AMER—ISAT IR R $Rar § | SR a1 Yol d-emT
H ORI DI HAl U GIRGH DI qIIAT = dA Uldga uRRefadl # wwl &1 i
fearferams @1 Rfd § & ST |&HaT € | 0T §RT WRF UK 61 SRl & gRT ARA U He
B g # AT JHendg BT 2, ®ife RO R T A wR P gfe § @ A4 o @
qqr SAG folT R ¥ BT U B B | AT HFAT H Al BT FHRIS AT ST 8, 7
ST AT § HF BT IR H B BE UK T8l B © | 39T A IE B fF AR ae
Sl U FO—TA W 10% TS Qi & AT U ARl W 50: FH R Fabril & dl He
@ Y U3 R Y9E 16 &R badl 5 Bl 8 | Wy dal Ife fa 10: qaifoer e |
U HRAl 2 A YSfl @ AR 10: BIh § | $AfelY FOT gRT O UTd RAT ART BT ® el
Ig JERRAT & foru, S Ar &1 IRIG 99T B | BT R Ufd 3797 359 BT g1 Bl
g, 1 foxfia g &1y Seed B
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JEl TR BH IQTERCN B FERIAl § S B YSil WRFAT H RO—|Aa & Har (Debt
Equity Mix) % aRads & Ui 39T 3169 (EPS) TR UsH dTel U9ET &l & IHd & |

[llustration :

s fafics @l uad afer 4o 2,00,000 T & ST 10%. oI & |HAT 37F0 # favwad 2 |
FHH UH IR & R AR o= @) g, 97 1,00,000 30 &7 fAFERT mawad © | wEs
Te=T 39 I B R & forv A fAwmedt R fauR #R e 8-

(i) 10%3IT—UF 1,00,000 $UF T T A |

(i) 12% 10,000 GATRIHR 3T UAH BT I 10 TUY B, BT A

(iii) 10,000 AT 3fEi RTH YRS BT ifhd Hea 10 U B, HT FFfa |

ST DI IAAN AR TS dAT B Yd 80,000 U 7 | M R &1 T 3072 | MY IURIKT fad
oI @7 faferat & ufcr afer arsi= a1 &g (EPS) WR U¥IE 9digy I8 AFK 8¢ fdh—

(@) =TT 9 FR gd /M (EBIT) faaR drisA & arg 41 ReRr & &; aon

(@) =TT 9 B Yd M (EBIT) 20,000 U | 9 STch 2 |

Ajai Ltd. has paid up share capital of Rs. 20,000 divide into equity shares of Rs. 10 each.
It has an expansion programme requiring an investment of another Rs. 1,00,000. The management
is considering the following alternatives for raising this amount :

(i) I'ssue of 10% Debentures of Rs. 1,00,000.

(i) I'ssue of 12% 10,000 Preference Shares of Rs 10 each.

(i) I'ssue of 10,000 Equity Shares of Rs. 10 each.

The Company's earnings before interest and tax (EBIT) are Rs. 80,000 per annum.
Corporate tax rate is 30%. You are required to calculate the effect of each of the above modes of
financing on the earnings per share (EPS) presuming :

(a) EBIT continuous to be the same even after expansion.

(b) EBIT increases by Rs. 20,000.

Solution : (8 When EBIT isRs. 80,000 p.a
Present and Projected EPS
Particulars Present Proposed Capital Structure
Capital
Structure
AllFEquity | (i) (i) (iii)
(Equity (Equity (All
+Deht) + Pref. Equity)
Rs. Rs. Rs. Rs.
EBIT 80,000 80,000 80,000 80,000
Less: Interest -- 10,000 -- --
PBT 80,000 70,000 80,000 80,000
Less: Tax @ 30% 24,000 21,000 24,000 24,000
PAT 56,000 49,000 56,000 56,000
Less : - Preference Divided | -- -- 12,000 --
Profit for Equity Shareholders | 56 000 49,000 44,000 56,000
No. of Equity Shares 20,000 20,000 20,000 | 30,000
EPSRs. 2.80 2.45 2.20 1.87
Dilution against
initial EPS of Rs. 2.80
(-)0.35 (-)0.60 |(-)0.93

feuoft — SR d||o1qv|ﬁw%‘ﬁ7ﬁ‘a§|ﬁqao‘ﬁﬁwwﬁl‘cﬁ% SERCINIEGH]
IR R FO-UH F U B AT 7
(b) When EBIT isRs. 1,00,000
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Present and Projected EPS

Details Present Proposed Capital Structure
Capital (i) (ii) (iii)
Structure (Equity (Equity (All
All Equity | +Deht) + Pref. Equity)
Rs. Rs. Rs. Rs.
EBIT 80,000 1,00,000 | 1,00,000 | 1,00,000
Less: Interest -- 10,000 -- --
PBT 80,000 90,000 1,00,000 | 1,00,000
Less: Tax @ 30% 24,000 27,000 30,000 30,000
PAT 56,000 63,000 70,000 70,000
Less : Preference Divided Profit | -- -- 12,000 --
for Equity Shareholders 56,000 63,000 58,000 70,000
No. of Equity Shares 20,000 20,000 20,000 30,000
EPSRs. 2.80 3.15 2.90 2.33
Change in EPS
asagaing initial of Rs. 2.80 +0.35 (+) 0.10 | (-) 0.47

W—WEPS%OW% ST 207 gRT fadR & folg e urd )" TN d@hy
3.15 ¥ B Ol 2 | 37 I8 fddbey walky 2|

Ilustration :
M Ud I fAfAce & aodd[ 4§ 25 oRg SU. &1 AT % Yol 8, ST 100 39 Hod
@ 25,000 3 H e 2|

T BT Ud U T [OIR BRISH Bl 0T FaRT 8 20 ARG 39 F#Ifad IR
o ATl § ¥ 5 th gRT Ut &RAT greal & | 3 JoHn R UeR g

(i) ot f3r AT Sfel gRT |

(i) 10 g YU FAAT AT §RT TAT 10 IRT $UY 8: U I9 &S X W SIBIel= F o0l 9 |
(i) 5 IRT SYY FHAT T H TAT 15 @R BT 9: Yay AT B &R TR SIGdleid R0l 3 |
(iv) 10 I SYI FHAT 3T A TUT 10 ARG JYY 5: AT Jad GaiedR 2l 4 |

FHHE B TG TS G HR 94 M (EBIT) 8 g U 8rfl | yadd fadwen # ufa
32 375 (EPS) @1 TUMTHINTY (PR @) &1 &% 30% #9d gU) I g9 y¥ral IR ool
PITT IR Faiq fahed adasy |

Ram & Shyam Ltd., had 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 major programme of
expansion through one of four possible financing plans. The plans are under

(i) Entirely through ordinary shares.

(ii) Rs. 10 lakhs through ordinary shares and Rs. 10 lakhs through long-term borrowing at 8 per
cent interest per annum.

(iii). Rs. 5 lakhs through ordinary shares and Rs. 15 lakhs through long term borrowing 9 per cent
interest per annum.

(iv) Rs. 10 lakhs through ordinary shares and Rs. 10 lakhs through preference shares with 5
percent divided.
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The company's expected 'Earnings Before Interest and Taxes (EBIT) are be Rs. 8 lakhs.
Assuming a corporate tax rate of 30 %. Determine the earnings per share (EPS) in each alternative

and comment on the implications and suggest the best alterbnative.

Solution :
Statement of Comparative Earing Per Share (EPS)

(Rs. in lakhs)
Particulars Alternative

(i) (i) (iii) (iv)
Equity Share Capital 20.00 10.00 5.00 10.00
Preference Share Capital -- -- -- 10.00
Long-term Borrowings -- 10.00 15.00 --
Tota Financing 20.00 20.00 20.00 20.00
EBIT 8.00 8.00 8.00 8.00
Less: Interest -- 0.80 1.35 --
Profit before tax (PBT) 8.00 7.20 6.65 8.00
Less: Tax at 30% 2.40 2.16 1.995 2.40
Profit after Tax (PAT) 5.60 5.04 4.655 5.60
Less : Preference Share Divided | -- -- - 0.50
Funds belonging to Equity 5.60 5.04 4.655 5.10
Shareholders 45,000 35,000 | 30,000 35,000
No. of Equity Shares Rs 12.44 |Rs14.00- | Rs. 1552 | Rs 14.57
(Earning per share (EPS) =

fem — S aR fawedi § fawen (i) walaw g, Fife s+ Ui ofer Mg 1552 0 ©
Sl e HAl 2| S Al Bl AWIR TG 5 R PUY AR T W TAT 15 ARI U™
e &5 IR SEdTelT ol UTe B 9y |

Yol e & SyYad ufawy wwl Rigrea
(Principles of Suitable Patterns of Capital Structure)
UGl A== a1 ol &1 A/ H A= ufosifarl & fAstor &1 @ ufoey 81, 59 AR Ao
i o w9 Goh e & . QR ufareudl @ e | IEET Amfey—
(i) F¥gol Yol @f AT &7 99 32 §RT Yfe T,
(i) FgoT Yt &1 |37 @7 99 AR SARHA el gRT gfd HRA
(iii) F¥oT Yol @1 AT BT G, ARHM 372l T Fo—u=l gRT Yfd HAT |

S Uiy § | SIH—AT gfawy [ Gr & Yol & fy o1 Iugad BT, 39 W
o I A B AR el (Basic Principles) &1 &9 % @1 Usdl 2 | I8 94 ©
5 I g -0 te—glR & fREN ff & J&a 21 = Rafa & <o & ol sl
AT qemall Ud e e & Refcr’li & ey 391 gl & Iugad 4R (|rufers
HEwd) UG dxXd 399 Jifd drerd Iemfd far S aear €1 | & foxig yewrat a1 qol
DIRG9 g 1 N e # @ @iy | Al gq Rierl & R w ug fofa foar Smar &
5. IfIRaT Uoll &I ®o—udl & gRT U< fhar ST 913y, IR AR 3§ SIRgA &1 A3
3ifeis BM & HRUT UG GRAT & FO—UA BT T8l WGl ared &, df Yoil efd # dJifesd
AR @ fua 8 fhar S wadr & | Yo S & Sugad Ufawy & g1 H e gl o
e H IGAT A1fey—

(i) @ RIgTa (Cogt Principle) - AEROTTAT S &1 R SHS YART & foly &1 91
qrefl FAHg R (AT T AT B U H) RRY P Rafd R R Bt g1 39 <l
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gfteaol | o Yol 3fer §ol &1 o H I Usdl © | UM, 0T W F A6l Bl & 3
USil OR QF Y Bl SX W IfUeTTRd HH Bl | gUR, U W F TS PR—ANG o™ B
UMET Bg Pkl ANT T 8, Talcs AR BT YA B o b de g1 gg Mg H 4 fbar
ST 81 BeRa®y 0T ofl IR ¥ <ol 99N &6 &) A $H 2Bl 2| 39 UhR FuT Yoi
HRAT BT 3T g H ALTH Bl 2 |

(i) sRew @1 g (Principle of Risk)— gTaiffd o 1§ & IR W 0T ol
3P AMHRI B &, IR M FoT Yol oW1 3 SIReH HI A131 9¢ Sl © | I8 SRgH - &l
UHR @ B T YW, T Ul R &S @ 9N 369 afid w9 we-uaeiRal
FURTATSI B T Tedl & | T, FI—U31 & EF & fy a1 o1 &1 ao-f & v gaia
g DI FaRT PRAT TSl & | FAD] YT I8 TS ADal & b Al H faxiid Hebe &I e
g O B, RSP R B ST W RO Yo B SRGA BT Ul U9Ta gl © ) SRRl
B T AR B &R H FBERN Bl Gl B D HROT {9 BT IR Jed. fRA T 2 |
iy AR FoT Yo 9 S WR AT BT A R H Jed g 8, AT U] 9D FHIH B
fog ART AR Fhd B | o I8 AaRID BIAT & b Yol S Ufaeyd & wU_H KO—uAl gRT Yoil
IR & vfg ofd Ry ol 9 9efad omg ud S fftd SIRew @1 e cid S
P forar Sy |

(iii) =91 @1 Rigr=a (Principle of Control) — I8 @ ¥ g & |#aT IRl &t
ST ST FIA W YT 0T BT 2 SR SAD! IE AW Bl 2 b ST U
PaaRR] FRI=0T 991 <2 | o1 Yol @fd & ufded &1 ga eiq faf= ger @ gfosfor
BTG B Y 5 AT DI &A= | AT ALY | fs FOTRTamsi 1 AdiHR uId el
BT B, o1 HO-UA & ET IR |GEaT feRnRA b7 =T sreed 99 YEdT ¥ 39 UBR
afe aHar RRIREl @ 28T U4 =0T & AATq 1Y I@F &I &, d Ro-U3 & [F i
gRT & USll &1 IR AT A2y | AfRad war 3fel & ffee & fes siereniRal &1
=1 BemT B (dilute) B SIAT B | W] I8 &M H @l A1y {6 e 990 e @
IFHY H FOIRIAT DT AT S 9 & WY, a1 AT DI e &AdT gf¥d 9 Fdal 81 e
AR A & ReIfay Y e Haeh) 2 |

(iv) drageiar &1 figra (Principle of Flexibility) — 9o @ @& gfasg Uam 8T
(Y, TqIMP IMTLIHAT T+ R Hia H Yol e H Iifsd uRadd dReargdsd fHar S 9 |
I G & RS H & HOR A W Yol I8 ofl Sl &, o 9as # geugar uikad
T8 AT ST FhdT | SR ¥Rl H, Yo S # Arquidr &7 a8 | B, Sed ufoMfaal #
AT A1 gRad (Conversion) - EF =l grae= fHfde axa Yol e & o M a6 draqol
IR ST Fhdl © | Arquil & SReHoT § |A M &1 e 9a9 SRax AFT T 2 |
=] Wl b ARl g uRRefa d§ o—usl &1 Se 1w o &1 feiHa goi @ A
GIECURIICEIMESCE fcoR Tl B e S

(v) ®1a Rygr (Timing Principle) - Uolt & =1 ATeMT &7 &R S99 SITET S aTell
Uolt @1 a3 &1 iR axa 99a $ia Rigra 9gd 8 Aewdqel g d4MT Siar 8 | gl
IoR H A= bR @7 iyl &1 AT |eT U T8l I8l 2 | o Yol deiR H
FFAR Yot @ H gRac R o1 =1f2q | ATURE dhl & AR FTqAR doll bied, YaaR
3R FEY D JERAT | I[oRaT & | Ao FIA # fafriaamit &) Yoh faf=e s@oT yae 2 2 |
S @wﬁwmmﬁmﬁmwmw|m HIHUGGE Pl W
JIRRAT & ATATGRYT & HIROT fAFTATGAT 3T BT AUelT & BT FGreTT W b & < & | U
Rafa & Rer arra arell ufoffaal &1 fefve a=a Ioft Swmeet =nfRg | =) @ra #
fafrTamel @1 e @1 $26T 9gd &€ &9 8l © | 3T Jaurd | e &9 &1 sravad
B 2, S0 ReR arTa arefl ufeniforat &1 fffia oxa gra fear o1 daar 2|
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Yol e # aRad
(Changes in Capital Structure)

=l ff et @ o SR ur: SefaTeld vd emf ugfa @ gk 21 R W g9
qE AR HEIY T8 B f6 v Ir uiRa oo dvemn &0 aRafda & 78 & o1 9 2
AT gRAfTT A B SR B A8l gsdl | e ANTd &1 At & gafad grae) Yol
AT H IS IR R Bl JMaeIdhdl sl o | [Jh & FHI OF Bl AR
el 2 e foy dfea ol &1 foiiaxer axa erar T3 %07 a1 3fF o &1 ffad ave
ISl e # uRadd fear oar g1 dae @ Rafd & g9 @ fog f IS5 Foar § 9o
AT ST B | Yol IRaeT § uRads d91d & & dR IR HFHT BT 3 et ol gfeh o
B AR Y& H1 & oy fhy S 2|

Yo g # gRads @ smaegdar (Need of Changes in Capital Structure)
ol AReT % uRadd &) anagaddT 7 a<al Saviadg & BRY AEGR. BId STl 28—

(1) denfae emavadarg (Legal Requirements)— &W—al ol @t gt wRaem #
IRac Jenfes Maeadhdrsii & IRT & @ foly AT Uedl & | SEER-& oy, IR e
=™, 1956 % Hae aI USHR FHAT U4 JAIEGR 3@ & A S orgafa &1 T8 &, a 98
¥ 59 wrfEl & OOl SR |4 g o 2 8, 9% uRads fFaR wU ¥ dRAT gST
BT |

(2) sizEnRAl @1 FANfas= (Psychology of Shareholders) — 3felf &1 ArGOIar ye™
& 2g fafraee & FHIfase R eI <1 usar & | sereRend, agun fafesis 100 TU @
3ot B G H 1 T 10 BT B A B B BT MAAGAT < T | IR qd F HFAI B goh
AT H 100 TUF @ I Bl Al 9I€ H IFH BH oI D 3T B oY FARIGT HRAT BT |

(3) HReft@RYT (Simplification)— I wFI=1 @1 Yoll e # fafdy yaR &1 gfesfaat
Rifa @1 18 R A 9 Sfeadr SO HRdl © IR 3% WRel 99 @ fog Yoll e #
gRac HAT ARy | o9, faf=T IfeRT arel divel & T oRd gaifaR el & e &
Gl AT BT el 99T S AHhT 2 |

(4) Tea—fad= waRkml &1 eel@s (Writing of watered Assets) — PR &FAI @
e g & ¢ U wHREl gefkid @ 78 8, e o 9 g T8 § el grRadfdd
Tod QRAD Jod F & © I Yoil {eamT 9 gRads &A1 Sd I&dT 2 |

(5) 3reu— Yoo (Under-capitalisation) —&#I=l @1 HRISTHIT S2d 81 R Ao &%
W gedl & AR FI—YSIIAROT &1 FART I~ 8 Al ©, T R BT =1V | 9 Ted—
ofivor | fges & fore a9 sfer & forfee forar o7 daar B, Ray gof wvesr # aRads
& ST ¥ |

(6) TMHRYT AR wHfde™@H (Amalgamation and Absorption) — 19 &1 3T 31fdih FHHf=f
MU H HA®BR TH A3 HF 999 Y AT 9 THIHIUT HEd & 3R MR Th Hr-1 fHsdl s
FOH B AR BT GG ol g d SH AT wEr o 81 39 < & gumei § A
SR & 8fEl & Jed Bl P &) W oM & oy Yoil \R=AT H§ uRade faegw=idl 8 Sirn
=

(7) uRacefierar gforiferal &1 Rt (Issue of Convertible Securities) — afe &wfat
®] gRga-ele ufefadl &1 FHE @A 81 a1 S|l Uoll EREAr H O gRdds R eifd
LTS Bl STl @ |
Uofl "= W gRads & &7 (Modes of Changesin Capital Structure)

ol v & aRadHT & forg FrfoRad < s o Fehd §

1. GT:geiiaxvT (Recapitaisation) — ¥ U4 Yol ER=ET § uRadd al YeR— Yol
o 7T H gfg 9 Yoh @) 7 # HE O B Fh) 2| 39 JAYSHRRT HET ST 2
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(Re-financing) —s9 < H Uil @ AT H uRadd 9 9xka dfed
qﬁ—ﬁrﬂ‘rﬁﬁ UGl & ufengfcr fsror § e/ fBar SIar 81 s Jiid SfudIele F Ol Bl
FOI H dEel, FO—UAT AT 8T B Tl a1 H daeld, JW BT Nfhd qA

IaoAT I Had BT Yohaxvr AffAferd 8iar 2 |

3. gAHAOT (Reconstruction) — GATHAIOT 3§ &#=1 &1 3<IR® Td dT@l A-eT H aiRecd
o ST 81 wre @) Wi g SRl @ 98 S & gRT 39 TR %Y fhar o @
for QR SRRt & faci 7 95 3iferd uRad 7 &1 9gen T savahargaR wriEe GO
JeM TAT IIAR Bl A&d AMER—D g9 b [y gAML BT H8RT oTdx Yol WREHr
aRad HRel 2 |
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gus—{

uRare tg A Sclce

(OPERATING AND FINANCIAL LEVERAGE)

Uh IIEANYS HRAT B Yoll GRaT & =vid A= UeR &1 gl (F9ar 3ier, i
3T g KT U SANMS) Bl SqHeldd 3urd H FEifia fhar Sirar & Ry dwem & S9a! &4
A BH AN IS AT 6T & & IgaeT IJeTRAT B AThad U™ &1 Ui § Heedb &l
| | 3f: Yol A= o Uep wRenm & fog 9gd #ewqul B & | fohdl SR @l gt Yol
FOT B AAT g W TH IR AR @ yerg # gfg vd e BT IR qod R A 2|
Ife fdl G &7 qet Yol W@IHAT & BT B 4131 dekdl & d 99% IAERAl &l g va
SIREA T & HH Bl 7 | fhdl Avem @) goh Axesr | For wwar fAsor & R ud st
JPETRAT BT IR UG SIRIH TR TS dTel Y9Tal Pl feTIT B 7 Scalleld AT AlaRal Dl
JJALIROT DI Ugad b S 2 | goil dxem1 (Aol # afkered Scileid gd {9 Sield do
3 GFI @ AT W JAMNe HEdyUl AP QT IR § | Sied Gl B A 3o
&1 Td I ggodl &I BI JHIad HRar 2 |

Scdield T 3ref

qifFa! faee 3§ Sclad 9 AU Ul TaHie @ YR W o S 2, fOR oY WR @l
SH MR & TN A IS Sl G | $9 RN B U MR R [hdl Iileld & ganT foba
ST 2| fIcia yawr § 98 SR Wil dNTal &7 BT 2 def Sl (9 JHR @ Yol &
AT BT B |

T eI fad g 2 Yol anTd A1 U . SedIvT | & UHR Bl Yol BT YANT B Fabel!
2| U goll o o yearg &1 &) ReRr 8kl © 91 Ul Yol o W gy @1 <R gRadeiier
B B | Rl YR % arell goft § Rl uH, d@Teld ¥ ud gaifier e &1 aftwford
e Sirar 2, Safe uRadTiia—uearg &% aTell goll # ArIReT 3797 gofl gd yfenRa sroii &f
aftwferd foar Smar 2|

I o g # Idiald. | S U U FRIfCRI A1 Il & YART 9§ & o oy el U&
W AN A7 YA FHRN 5| W ANl BT g8d bR dAT b Bl Sl BEIE
AMETIHAT UG fadia ggadn b1 g9ifdd $Ral & | 30 WR N 9R Iwiledd B MR Bl
PR BRAT & | IQ G ERT 31 AT g IR "M & gd & A IR dRTd a1 il g
A 3fF BT AT ATl Sdiaid (Favourable Leverage) ST | 399 faudid af wmll arra
AT I AT ERT Iid &9 9 &) | g oMl | Afed &8 df I8 Ui Sclad
(Unfavourable Leverage) ®eairaTT |

SR A B A Scllad d gRAINT wRd gU forar § b Saieres 9 sifdura Ol wefadl A
BN & TN A 2 RS o ke va emil anTd A1y gard ® | Rl anrd an y/mw
DI IAD B MR (Fulcrum) HET ST AT § |7 39 UBR Idiadd Rl AN dTel BN
S El B TN $ IRUMEERY BT § doT fHAl e R §9 Wl AN arel Nl &
BT & YA B W & BT © AT A8 |

Sle® B faeg A= # uRadd 9 o # Fafa uRads @ (Relative change in profits due
to a change in sales quantity) & %u # 1 TRV fHar S F&a1 2 | 39 gfedor | Idlad
fdpa qra7 & uRads & gwral &1 aRume FaRe v+ § 9E™e 8 d] & | o9¥ ey 937 |
aRads &1 gor T # il # uifis wu 9 fde gfg a1 wH S B 7
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Sl @ fagarg ar a«
I & Tg AT g9 UPR © ¢

(1) Scled 3%g 7 89 arel aRad+l & HeRawy o™i # &M dret
gRac=T & gefRid wvar g |

2)  foaer 3ifde Siad BT, ot ¥ a1 &1 31 8T (More leverage more profit) @eim

®9 Sdldd & Rfd & o Y &9 & 8 |

Idietd fa@T 1 7137 IR uRere ol & 7o drw RIfid o)l ® |

I fagelvor 2 U6 I9 A1 IR 2 |

IdTeld IR Rt ®f RIS a7 # gawr &7 8radr oxdT © |

Irdd At @l @) 2g @1 T8 el arTdl & el wwar g |

Sclcld @ UbR

TEESE
S N N N

AT H Slold & bR BT 8 Fhdl & UH IR Ididdd. td fgdia fad Saeie |
3 SHI STAd BT AT B Fad Ildd o TOET B ST R

(1) gRaTe Sld®

afe fHdl AR &I U IATET B H R AR 31al R & 984 &3 gsd &l ol
fh IUTET WR 9 DI G T & Al 89 Hedl (b G | IR Il [ 8 | e
@I gRFATTT ARl DI UHE: WIR, gRqa-eld Ud g yRqa-eled anrdl § fava faar
ST 2 | gRadeNd AN U AN B & Sl ScTed Wik @ A1 ST ogurd # uRafid
gl g R Sares wR gRafia gar 2 1 Rl anrd O @t g1t @ Ridr Sare W
A DI TR 81 BIAT & T I I BIF WR W HT BT I AN g8 BHRAl Bl 2 |
rg—uRadeliel dFTd I AFTd Bleh @ S STed & Udh Wk dd Il Bl @ d S9 WK B
g aRad+elia e 8 | AMIadT SrguRad el arTdl &7 Rl 39T Rl dArTar § qer
uRad=efia ofer uRad=efiar ammal # Sre fear Simar 21 o i w9 9 ol vd aRad i
AT &) gyl I8 STl 2 |

afe fedr e # Wl anTd © 91 U MIREd A a1 aadE ST 9 Sded & AT |
gRadd far W d Sded X § uRdadd @) Ue o &% § uRad= e 8N | 39
aRads & AMeT eudd. B uRared Sclleld & AT & A | ST oT § | oy averr #
aReETe Sciad e B8R, S99 fa%a @ 931 | Argel uRadd & gRemmasy  aRare
M H JoTHD HY. A e gRadd 8N | SaTeRYT & fofg, If faea # 20 gfea gig i
g a1 aiRare el A 50 ufoRra gfg Bl 2| afe R wRenm 3 el T faemE A1 g,
I AT H qREe Sl W1 [GeEE T8 8 a1 S99 Wl H fdey § aRdd @l
aRETer Al | aRddd @1 &% b |H BRI | Sarerone afe faea § 20 ufawrd gig il
ar afkare @t # off 20 ufcrera gfg 8FfY |

LIESIR 1Y
IR STldd @ FE Y@ IR 39 UHR 2

“afe U WH B g ArTar § Rl drTdl w7 ufoerd SareTr € @ 98 wEl ORen 6 wH A
I=d 9] bl uRETer Scdlald 2 |
—3. UGB AT
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IR Il B IR IRATAT ANl & IUANT & Holawy ol s [9@d AET H g
aRad=t @1 o # ot 7 g3 uRadHl & w9 § gRwifya foear o dawar g1
—q1ax Ud 9edl

e °, uRAed Saicle [Aed ¥ gRadd &1 uRemed 3 TR Y9Td WE &Rdl § | IARqT &)
gRarer fearel & wWRl arTtd uRdds orTdal @ 3iffe 2 af Sta uRared Scladd v ar
fogdia Rafa & =1 uReme™ Scleled B8R |

IR Sclcle @ ey fA=faRad & —

1. W AN W G — e Soldd @R dNTdl W gRd glar g afe fedl
T # W N 3iffre g o uREre Scdldld 3ifdie B8R Ug fhdl gvenm # afe ey
NTd BF g d IR Scdlcld &F g |

2. YH-feeg fog & e wailtd uRered Idids — IRAEd Ixiiad dI AT fedT @)
AT & gA-faos o5 & e 9o o1ffe eril © | ey &1 ®R <1 S 99-—faews g
H X B OAT @ Al Al aRFed Sclad @l A BF B SR § | 9A-fdwee I @
e sfftre aRETe Scilad @1 4131 I8 <widl & f6 Ja-fdwee fig & fee afe e o
q= | o)1 A gfg Bl © 1 o1 uREres Scldd @ UWIa ¥ uRErerd @ (EBIT) #
JoTHs ®U W 98 AMd gfg Brfi| Iu-fawee g | ) &9 uRaes Sclas @ A
Jg <l ® 5 w9-fawse g 9 @ fawg & 9= A uRads g1 § @ &9 uRare
Il & gdrg H gRerer ol (EBIT) 3 goricds. wu 9 gfg &9 8l |

3. IS SIRgH — uRaed Scldd & BRI IR & Ml & Rl | Aadidd
SIRgH # 1 gfg Bl © | STd uReEred S @l R § te e 9% § ane—a gfg
& SR AT Ml § gfg Joad w9 9-f¥d Bl § a1 N IR fAea § Areli—
FHH B IR gRETe Al § BH JoreRd. wY I 31fd Bl B |

4. RN Al & {01 R g9~ gRETeH Scdldd WIR JRTd dTell gafedl & SUAT &
HRIT IG~ Bl 8, Holawy Jg KIes & IJmfd ueT ¥ R qwfadi & f{sor o wfag
AT & |

yReTe Scilcld & J8d —
IR Scleld BT Aacd fAffad 8—

(1) Yol actes f+ofal & Wesd — 918 & AAR “URATT Icilad ATURY B [qdHr 8
Tl ®Y ¥ Yol duied Mol § SUANT @ foy gem or | uReEme Scilad il AnTdl |
RIS . & HRUT Yol gofe fofat # wgayel gfier fvmar |

(2) goi G=AT FofaT | were — uReEre Scidd Yol Ga ol &7 i gifad a-dr 7 |
Sog uRdTe Sclads ¥ e SIRew g 1fde o @ i g ® e fre aRere
Il I HH SIRGH g $H o™ &I Ui Bl 8 | 3 Tb A difod arvedgddl d Siigd
PI &I H Id U &1 Yol AR e aRal §

TR STlad 3 HiAdT
yRaTed Scled & W@ HHAl 39 YR § —
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(1) uR=red Idldd & eaa-gdT R arTdal &1 SRl & 91 98 dal e W)
fR Fxcll 8 | gl SIS W Ildd @l SUANRIGT € FE 81 o 7

(2) TR & R B qAfFAA & oI gRaTe Sleld Y TOET AT T B 81 8 Riifds
gHIRIT Wd fedl Iare I &1 ol anral ud sfeeM & IR # fawga faaver ye 78
FRA T

IR Sl P ITOET

43 & fd T WR R uRaAe Scldd o T 74 g3 B FEar @ Bl ST bl 28—

Contribution

Operating Leverage =
P J X Operating Profitor EBIT

AT

Sales—VariableCost
Contribution— Fixed Cost

3fee & Il ANTal 9 AfdE B WR AJRd UREe Swildid BN Saidh WRT drd afe
3PEE ¥ 3Mfdd Bl § I Ufdaqa uRared Icield a1 |

yReTe Scilcld &1 qET

URATE Sled @ A3 BT T0ET {959 & 31 wRI & UGRUM & R R &I Al & | 59
afRererd i # ufcrerd uRad= @1 faeg # uferd uRadd & srgurd & wu d =rad fhar Sl
2 | URETe ITeAd B AT @ T T g3 A B SR § —

% ChangeinPr ofit

Degree of Operating Leverage (DOL) = %Changein Sales

R Iedd B A I8 g & 6 afe @1 § uReads g g a1 i § gRedd
aRETel Sl I AT DI O BT | Sarexoned, Ife gReEre Scleld @ A1 2 8 al
fd@r % gRads 8F Ux arii § S| |1 AT gRadT BRI |

UReTe Scilcld Uq gafdwoe fageiyor

facia yge fAfa yer & o o @ fog fIea &1 98 gAa9 W S 9w ofEl 6
ol IR uREres dnTdr @ gid 8 Ol @ | 39 9%y Wk @l gu—fdws faveve &
qegH WA {63 97 9ahdT & | F9-fdwes fIwelyol 7 $ad 98 R[Aa¥ WK Udhe dRdl § ol
AT ATl Bl Gfcd @ oy sravae © sy 98 fded o fAff= Wi R 8 drel A AT gl
B Wl GAdT & | IR I & Had H GH—fdeee fagelvor & yg 93 791 UhR 8 —
(@) Fa—faegs fag R ey 4m

Fixed Cost

BEP Slaes (Units) = — :
Contibution per unit
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(i) wH—faeee fomg W faeg amry :

BEP Slaes (in Amount) = Fixed—CO_St

P/V Ratio
2 PV Ratio _ Contribution X 100

Sales
(iii) EBIT &1 g1 :
EBIT = Contribution — Fixed Cost
3frdT
EBIT = Total Sales Value — Variable Cost — Fixed Cost

[llustration :

Tu] forfies &1 wenfud emdr 10,000 SHISAT Ul 99 § | IRIfde GAFTAT &T9dT 8,000
SHEAt aiffie 2 | ufd sae fA%a g 5 wud dor uRad=eie arrd 3 w94 & | f = O
Rerfedt ¥ e Rafd & uRare Sclctd &1 0T HIRTY Td AT I -

(i) ST R AFTd 6,000 HU ARG BT |
(i) 579 w2t AFTT 8,000 ®UY IS T |
(ili) ST IR AR 12,000 FUI AE & |

The Installed capapcity of Tapasavi Limite is 10,000 units per annum. Actual capacity used is
8,000 units per annuam. Selling price per.unit'is Rs. 5. Variable Cost is Rs. 3 per unit. Calculate
the operating leverage in each of the following three situations and comment :

(i) When Fixed Cost are Rs. 6,000 per-annum.
(if) When Fixed Cost are Rs. 8,000 per annuam.
(iif) When fixed Costs are Rs. 12,000 per annuam.

Solution :
Statement Showing Operating Leverage
Iltems Situation-1 Situation-2 Situation-3
(i) Sales Rs. Rs. Rs.
(8,000 units@ Rs. 5 per unit) 40,000 40,000 40,000
(i) Variable Cost 24,000 24,000 24,000
(iii) Contribution (i-ii) 16,000 16,000 16,000
(iv) Fixed Cost 6,000 8,000 12,000
(v) Operation Profit or EBIT (iii-iv) | 10,000 8,000 4,000
(vi) Operating Leverage= C 16,000 16,000 16,000
EBIT | 10,000 8,000 4,000
= 1.60 =2.00 =4.00

fepd — Iuge SRR ¥ W B [ O — SN |l AN H R @El $1 ST gedl
AT B, T aRared Scldd a7 A gedl o 2| g Reft § aReares scas
B AT 4 T qAT BT BT AR F TP AT gRac 8F R o™ H IR I aRadd s8R |
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[llustretion :

Yo fatfics adaM H 10,000 SHISAT BT STTGH IR & & | 3T GG 94 ThR & —

ScuTe &1 fasd ge 20 ©W U 3bTS
RN uRATe AIRTd 50,000 ®UY gfd 99
gRad-eiial uRere™ orTd 10 ®T URT SHhTS

SWRIAT & T3 T & MR R UREA Idlald & A A DI AR 39 W30 I
R | afs Hr= faeg &=l & — (31) 5,000 gH1eAT, IR (@) 15,000 FHIZAT | IE AN AIfoTQ
fr T SATET BT faesy B AT 91T © 9T dls RIS MR 3ffedd Tl © |

Rachna Limited is producing 10,000 units at present. Other information are as follows :

Selling price of the product Rs. 20 per unit
Fixed Operating Cost Rs. 50,000 per unit
Variable Operating Cost Rs. 10 per unit

On the basis of informations given aboue ascertaing the degree of operating leverage (DOL) and
comment on it, if the Company sells (a) 5,000 Units, and (b) 15,000 Units. It may be assumed that
all production is sold and there is no closing or opening stock.

Solution :
Degree of Operating Leverage
Items Existing Assumed Assumed
Situation | Situation Situation
Sales in units 10,000 5,000 15,000
Sales @ Rs. 20 per unit 2,00,000 1,00,000 3,00,000
Less: Variable Cost @ Rs. 10 per unit 1,00,000 50,000 1,50,000
Contribution 1,00,000 | 50,000 1,50,000
Less: Fixed Cost 50,000 50,000 50,000
Operation Profit (EBIT) 50,000 Zero 1,00,000
Precentage Change in EBIT - (-) 100% (+) 100%
Precentage Change in Sales - (-) 50% (+) 50%
Degree of Operating Leverage :
% change in EBIT (-) 100% (+) 100%
Formula: e e S IR S e
% change in Sales (-) 50% (+) 50%
=2 =2
(Unfavourable) | (Favourable)

ey ~ IWad 9 W B o[l § 6 afe s 3 el Jan e gl § ar QT g9 |
f@a 71 # 9fg B R =w # gfg gufas | e erft | d o~w afe g wmEm |
HH B © Al B H HHI AU F Afdd B8Rl | ST 6 Sudad Saerv | e amr |
50: ¥ gfg I oW ¥ 100: B Jhg g dA fdHa AFT H 50: B HH WX 100: Bl HAT Bg |
R Iilcld B [eddr T F9si ST A1fey Sdfd sH@! J131 U | 3ffdd 8l |

[llustretion :

MIepT o o <1 TS
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The following information is supplied to you :

Particulars Existing New
Situation Situation
Rs. Rs.

No. of Units Sold 10,000 12,000

Selling price per unit 40 40

Variable cost per unit 20 20

Fixed cost Nil Nil

Ife PIg aReEmed Sl e 2, al W IR |

Explain the existence of operating leverage, if there is any.
Solution :

Degree of Operating Leverage

ltems Existing New
Situation Situation
Rs. Rs.
Sales Revenue 4,00,000 4,80,000
Less: Variable Cost 2,00,000 2,40,000
Contribution 2,00,000 2,40,000
Less: Fixed Cost Nil Nil
Operating Profit (EBIT) 2,00,000 2,40,000
Precentage change in EBIT 20%
Percentage change in Sales 20%
Degree of Operating Leverage Formula :
Precentage change in EBIT 20
U RSOOSR Do < N [ =1
Precentage change in Sales 20

I uRaTed Sclleid @1 AT Y& 2, o1d: SUYdd SaTexvl # uRdTed Swilad SURed Fel 2 |

(2) faxha sae®
(Financial Leverage)

T weer g gfd 2g o @) anTd a1 U & gRedIvT | &I UBHR DI Yol & GINT
IR oAl -V ol o ) te AREd ) 9 O a1 i gEET gsdl 7, Si—3ifee
31 Uohl, 0—ud, STEdiel 07 e (FefU SAfeH &Rl UR o™il gHHT big Bl arid
TE B, Ml @ W W & gABT YA fhar Srar 8, qenf ot @ faemear o Rufa # g
T Ed ) | 8 e A 9 & SR 3% IR aFTd Yol @ IFd &1 &l Afdferd
o Srar €) der Ui ol o oR g MIRed a) W Al A1 AT b Bl ATGRIDRdT el
B, SN—aHar 3w doft 9 ufenRa e+ | faxfa Sdes a8 aderar @ fe 4o wvemr |
IRt AT Yo @ FHaT o &1 yanT fea erguTa H ot R 7

foxig S S a1 /9 WR BT 81 Fodl ol Ife A H il orrd Yol
gRaaele arTd ISl & 3ffde § O 6k § Sed WX &l fOki Sdldd 8RN, 39 AU
Ife aRadefier ara Ooft &1 orua omfl ara Ooh & i € a1 e 'R @1 facfi
IAlId BN | 39 YBR IAlddd $I GHAT W IAUR (SIHUcs 98 FUold) & aF F |l ST
ST 2 | Al ST B 3foi gate A8l 8l ol 59 Refa § S0 uRad=eiier ofrrd ol 1 g

94



fds BT AR, 3l S e R & SAldd BT YA Mfdd A1 a1ty | s9d Ao
e SR BT 3o e ar 99 Rf 3§ S0 il ama 45 &1 AT &if¥id R @Mey
AT STd SAleId B TANT Afd HIAT ALY | HH DI 3foi AfTH dd AFT S Fafh
! IR W) e &) IS @) Wl dnd ) 9 &1fdd B

R, (Definitions)-

foia Sdiers &) R fTrgaR 8-
"faxia Il | &1 fafaferl § uygad kT e sfdac] wiel & fAsor &l adrdn
%,,1
—ZOIRT- AT
R SArde #§ WIRN oTd I &l YA ARIRYT (PRl & Y &l 9g &l
3rer # fepar Sirar 27
—oir g 1. 99 '

R Sl &7 W Oy i & ST 9 99T &) 9fd 397 orei=i R gfRare

@™ (EBIT) ® uRads @& W@ &1 emafeid (Magnify) &= &1 Iradl @ w9 § gR9Iivd fdhar
ST el 2 "

—fired=

r=py & S H, R STle e § 99 arEl & Fasor i IRl ard 9|
A o gff vd uRad=efliar amra arAl | il & Srua W= U ST 2 |

faxia S<iei® @ 9aR (Types of Financial Leverage)
faxia Sde® <1 YBR &1 8T 8-
OERCSAENIEASHISES (OREIGESRESIEESHISE

(i) sg@ma foxim Sde@ (Favourable Financial Leverage) — afe Rer wR areft
W$W$Wmmaﬁmﬁ%ﬁwﬁﬁumwﬁﬁl
A YA &% 9 0T Yol &1 AN & HA 81 R B IR [ Idldld s |

(i) e "M STe® (Unfavourable Financial Leverage) —afe Rer R areft
gl & SUANT & HROT URT 3RT-3751H A BRIl & 59 Ufdae fa<ig S<iiee d'd © | Q4T
T9 TG BIAT © Od BFIAT I G YA &R RO—Yoll &I N | HH Bl & |

fa~Ma S<iei® &1 w9 (Effect of Financial Leverage)
foxia Sle® <1 U6R & T STerdT 8, S FTaR 28—

(i) gHaT IivEARAl &1 M W y¥Ig (Effect on Earnings of Equity Shareholders) —
aﬁwﬁﬁﬁmaﬁﬁwﬁﬁﬁwwwwﬁu@aﬁaﬂ@wmmaﬁm
DI IST S Tl T, waidh Ufamd i Sdrered @ Rafd eyl o oma Rer amra
el ISl AT PR W Hedl ¥ 39 YR A e qEl e[ R, e U SR T8
FAAT ARt & fory Suerer srotAi # gfg wrar 2, a8 A MR s ol Wt wRar 2 |

(ii). fa<firm <iRew W w¥@ (Effect on Financial Risk) — faxfa S<ledid @& ST A
g SRew gt 21 T BH &1 gon axa # fSa 1fde Fo—dsi @ amar grfl, 39 %H
S facfia SiRgm W 3a+ & &1 grfl |

fa~Ma S<ieT® & fARad (Characteristics of Financial Leverage)
foia Sdiers &) ugRe faears foer 28—

1l @RI aTefl Yoft § @ fd (Related to Fixed Cost Bearing Capital) — fa<ir
STletd BT =T fe) |vem @ Uofl WeT # Il anra arell Yo @1 SuRefa & gar 2
afe forsy e &) Yol ARamT # il anTd arel Uoft it § a1 99 ven # faxig Sare®
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Ifers R v afe wdwerm &1 Yol WRadr # il artd arell Ot wF ' 1 foxfi S3ards e
BT |

2. g @ <1fica uer & wwf*a (Related with Liabilites side of the Balance Sheet) —
foia ST ke @ Tofl WRaT #§ R JnTd arell ISt $HEn & y9Ifdd 8iar 8 3 I8
Pel S Fobal = b o<y Srere &1 dr ven & g @ I e 9 2

3. Ufdr 3f9r 3ol W wME (Effct on Earnings per Share) — forfa Sdlea Rer fa<iia
AT B BRUT GRAT b ol § B9 dTel URdd=l bl Ui 37T 31l IR s+ diel JHTd Dl I
HRAT 2 |

sfa<fm SiRew (Financial Risk) — fa<i STlaid & $RUT A@=em & foxig oiRew #
gfg Bl 21 5= foxfi Saes @ Reafa # wven & aReres ol # gfg & aRumRasy ufa
3feT ISl # AT wU ¥ AfSE g B G § T R dml H Bl & IR
fer 3fer Sl # JorTHe wU 9 31fd fRTae o1 o 7 |

faxia S<iier® &1 SyAfar (Utility of Financial Leverage)
focia Sdiere &) v Su=fiar fFrergar 28—

(1) aieEnfRAT @ g # gfE (Increase in Shareholders Return)— gda < e
T ot R g # gfg oear B, R aw9ar ol @& qou # gfg B 8 der wRem @
TR ¥ ARG el & Helkd®y Hrl Ul Y TR UATW FO M W Sudel 8 W ©
T Ao & ol 9 SRRt @1 omy 7 &R gfg el 2 |

(2) @ fEeE (Profit Planning) — fa<i Sdieie @ SGeRom o™ fRIe § #gwayqot
IAST 3T B 7| O SAterd uftr ofer o @l wIfdd araT 8| \A-fdwese faveror @
TRl ¥ $9® YHId BT HRIAAYAD [IeAT B o e fhar S |Jedr © |

(3) sg@a Yol =T (Optimum Capital Structure)— < IAetd Fo—Usil @ FHAT
Uoll H Ifed dge Wi ava dmerdd Yoil a1 & FiReT a-+ § AT UaH SRl
2| AgHel Yol AT g8 8RN, S8l Yol &1 N gAdH aT SREIRAT & Ui S(fedhdH
&l |

TRt Sdidd Ud faxig Sdiadd. ¥ 9= (Relationship between Operating Leverage and
Financial Leverage)

IR I<lcld Ud Rl Sdldie & Aed uf~s 9w+ 2| SF1 81 Sdldd gl &)
RN N7l —Ri uRerad oiTd Ud Wil fa<ii oTd & Gl &) JrToi| &8 IR UeH
Il YT DT W B B |- IRATIT Il e & fahy # uRad+d &1 Wxem & uR=re
AT TR g dTel UMTd BT HI99 HRdl © | fa<i Saicie Gl & gRares ol § gRadd &1
gfy 337 IS IR USH. dlel YT 6T ATO9 HRal & | 39 YR Sfal uRdread Saldd aHre 8Idl
2 q98f fofg S<icld UR™Y gIdr 2 |

IR=ETeld SKlcld &1 A IUANT g9 H URATTT SIRIH &l Ud I Slcld
BT DD SUIANT AR H A FIRgH bl Udhe did ¢ |

IReETeT Stlad Ud R Salae & fA=fifad v 8-

IR BT IER IR SAIdd o< s<ers

1, LT IR S<icld &l 93y Ay | fxig Sl &1 923
¥ URadd & GRU URATAH | UReed i § gRddT &
i H B9 9l gRaddl BT | SR Ui 319 oA | B
T B el gRadAT BT ST B |
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2. E TRared Sdldid IRETad ol | fd-ig S<llole uiRaTeld
g I ¥ g gaerar 2 | o 9 FEGT R U™ #

T Il © |
3. SIRay IRemed  SAlcle Ag9G | [y SAld® xR Siikad

SiRgT # gfg o 2|

# gfg ovar 2|

4. T TN g¥T

gRemed  SAldd Il b
gR=med ol b JaTfdd dRdr
=

IERIEISSICCICH BN
eI ATl Bl GHTIA Rl
g

5. I8 & OF Jg g & 9mfy vl R yvd (I8 g @& TR ue W
ST 2 | AT STefdl 2 |
6. Mol | W | URemed SAete fafernT ol | foxim Siae faa—yfed

I gfd 8iar 2|

footal @ wefra 2

faxTra S<iiei® @1 9T (Computation of Financial Leverage)
M @ RN TH WR W RN S3lerd & 0T L gF 9 BT g
Operating ProfitorEBIT

FinancialLeverage =

EBT
3ferdr
FinancilLeverage = FBIT
EBIT -1

@l EBIT = Earnings Before Interest and Tax
EBT = Earnings Before Tax (but after interest)

| = Fixed Financial Expenses or Interest and Preferences Divided.

HAT B Yol ARAAT § A I B W AR I AT Bl HHAl TG AT
IR BT &R D IABR TR PR Jd T T 91— ST 3R $H YHR Febel AT DI 81 ATl
g IR A gqd B Al (EBIT) # 9 IS SIRAT |
faxia S & AT ;FedwH. af EeauN A S ©

M & & WRI B Jon @ oy fa<ii S<iiete @1 A3 &1 A9 01 g3 &1 Jrgar 9
forar SITaT 28—

DegreeofFinancialLeverage(DFL) =

%Channgesin EPS
%ChangeinEBIT

Jhfousm GERE
0 . .
DegreeofFinanciaLeverage(DFL) = /()Channggsn Taxa_lbl epr Of_lt
%ChangeinOperating Pr ofit
3rerdr

FL = %Channgesin EBT
%ChangeinEBIT
Ife foxia SAlee fdemme gnm a1 SWed 31 # 9NThd U | Afdd BT, SR
g S<ieid faede <27 8NT1| SH® Sfdl oM & <o R e 8m W oy Sdieie
(Financial Leverage) T fa<ir Sdietes @1 A1aT (Degree of Financial Leverage) ¥4 &, T
fa<ir S<terd @) AT (DFL) o & aaAe W) @ fofg 81t 8, 9 & uRafda waR & ford |
gfer 3fer st (EPS) @ TVMT f1 YR &1 ST Hdhell 28—
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Calculation of Earning Per Share

Sales Rs.
Less: All costsincluding Depreciation XXX
but excluding Interest on Debt XXX
Earning before Interest and Tax (EBIT) XXX
Less: Interest on Debt' XXX
Earning Before Tax (EBT) XXX
Less: Tax XXX
Earning After Tax (EAT) XXX
Less: Preference Dividend XXX
Earnings available to Equity Shareholders XXX
Divided by Number of Equity Shares XXX
EPS XXX
G @ WY ¥ ¢
EPS — (EBIT — Interist)(1— TaxRate) — Pr eferenceDivided
No.of EquityShares
31erar
EPS — EarningAfter Tax — Pr eferenceDivided
No.of EquityShares

foia Sierd &) o1 & TR § Yo wxenr o e de Rafodt 8 wadt 8-

(1) ST9 TS ARa=T H A 379 Ud Fu-gon @l

(2) ST9 Yo <A@ H A 39T U4 qaifIeR 3fer &, qer

(3) /9 Goft WReAT # AT 3fen, qafferR 3ier ud Fu-gofl & |

SWRIF Jae R # i SAlds &1 7131 &1 qoF1 I &7 I8 SIER0 §R]
FHSIAT T 3 |

(1) v19 Yot \RamT § 9 e Yol wd 0T Yoit &1 (When Capital Structure consists
of Equity Share Capital and Debt Capital) — faxiig S § WM 3791 Yoil Ud ool &+
R oI SATeAS B AT S0 B =g, Sugad i f6dT |1 3 &1 9anT far o dadn B,
<Ifh o @1 IR FAM IEd gU AR faxia vemr | uRads 8 a1 7 g3 9 s oM
DHRAT AMET—

EBIT  OP

DegreeofFinancialLeverage= —— =
EBT EBT

[Hustrution :

U I e A O aorel § | f te BT g &1 fJeed @l § 1 e
yd Reafa # faxia Srerd @ 0T ST |

A company has a choice of the following three financia plans. You are required to
calculate the financial leverage in each case:

Particulars Financial Plan (Rs.)

X Y Z
Equity Capital 50,000 | 30,000 | 60,000
Debt 30,000 | 50,000 | 20,000
Operating Profit (EBIT) 8,000 8,000 8,000
Interest on debts 10% 10% 10%
Solution :

Computation of the Financial Leverage

Financial Plan (Rs.)
A | B | C
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Operating Profit (OR or EBIT) 8,000 | 8,000 | 8,000
Less: Interest (10% on debt) 3,000 | 5,000 | 2,000

Earning Before Tax (EBT)
Financial Leverage

5,000 |3,000 |6,000

8,000 | 8,000 | 8,000
EBIT) 5,000 |3,000 |6,000

(——
EBT =1.6 =2.67 | =133

(2) <19 Yoi ER=AT § W SfE Yol U9 Jifeme 3fer ot 8 (When Capial  Structure
consists of Equity Share Capital and Preference Share Capital) — afe § =T # WH=I 3797 U4
AT 3fer B AT S ofRlf TR <F AT @l IR BT AR TR W I A Bog | A geHl
ST ' Al $9 Wohdl 991 foa SIar €, ife JAfEME 3Rl WROAMIRT BT Y BR GhT
awRe €1 fhdT S Webell € | I8 7171 IeTeR0T ¥ ¥ 8-

Ilustrution :
T BT B Yol A e ufosfornt & fAfia 8-
S @S SiaAasiad df - dSdael gaauel df oiiF f[Iqdgues adaaueiud %

Rs.
10% Preference Share Capital 7,00,000
Equity Share Capital (Rs. 10 each) 10,00,000
The amount of EBIT isRs. 6,00,000. The rate of income tax is 30%
vki foYkh; mYkksyd dh x.kuk dhft;sa
Solution :
Computation of The Financial Leverage
Rs.
EBIT or Operation Profit 6,00,000
Less: Preference Divided [70,000/ (1-0.30)] 1,00,000
EBT 5,00,000
6,00,000
EBIT 5,00,000
Financial Leverage= EBT =120

(3) <& Yol WxaT # WFT 3iE, qEifeR &Y wd RO-Yoil & (When Capital
Structure consists of Equity Share Capital, Preference Share Capital and Debt Capital) — Sd Yoit
GEAT | ARG AR, YAifeR 3fer Ud ool dFl 8 Ol PR UG ATl | 94 o™ @l AT H
A FIUH T W ST AT DI GSHT AT © a7 39 UHR G AR § A QEiRER 9l W)
T AT DI Fhel BB TSR ST & | QISR AT BT Fbel B og 1 GF BT TN
o a8

Pr eferenceShareDivided
(1-TaxRate)
[lustrution :
diwj fyfeVsM dEiuh dh iwjth lajpuk fuEu izdkj gS&
Kapoor Limited has the following capaital structure : Rs.
Equity Share Capital 10,00,000
10% Preference Share Capital 10,50,000
8% Debentures 12,50,000
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The earning before interest and tax (EBIT or OP) is Rs. 5,00,000. The rate of income tax is

30 %.Rs.
fa<irr Sterd @Y o BIRTY |
Calculate the Financial Leverage.
Solution :
Calculation of The Financial Leverage

Rs.
Earning Bofore Interest & Tax i.e. IBIT or OP 5,00,000
Less: Interest on Debentures 1,00,000
Less: Pref. Dividend [1,05,000/(1-0.30)] 4,00,000
Earnings Before Tax (EBT) 1,50,000
2,50,000
EBIT 500,000 20
Degree of Financial Leverage = EBT 250,00
[lustrution : _ _
Refrer forfics &1 Ioi Sfar ot gaR 28—
Ritika Ltd. has the following Capital Structure: :
1,00,000 Equity Share of Rs. 10 each 10,00,000
28,000 10% Preference Share of Rs. 100 each 28,00,000
20,000 Debentures of Rs. 100 each 20,00,000

=1 WRI EBIT & fofu ufdy aier arsi §d difoii—
Calculate EPS fad each of the following levels of EBIT :
(i) Rs. 10,00,000, (i) Rs. 6,00,000; (iii) Rs. 14,00,000
F B U @ &% 3000 | Sudda Refd # 6w 10,00,000 T BT MR A 8Y

fofa et &Y o1 PR |

The rate of income tax for the Company is 30% .

In the above case, also calculate the

financial leverage taking EBIT Rs. 10,00,000 as base. Solution :

Calculation of Earning Per Share

ltems Q) (i) (i)
Rs. Rs. Rs.
EBIT 10,00,000 6,00,000 | 14,00,000
Less: Interest on Debentures 2,00,000 2,00,000 | 2,00,000
EBT 8,00,000 4,00,000 | 12,00,000
Less: Income Tax (30%) 2,40,000 1,20,000 | 3,60,000
EAT 5,60,000 2,80,000 | 8,40,000
Less: Preference Divided 2,80,000 2,80,000 | 2,80,000
Earnings Avaiable for
Equity Shareholders (EAES) 2,80,000 - 5,60,000
Earning per Share (EPS) 2,80,000 5,60,000
1,00,000 1,00,000
=Rs. 2.80 Nil =Rs. 5.60

Calculation of the Degree of Financial Leverage

(31) Suaa Rerfar (i) # (i) @ Jerar H§ EBIT 40% ( 10,00,000 %. ¥ 6,00,000 . 370
4,00,000 3. ®I HHT ST 10,00,000 . BT 40% &) &I & widfs EPS 100% (2.80 <. ¥ TI) @

=
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(@) Sugaa Refa (i) # (i) @ o= 4 EBIT 40% ( 10,00,000 3. ¥ 14,00000 %.) 9&1
g S EPS100%2.80 . ¥ 560 %.) 9¢ 2 |
foia Siere &) w3 791 3 & ST &) S |Gl 8-
Percentage Change in EPS

Percentage Change in EBIT

ara: Rerfar (i) T (i) @ #=9 faxig SAla® :__1—;1)(;):2.5

Degreeof Financial Leverage

Rerfa (i) @ (i) & w7 fo<ia SAra® :%:2.5

[ustrution :

Tl fafice & O yeue gRT 98 URE 2 & SHa O 9 & Jd 8 ¥ov dle],
99 H 50,000 BYY BRI | HHAI H 50 dlel HA 2,00,000 U & RU-UF- 7, 10: ATl JATEIBR
32T 1,00,000 TUY & & | HHE & YN 5000 FHAT 3 10 3 I & 2 | =g Idad @
AT Sd ISR | afe SwRiad Reafa # (31) EBIT 30,000 $9d, @21 (@) IBIT 70,000 $93 & |
A BT B T 30% A o |

The financial manager of Tata Limited expects that its earnings beofore interest and taxes
(EBIT) in the current year would amount to Rs. 50,000. The company has 5% debentures
aggregating Rs. 2,00,000, while the 10% preference shares amounting to Rs. 1,00,000. The
company has 5,000 equity shares of Rs. 10 each. What would be the Degree of Financial
Leverage (DFL) inthe above case if the EBIT being : (a) Rs. 30,000, and (b) Rs. 70,0007 The tax
rate of the company may be assumed as 30%.

Solution :
Degree of Financial Leverage
Particulars Existing- | Assumed Assumed
Situation | Situaion Situation
C) (b)
Rs. Rs. Rs.
Earnings before interest and
tax (EBIT) 50,000 30,000 70,000
Less: Interest on Debentures 10,000 10,000 10,000
Earnings before tax (EBT) 40,000 20,000 60,000
Less: Tax (30%) 12,000 6,000 18,000
Earnings after tax (EAT) 28,000 14,000 42,000
Less: Preference dividend 10,000 10,000 10,000
Earnings available for equity
shareholders (EAES) 18,000 4,000 32,000
Earning per equity share (EPS) 3.60 0.80 6.40
Percentage change in EBIT (-)40% (+)40%
Percentage change in EPS (-)77.78% (+) 77.78%
Degree of Financial Leverage (DFL)
Formula : -77.78 77.78
. Percentage change in IPS -40 40
Percentage change inEBIT
=1.94 =194
(unfavourable) | (Favourable)
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[llustration :

TRa #ef= fafiice & 4Si 10,00,000 T9I ST 10 B9 Hed & 1,00,000 MM # I
S| &S 9 PR Yd A (EBIT) 2,00,000 ¥ 7| fa<iy S<iices &1 A0 @1 s8R? afe (a1)
EBIT 1,50,000 TUU @7 (d) 2,50,000 TUA & | HFII Bl B & 30% A o |

Gaurav Machines Ltd. has a capital of Rs. 10,00,000 equity shares of Rs. 10 each.
Earnings before interest and tax (EBIT) are Rs. 2,00,000. What would be the degree of financial
leverage (DFL) assuming the EBIT being (a) Rs. 1,00,000, and (b) Rs. 2,00,000? The tax rate for
the company may be assumed as 30%.

Solution :
Degree of Financial Leverage

Particulars Existing | Assumed | Assumed
Situation | Situation ‘| Situation
(@ (b)
Rs. Rs. Rs.
Earnings before interest and
tax (EBIT) 2,00,000 |1,50,000 | 2,50,000
Less: Interest on Debts Nil Nil Nil

Earnings before tax (EBT)
Less: Tax

2,00,000 |1,50,000 | 2,50,000
60,000 45,000 75,000

Earnings after tax (EAT)

(Available for equity share holders)
1,40,000 | 1,05,000 | 1,75,000

1,00,000 | 1,00,000 | 1,00,000
1.40 1.05 1.75
()25% | (+)25%
()25% | (+)25%

No. of equity shares

Earnings per share (EPS)
Percentage change in EPS
Percentage change in EBIT
Degree of financial leverage (DFL)
Formula:

Percentage changeinIPS

— 0, 0,
25% _, | 25% _,

Percentage change in EBIT = =
—25% 25%

TRg 9eF fofies o O Sl &) 3137 U 8, 31d: I8 Pel ST fb Igf O
Sl faede =8t 2
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ERIEISHICERCR CIRIECE
(Financial Leverage & Capital Strutcture)

Uofl e (Capital Structure) — T 3R 0T Yoil, SIfEHM 3fer Uil dem |mHmT 3fer
ol # I e I 7| o faxi yavad ddbfeud Yoll SRRl &1 IR Jal dxd 89
A Yol HREAT AUAT BT T HRAT © | Farcd Yol EREAT &1 G e FAdH AT
IR USl UTd &Rd §U AT IARMETRAT DI AfAHaH oA UgdT BT & | Yb Hra+l 30+ =i
arEl # gfg A= geR @ ArEl | 1d = srgural § aR |adl 7, o — (i) dad geel
3reT YSit &7 v, (i) dad S 3fe YSi &1 var] (i) dad Fo-Usil w1 YR (iv)
TS A IS AREl T Udb A1 YINT | 3[d 9HRIT 98 © fd yawrd g9 fafi= Qeedl § 9
fh fdmen &1 TN A | 59 =g Ufa 3ie ISl bl IR Yol orrd (Rt foxig &) g
YHR JATId A &, I8 S0 B @ foig EBIT o EPS # W=y fya &x s+ faar
ST § |

[lustration :

fasr & foafics @1 s gReEme™ 29 10,00,000 T @ AELIHAT © | U ddbicdd
focfrar fawey Sucrer &

An investment of Rs. 10,00,000 is required to set up the operations of a Vijayshree Ltd.
Five alternative financial options are as follows :

Case A : All equity financing (Equity Share Capital of Rs. 10,00,000).
Case B : Rs. 8,00,000 of equity share capital and Rs. 2,00,000 of debt financing.
Case C: Rs. 6,00,000 of equity share capital and Rs. 4,00,000 of debt financing.

Case D : Rs. 4,00,000 of equity share capital and Rs. 4,00,000 of debt and Rs. 2,00,000 of
preference share capital.

Case E : Rs. 4,00,000 of equity share capital, and Rs. 6,00,000 of preference share capital.

FOT R N & qAT YAIHR 3T IR AT &R 10 IR & | <Ol 9 aR gd 3
1,50,000 BYY A | PR DI T 30: TA FHAT MM BT FH—HI 100 TUY U 37 B | BH §RI
fra faxiar faden &1 g1 o |

The interest rate on debts and divided rate on preference share is 10 percent. Assume that
earnings before interest and tax (EBIT) would amount at Rs. 1,50,000. The tax rate is 30% and the
per value of equity share is Rs. 100Which financial option should be selected by the firm?

Solution :
Computation of EPS under various Financial Operations

Particulars Various Financial Operations

A B C D E
EBIT Rs. Rs. Rs. Rs. Rs.
Less - Interest 150,000 |1,50,000 |1,50,000 |1,50,000 |1,50,000

i 20000 | 40000 |40000 |-

Earnings before rax
(EBT) 150,000 |1,30,000 |1,10,000 |1,10,000 |1,50,000
Less: Taxes(30%) | 45000 |39,000 33000 |33000 | 45000
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Earnings after  tax
(EAT) 105000 |91,000 |77,000 |77.000 | 1,05,000

Less :
Preference  divided | - - 20,000 60,000

Earnings

available to equity
shareholders  Number | 02000 | 91,000 77,000 57,000 45,000

of equity shares
Earnings per share 10,000 8,000 6,000 4,000 4,000
10.50 11.375 12.83 14.25 11.25

ST ¥ We ¢ & favey D' wdas &, Hife d98f Uiy A= 379 3ol §aifdd 2 | Swfad
ITERVT & fATelvoT § I8 A el & {6 Fat ol 10,00,000 . & TAT i+l B R 1,50,000
T B A 3O T 15% B | IR Yol dRTT 10: €, o STa fokiy Sdled Ao & fad #
T fAwer D g B < # & wemf arnra §oh @ ¥ 6,00,000 % B, o fweq D’ #
4,00,000 3. & FOT-UF dAT 2,00,000 T. B IAHAM A & i fdbed E' H AFUT 6,00,000 .
@ I 3w & 2| fAhed D’ H FHU-UA W AN @A & wd H AMT AT 7, A Fa
JIMI—FR B 99d Bl 8, oAfhd E H A 3fell R amier &7 A gd SMI—ax AT MaeTH
g, o ufr A 3w B fadey o ame D’ fAdey # aiftid B |

foxiy w—faege fag ¥ a0 99 WR ¥ 8, Sigl W EBIT &1 ¥ wer)) fa<iy s
@ SId IRER BN 2| AATq IT 98 WR ©, el W EBIT # & el fo<fig =93i &7 'er <7 &
gar HAT TRl @ forg w1 Wl AW T8 gaefl &R ufa ofw e (EPS)— ¥ Bl 2|

Y T&] H— EBIT &1 98 WR Sial BH dhad 30+ Rl =iy =&i @ gfid & gl
2, foxig ww-—faeee g wearar 21 afk EBIT, 39 WR 9 & 2l ifq wem) faxi e
EBIT & 31/ B dI %H &I 8T SR |

et fo<i <3t & &are 9 IfemE o Y ¥fdr a1 aftafad feur Sar 81 st
3eT Yoll WR oArier Rl aInTa |, afford fhar Sar & deom 9@t yWE EBIT W A fhan
SITAT ® | Tt JMfeHAM IMEEnRAl &F R T A § 1—BX &R BT 9NT ThR Tg§ bl M3
ST BT oIl ¥

gfe vl focfa =3t # gfg et @ 1 99-f=ee fag o ff v fo=fm ardl &

RER gfg 81 SIRAMT | JEf I§ 91 &9 o7 AFg © & EBIT H oruifde gig @ amem = 3

gfg ifd® B 2 | 39 SR a8 T f% EBIT # o gfg et B, g wemht facfi

@ WO & AT A (P B SAR) 99 Y&d g, T EBIT # e gfg &l 8, 99 R ) sem

& T i Y IEdT B, 98 9 A et a7 & U BT 7, o R W Sruifas
gfg ) AIfa® Bl 7 |
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deweral fag &1 iR
(Determination of Indifference Point)

deeerdl fawg &9 Ud &) 9 g4 ™ (EBIT) &I 98 wWR BT 2 o R a1 ot
FHaT SN (Debt.equity-mix) @ T=IRid U @feT 3roi9 HAE (3T JraRafcid) Y&l € | U ae
Jeworal fivg RS9 AT Bl €, Siafh SAd! oo o) dT &Tel o) 9H & afg fafsmmr
TR 3N &% (ROI) &Io1 &% & a-&R ® ar Uil Reifa # gfar 3fer el Sdlae R 9 smifad
| derd fasg &1 R o g3 @ wrww @ fRAr & |@adr -

qF wY H-
(X-i)A-T) _ (X-i,)A-T)
S, S,
el
X = EBIT T deweydr fag

i1 =YoH fddpoy o TST &I R
i2 = fgda Aeen ¥ suraT &1 ¥fdr

T =R X

Sl =vHA fddhey | AT 3 BT AT
S2  =fgdro fAdpeq & FxaT 3fe @7 A
[llustration :

T 9199 50 oG Y & AfaRad o &1 Javer a1 a1 10% Fo—u3 a9 g§RT 31T
50 SO ORI 3T H R 4 faRed awar Yo Ffae o Il § | ST &7 IaAE goll et
10 oI FHAT 3721 ¥ I1 & TAT DIs 0T 98l © | &1l 9 IR g4 37 (EBIT) & fg TR W
gfcr &fer emg (EPS) A BRI @ A FAdT 3fY fias gRT 9tedr or—ux ffaa w1
UHh fHd SId? 9\ &R B &R 30% A

The Brown Company has the choice for raising an additional sum of Rs. 50 lakhs either by
the sales of 10% debentures or by issue of additional equity shares at Rs. 50pe share. The current
capitalisation structure of the company consists of 10 lakhs ordinary shares and no debts. At what
level of Earnings before Interest-and Tax (EBIT) after the new 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 ? Assume that corporate tax rate is 30 %.

Solution :

Alternative 1 : 10% debentures : Rs. 50 lakhs
Alternative 2 : Equity Share (Additional) : Rs. 1,00,000 shares of Rs. 50 each.
Exisiting Capital Structure : 10,00,000 Equity Shares of Rs. 50 each. No. debt.
Proposed : Alternative 1 : Rs. 500 Lakhs Equity Share Capital
+ Rs. 50 lakhs debentures

Proposed : Alternative 2 : Rs. 500 lakhs + Rs. 50 lakhs =
Rs. 550 equity share capital i.e. 11,00,000 Shares of Rs. 50 each.

EBIT & 98 R el Yol W¥al & aFi W)l R EP 999 8Rf1, &1 feior =1 |3
¥ fHar S FHar 8-
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(X-i)A-=T) _ (X-,)d-T)

S S,
TF H I 3G WR—
30 30
X —5,00,000)(1—- — X-0)1-—
( - 100 K0 1)
10,00,000 11,00,000
or (X —=5,00,000)(0.7) _ (X)(0.7)
10,00,000 11,00,000
or 0.7x-350,000  0.7X
10,00,000 11,00,000
or 7,70,000 X-3,85,00,00,000 =7,00,000 X
or 70,000 X = 85,00,00,00,000
or X = Rs. 55,00,000
3d: EBIT = 55,00,000 TR SHi faddedt § EPS A 817 |
Proof :
Alternative- 1 Alternative - 2
EBIT Rs. inlakhs Rs. in lakhs
Less: Int. on Debentures 55.00 55.00
Profit Before Tax (PBT) 5.00
Tax 30% 50.00 55.00
Profit After Tax (PAT) 15.00 16.50
35.00 38.50
EPS —35’00’000 =Rs.3.50 —38’50’000 =Rs3.50
10,00,000 11,00,000
(3) WYRT SEileTd

(Combined L everage)

R giEreE 3 g @R {7 2/l & R R §d Sldd & Ggad S<alddd
(Combined. Leverage or Composite Leverage) @& M X STHT ST & | S9! 70T aRATe
SIS @ WA a%g a1 foRig I<lad & 7r1 (DFL) & 3 9 & &I 9l 2 |

EBIT &1 U&% & wR f3ar 8 R dgad Iardsd @l A5 71941 UhR ST &) S Fahdl 28—
Combined Leverage = Operating Leverage X Financial Leverage

37141
Combined Leverage = Combined X EBIT _ Contribution
EBIT EBIT EBIT
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Yo Sdietd @Y AT (Degree of Composite Leverage)

G SAMAD DI AT B AT 7 RIS SAlAD Dl AT qAT R IATAD D
HAT BT IRER 0N fHa1 S1am 81 g3 w9 #

Degreeof Degree of
Degree of Combined Leverage (DCL) = Operating X Financial
Leverage Leverage
3frar

DL = (%ChangeinEBIT]X( %ChangeinEPS]_ %ChangeinEPS

%ChangeinSales ) | %ChangeinEBIT | %ChangeinSales

HYFT IATeAd 96T & BROT R qAT IR Yd 3o (EBT) H FR=I ST © | Fgad
SAldd &I T3 gRT 9! & ufaerd uRadd & Boawy Ufd 379 3fsiAl & 89 drel ufaerd
gRed= &1 |19 fhar Sar 2

[llustration :
ot fafes & frgt 41 yaR 2—
The Rajasthan Limited's balance sheet is as follows:

Liabilities A Assets A
mount mount
Rs. Rs.
Equity Capital 1,20,000 Net Fixed Assets 3,00,000
(Rs. 10 per share) Current Assets 1,00,000

10% Long-term debts | 1,60,000
Retained Earnings 40,000
Current Liabilities 80,000

4,00,000 4,00,000

ST BT fel AT G U 3.0 B | 3AD! VR ulk=re™ dd 2,00,000 ¥ @
qAT D URacTRNS AN STU 40% & | 3 BR BT & 30% % |

S b e TFT UPR &b IATAD! BT TUHT HITOTT |

The Company’ s total assets turnover ratio is 3.0, its fixed operating costs are Rs. 2,00,000
and its variable operating costs ratio is 40%. The income tax rate is 30%.

Calculate of the company, all the three types of leverages.

Solution :
Income Statement of Rajasthan Limited
Rs.
Sales 12,00,000
Less: Variable Costs (being 40% of sales) 4,80,000
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7,20,000
Contribution 2.00,000
Less: Fixed Costs
EBIT 5,20,000
Less: Interest Cost 16,000
EBT 5,04,000
Less: Taxes @ 30% 1,51,200
Earning After Taxes (EAT) 3.52.800
Degree of Operating Leverage (DOL) :
Sale- VariableCosts
DOL = EBIT
12,00,000-4,80,000 _ 7,20,000 _ 1.385approximately
- 5,20,000 5,20,000
(i) Degree of Financial Leverage (DFL) :
EBIT
DOL = EBIT—Fixed Interest Chargesor1
520,000 52000, 1.032approximately

_ 5,20,000-16,000 5,04,000

(i) Degree of Combined Leverage ratio = (DCL) :
DCL = DOL X DFL =1.385X 1.032 = 1.429 approximately

Working Note :
Sales
Total Assetsturnover ratio = TotalAsseis

3- Sales
4,00,000

sales =3 X 4,00,000 = Rs. 12,00,000.

lustration :
Uh S BT AT 1 g BUY 8| URIITIN INTd fdshd &1 40: 8 Sdd IR

ST 30,000 BT 2 | SrHdIeil 0T UR <ITST 10,000 30 2 |

MY HYFT FTASAD DI TUMT BT TAT $HBT TH1G YR DI e [9hd 5% a3

A Company has sales of Rs. 1 lakh. The variable cogs are 40% of the sales while the fixed

operating costs amounts to Rs. 30,000. The amount of interest on long-term debt is Rs. 10,000.
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You are required to calculate the composite leverage and illustrate its impact if sales
increase by 5 %.

Solution :
Statement Showing Computation of Composite Leverage

sales Rs.
Less: Variable Costs (40% of sales) 1,00,000
Contribution (C) 40,000
Less: Fixed Operating Costs 60,000
Earning Before Interest and Tax (EBIT) or 30,000
Operating Profit (OP)
Less: Interest
Taxable Income (PBT) 30,000
Composite Leverage = C__ Rs60000 =3 i
PBT Rs. 20000 20,000

YT ITIAD ‘3 I8 <K = b Aha 7 udeb 1% ghg ¥ aR gd 3= (EBT) ¥ 3%
o1 gfg Brft| sH@r T o @ T & yAiia fhaT S e €, wEfe fawa 5 gedr
=

Rs.
Sales 1,05,000
Less: Variable costs 42,000
Contribution (C) 63,000
Less: Fixed Operating costs 30,000
Earning before interest and tax (EBIT)
or operating profit (OP) 33,000
Less: Interest 10,000
Taxable Income (EBT) 23,000

Suad Rl ¥ W g b 4y # 5% gfg B9 W @R gd sl (EBT) ¥ 15%
gfg g2 | 3AR! ToAT TR Bl

Increasein EBT

Increase in EBT = X 100
BaseEBT
_ 23,000-20,000
= X 100
20,000
=15%
[llustretion :

= gHe YM vve pwHl forfies o gwfid g—
109



The following data relate to Ram & Co. Limited :

Rs.
Sales 2,00,000
Less: Variable expenses (30%) 60,000
Contribution 1,40,000
Fixed Operating expenses 1,00,000
EBIT
Less: Interest 40,000
Taxable incoem (EBT) 5,000
35,000

1. WY SAAAD DI AR BT Y dd 8¢ dargd b 993 5 6% fg 89 W ax
A I fopaet uferera gl |

2. R Il AR Ggad drd 8¢ dargd fob fasha # 10% gfg 89 R IR
A # fea ¢ gfg 8Rf

3. forT SATA® SEEROT Ugad oxd gU adrsd fh =% H 6% ghg 8F IR &R IRY
3T e % aT |

1. Using the concept of combined leverage, by what percentage will taxable income increase if
sales increase by 6 percent ?

2. Using the concept of operating leverage, by what percentage will EBIT increase if there isa 10
percent increase in sales ?

3. Using the concept of financial leverage, by what percentage will taxable income increase if
EBIT increase by 6 percent ?

Solution :
Degree pf Composite leverage on sales level of Rs. 2,00,000.
Contribution _ Rs.140000 -

EBT Rs. 35000 -
If the sales increase by 6 percent, taxable income will increase by 4 X 6 = 24 percent :
Working :
Rs.

Sales 2,12,000
Less: Variable expenses (30%) 63,000

Contribution 1,48,400
Less: Fixed Expenses 1,00,000

EBIT 48,400
Less: Interest 5,000

Taxable income or EBIT 43,400
Increase in Taxable Income = 43,400 - 35,000 :% =24%

(2) Degree of operating leverage on sales level of Rs. 2,00,000 :
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Contribution _ 140000 _

EBIT or Operating Income 40000

35

If salesincrease by 10% EBIT will increase by 3.5 X 10 = 35 percent :
Working :

Sales Rs.
Less: Variable Expenses 2,20,000
Contribution 66,000
Less: Fixed Expenses 1,54,000
EBIT 1,00,000
54,000
Increasin EBIT Rs. 54,000- Rs. 40,000 or M = 35%
40000
(3) Degree of financial leverage EBIT _ 40000 1.143
EBT 35000
If EBIT increases by 6 percent, taxable income will increase by 1.143 X 6 = 6.86 percent.
Working :
Rs.
EBIT 40,000
Add : 6% 2,400
42,400
Less: Interest 5,000
Taxable income or EBT
37,400
Increase in taxable income Rs. 37,400 — Rs. 35,000 or% = 6.86%

[llustration :

JffanT farfice & 31 19, 2011 & 9 8F a1l a9 & faaRer i fod 1 8-
The following details of Amitabh Ltd. for the year ended 31st March, 2011 are furnished

below :

Operating leverage
Financial leverage
Interest charges per annum

Corporatetax rate
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Variable cost as percentage of sales 60%

Prepare the Income statement of the company
Solution :
EBIT

Financial Leverage= ——=2
EBT

EBIT _,
EBIT - Interest |

( EBIT ]_2
EBIT-20)

EBIT =  2(EBIT-2)
EBIT =  2EBIT-40
2EBIT-EBIT = 40
EBIT = 40

Operating Leverage :

(Contri buti on]
EBIT

(Contributi on] _3

40
Contribution = 3x40 = Rs. 120 lakhs
Calculation of Fixed Cost
(Rs lakhs)
Contribution 120
Less: EBIT 10
Fixed Cost 80
variable Cost = 60 % of Sales
[JContribution is 40% of Sales
If 40% isRs. 120 lakhs

100

100% = 4—0x120 = Rs.300lakhs Sles
Income Statement of Amitabh Ltd. for the Y ear ended 31-3-2011 (Rs. lakhs)
Sales 300
Less: Variable Cost 180
Contribution 120
Less: Fixed Cost 80
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EBIT

40
Less: Interest 20
EBT

20
Less: Tax @ 30 %
PAT 6

14
[llustration :

TP HH BT ORI Sldd fU8e a¥ & 1.25 @ goil d 1.2 2| I qaae @l anra
fUsel af & T # 25% AfdF B A1 gAY {6 FF gRT AR T RN H Uwd a¥ &

Jor H faaen aRad=T gam?

A company has an operating leverage of 1.2 as against 1.25 during the previous year. If the
current fixed cost is 25% more than that of the previous year, to what extent has the contribution

earned by the firm changed over the previous year ?
Solution :
Contribution

Operating Leverage =
P g « Contribution — Fixed cost

Last year
1.25 = —

1.25 (C-F) =

1.25C-125F=C

1.25C-C =1.25F

0.25C = 1.25F

C =&6F
Current year

1 =

1.20 (C-1.25F) =

1.20C - 1.5F =

1.20C-C =15F

0.20C = 15F

C =7.5F
Increase in contribution in current year over last year

_ Currentyearcontribution — Lastyearcontribution

Lastyearcontribution

:M x100 = z'ixlOO = 50%
5F 5F
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50% increase in contribution over last year.
Ilustration :
I FYFT I Ud UReEreld SAleTd HASE 2.5 3R 1.25 81 Al f<i Idletd Ud

AT AT ST BIFTT | AT Irier fy 3fer 2%, ufd a9 <0 &1 U o 3., §of @l
AR 0.5 AT 5. T7 faha 10 oG 3. 7 |

If the combined leverage and operating leverage figures of a company are 2.5 and 1.25
respectively, find the financial leverage and P/V ratio given that the equity divided per shareis 2,
interest payable per year isRs. 1 lakh total fixed cost Rs, 0.5 lakh and sales Rs. 10 lakhs.

Solution :

Calculation of Financial Leverage:

Combined leverage = Operating leverage X Financial leverage
=1.25 X Financial leverage

Financial leverage = 25 =2

1.25
Calculation of P/V rétio ;
PV ratio = Contribution
Sales
Operating Leverage = -COIjltI‘IbU'[I-On
Contribution — FixedCost
X —=50,000
1.25 (X-50,000) = X
1.25x — 62,500=X
1.25X-X = 62,500
0.25X- X = 62,500
_ 62,500
0.25
X =2,50,000
[1Contribution = Rs. 2,50,000
P/V ratio = w X100 = 25%
10,00,000

[llustration

31 97, 2011 B FAG 9§ & fog ot fo. &1 fast fFremgar 8-
Sujangarth Ltd. had the following Balance Sheet for the year ended 31st March, 2011.
(Rs. lakhs)

Liabilities Rs. | Asseats Rs.

Equity Capital Fixed Assent (net) 25
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(One lakh shares of Rs. 10 each) 10 | Current Assets 15
Reserves and Surplus 2
15% Debentures 20
Current Liabilities 8
40 40

ifcrRa = (Additional information):
Fixed costs per annum (excluding interest) : Rs. 8 lakhs

Variable Operating Cost Ratio : 80%
Total Asset Turnover ]
Income-tax : 30%

Required (i) Earning per share (ii) Operating Leverage (iii) Financial leverage (iv) Combined
Leverage.

Solution :
Q) Total Assets : Rs. 40 lakhs
Taotal Asset Turnover ;3
Hence Total Sales= Rs. 40 Lakhs x 3 : Rs. 120 lakhs
Caclulation of Profit after tax (PAT) (Rs. Lakhs)
Sales 120.00
Vaviable Cost (@ 80%) 96.00
Contribution 24.00
Less: Fixed Costs 8.00
Net Profit (EBIT)
Less: Interest on debentures 16.00
Profit before tax (PBT) 3.00
Tax @ 30% 13.00
PAT 3.90
9.10
Hence Earnings per share = 9,10,000 =9.10pershare
1,00,000
{ : Contribution 24
il) Operating Leverage= ———=—=15
(i) Op g X EBIT 16
(iii) Financial Leverage = EBIT _ 16 =1.23
PBT 13
(i) Combined Leverage = COMtrBUtion s EBIT _ ) g1 23-123-185
EBIT PBT

[llustretion :
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g i O Gdfod sifes forefofRaa 8 —

The following figures relate to two companies: (Rs. lakhs)

Particulars A Ltd. B Ltd.
Sales 1500 1,000
Variable costs 600 300
Contribution 900 700
Fixed Cost 450 400
Earning Before Interest & Tax
Interest 450 300
Profit before Tax 150 180
300 200

AMUS! (i) T BT BT ulReEred, Ok Ud §gad Sldd Sd bR & adr (ii)
I ATufere SR Refd w fewol &+l 2|

You are required to : (i) Calculate the operating financial and combined Leverage for the two
companies; and (ii) Comment on the relative risk position of them.

Solution :
Calculation of Leverage
Contribution
Earningsbeforeint erestan dtax
A Ltd. = Rs. 900 lakhs/ Rs. 450 lakhs = 2
B Ltd. = Rs. 700 lakhs/ Rs. 300 lakhs = 2.33

(a) Operating Leverage =

Earningsbeforeint erestan dtax
Earningsbeforetax
A Ltd. = Rs. 450 lakhs/ Rs. 300 lakhs = 15
B Ltd. = Rs. 300 lakhs/ Rs. 200 lakhs = 15
Contribution
Earningsbeforetax
A Ltd. = Rs. 900 lakhs/ Rs. 300 lakhs = 3
B Ltd. =Rs. 700 lakhs/ Rs. 200 lakhs = 35
Combined Leverage is also calculated as follows :

(b) Financal Leverage =

(c) Cobined Leverage =

Combined Leverage = Operating Leverage x Financial Leverage

A Itd. = 2x1.5 = 3
B Itd. = 2.33x1.5 = 3.5
SiRgw Rerfq ur fewofy -

(i) A foafice a B fafics @1 dmferes Siikgq Reafa —
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(31) uRare™ Sales & B fafics &1 uRarew Saee | fafices & warer ® s B fafics
@ AEAS Sikgq | ffice | &1fte B |

@) foxf SHIe® @ <FT drfEr @ ki Sdee e 99H 2

(¥) Sgaa Sdad - Al IFT HHFET B G0 AIRgH B <@l 9 a1 B fafics @ SiiRkaH |
fafice & srafdra 2|

[llustration :

Rerfer | @ 1| e faxfia aemr | 9 B & sraefa feforiad det & aRemes S<lds faxi
Al Ud AYad SATedd Bl TUMT DIfoTI—

Calculate the operating leverage ; financial leverage and combined leverage from the following
data under Situation | and Il and Financial Plans A and B.

Installed Capicity 4,000 units Fixed Cost :

Actual Production Under Situation| Rs..15,000
and Sales 75% of the Capaticy Under Situation Il “Rs. 20,000
Selling Price Rs. 30 per Unit

Variable Cost Rs. 15 Per Unit

Capital Structure:

Particulars Financial Plan
A B
Equity 10,000 15,000
Debt (Rate of Interest at 20%) 10,000 5,000
20,000 20,000
Solution :
(i) Operating Leverage = C_:ontrlbu_tlon
Operating Profit or EBIT
Particulars Situation | Situation |1
Sales (3,000 units @ Rs. 30 per unit) 90,000 90,000
Less: Variable Cost (3,000 units @ 15 per unit) 45,000 45,000
Contribt.Jtion 45,000 45,000
Less: Fixed Costs 15,000 20,000
Operationg Profit (EBIT)
Operation Leverage 30,000 25,00
45,000 15 45,000 18
30,000 25,000

(if) Financial Leverage =

Operating Profit or EBIT
Earnings before Tax or EBT
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Particulars Financial Plan

A B
Operating Profit in Situation |1 25,000 25,000
Less: Interest on debt 2,000 1,000
Earnings before tax (EBT) 23,000 24,000
Financial Leverage

25,000 _ 1.09 25,000 _ 1

23,000 24,000

Calculation of Combined Leverage::
Combined leverage = Operating Leverage x Financial Leverage

Particulars Financial Plan

A B
Situation | (1.5x1.09) =1.635 (1.5x 1.04) = 1.56
Situation 11 (1.8) x (1.09) = 1.96 (1.8x 1.04) = 1.87

lllustration : U& ®H @1 fdwl 75,00,000 3. GRacTelel ¢RI 42,00,000 %. WAl SR 6,00,000
%, 9% =TSl WR RUT 45,00,000 . TAT FHAT Yoil 55,00,000 2. & | GR=Ted, foxig vd wgad
JAlAD DT TUMET BT |

A firm has sales of Rs. 75 lakh, variable cost Rs. 42 lakh, fixed cost of Rs. 6 lakhs, debt of Rs. 45
lakh at 9% and equity capital Rs. 55 lakh. Calculate Operationg financial and Combined leverage.

Solution : Calculationg of operationg financial and combined leverage.

Contribution _ 33,00,000 199
EBIT 27,00,000

EBIT _ 27,00,000 _ 118

PBT  22,95,000

(c) Combined Leverage = Contribution _ 33,00,000 _ 1

(a) Operating Leverage =

(b) Financial Leverage =

EBT 2295000

Working Notes :
Calculation of EBIT and EBT

Rs.
Sales 75,00,000
Less: Variable Cost 42,00,000
Contribution 33,00,000
Less: Fixed costs 6,00,000
EBIT

27,00,000
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Less: Interest on debt @ 9% on Rs. lakhs) 4,05,000
EBT

22,95,000

[llustretion :

Arer faffice &1 WRellgd g fqarer = fear w1 & | aRere S<ice o 4, o<y
IAIAd DI ATA AT FI& SATAD DI AT DI ITOFT DI —

A simplified income statement of Srinath Ltd is given below. Calculate and interpret indegree of
operating leverage, degree of financial leverage and degree of combined leverage

SRINATHLTD.
Income Statement for the year to 31t March, 2011

Rs.
Sales 10,50,000
Less: Variable Cost 7,67,000
Contribution 2.83,000
Less: Fixed Cost 75,000
EBIT
Less: Interes 2,08,000
EBT 1,10,000
Less: Taxes @ 30 % 98,000
Net Income 29,400

68,600
Solution :
(i) Operationg Leverage :

_ Contribution
Earnings beforeinterst and tax (EBIT)
Contribution = Sales— Variable Cost
= Rs. 10,50,000 — Rs. 7,67,000= Rs. 2,83,000
EBIT = Sales— Variable cost — Fixed cost
= Rs. 10,50,000 — Rs. 7,67,000- Rs. 75,000= Rs. 2,08,000

Operating leverage = 283000 1.36

2,08,000
Degree of Operating Leverage
fama # 1% uRad= & EBIT # 1.36% uRad= g |
(if) Financial Leverage:

_ Earning beforeinterest and Tax
Earnings before tax
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Earning before Tax = Net Income + Tax = Rs. 68,000+29,400 = Rs. 98,000

2,08,000
98,000

Degree of Financial leverage EBIT # 1: uRads ¥ EBT # 2.12% uRad= grm |
(iif) Combined Leverage::

Financial Leverage = =212

= Operating leverage x Financial Leverage
=1.36x212=288
Degree of Combined Leverage
fama # 1% uRada | EBT # 2.88% ufad+ &nT |
RiEEGERCEARS

SasTe fafics @ Yol |R==T | 10%.dTel, 12,000 HAAT 3% TAT 1,60,000 T, & 10:
FUI-UF | Sldfd B B Bl AT 4,00,000 . 8| HHAI B ol TR AT 3 |
s9dI ReR gRATE @RI 2,00,000 %. TAT gRacTN URATAA. UR=ETAT ANl BT fdeh!

3TUTT 40% 2 | 3MIH Bl &Y 30% T |
S b o0 H1 YPR &b SATAD] BT TOHT BT

The Jaswantgarh Leimited’s capital strcture consists 12,000 equity shares of Rs. 10 each
and 10% debentures of Rs. 1,60,000 whereas the total assets of the Company are Rs. 4,00,000.
The Company total asset turnover ratio is 3. Its Its fixed operating costs are Rs. 2,00,000 and its

variable operating cods ratio to salesis 40%. The income tax rate is 30%
Calculate for the Company all the three types of leverage
Solution :
Income Statement of Jaswantgarh Limited.

Sales

Less: Variable Costs (40% of sales)
Contribution (C)

Less: Fixed Costs

Operationg Profit (EBIT)

Less: Interest

Earning bofore Tax (PBT)

Less: Tax @ 30 %

Net Profit

Rs.
12,00,000
4,80,000

7,20,000
2,00,000

5,20,000
16,000

5,04,000
1,51,200

3,52,800

) : Contribution
i) Operating Leverage= ———M——
(i) Op 0 ag EBIT

= 120000 _, 3g¢
5,20,000

EBIT or EBIT
EBT EBIT—Interest

(i) Financial Leverage =
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520,000
5,20,000 - 16,000

_ 520,000
5,04,000
(iif) Combined Laverage = Operating laverage X Financial Leverage
=1.385X 1.032=1.429
fVIi.kh & (i) Calculation of Sales:

=1.032

Sales
Tota Assets

3= Sales
4,00,000

|1 Sales = 3x4,00,000 = 12,00,000

Total Asset Turnover Ratio=

[llustretion :

frfaRad fa<i w¥a ‘o fafiics 9 @ fafics gR1 31 A€ 2011 &1 F9Q 99 B
Yo fbd T © —

The following financial data have been furnished by A Ltd. and B Ltd. for the year ended
31-3-2011

A Ltd. B Ltd
Operating leverage 31 4:1
Financial leverage 2:1 31
Interest charges per annum Rs. 12 lakhs Rs. 10 lakhs
Corporatetax rate 30% 30%
Variable cost as % of sales 60% 50%

T BT BT 3 fAaver IR Hiee | Ak Rafd g dva=r R ot fewoft SHifsio |

Prepare income statement of two companies. Also comment on the financial position and
structure of the two companies.

A Ltd. B Ltd.
(i) Financial leverage =2 (i) Financial leverage =3
EBIT EBIT  _
" EBIT - Interest EBIT - Interest
EBIT EBIT
“EBIT-12 EBIT-10
2EBIT -24=EBIT 3EBIT —-30=EBIT
EBIT = Rs. 24 lakhs 2EBIT =30
(i) Operating leverage =3
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Contribution
EBIT

Contribution
24

Contribution = Rs. 72 lakhs

3

Again :
(iii) Operating leverage =3
Contribution
" Contribution - FC

Contribution

EBIT = ? =15lakhs

(i) Operating leverage =4
Contribution 4
EBIT

Contribution
15

Contribution = Rs. 60 Lakhs
(iii) Operating leverage =4

=4

Contribution
" Contribution - FC

= 40% o
Sales Contribution 50
72 3 Sdles
(72-FC) 60 Sales =
216-3FC = 72 (60- FC) =4 Contribution
100
3FC =144 60=4x60-4FC 0
FC=48 —240-
AFC=24060 = Rs. 60 Lakhs
72 Sales=0.4 100
Sales = Rs. 180 lokhs & “s0
FC =—— = 45lakh
= Rs. 120 Lakhs
Income statement of A Ltd. Rs..in | Income statement  of E Led. Rs. in
L akhs Lakhs
Sales 180 Sales 120
Less: Variable cost C 60% 108 Less : Variable cost C50 % 60
Contribution (@ 40%) 72 Contribution (& 50%) 60
Less: Fixed Cost 48 Less: Fixed cost 45
EBIT 24 EBIT 15
Less: Interest 12 Interest 10
Profit Before Tax (PBT) 12 PBT 5
Tax @ 30% 3.60 Tax @ 30% 15
Profit After Tax 8.40 Profit After Tax 35
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e i
(Dividend Palicy)
gy

(Intr oduction)

TS AT gRT 30 T H | AT I Td ATl DI HH d)- & 99arq Uy M,
ST s PRl H dfE SIRN B, AT dEAT 2| A BT AR dRd FHI AdTad] B
9 91 BT & AT A1RY b 7 dael ST A BT fIaR0 R iRl bl de &
92T R HH 3 Al fIeT vd fawR =g BNl &1 sgawer Y Ifyd vd gt A o
IR D |

AYad JHUSE A1 HHA T Ul gaver © O el 9 Yol UTe @R ReAT B
farg—dryor fhar ST &1 9w dHAl H ol &1 Al FReR o U &1 & SEed |
HRA © | I8 Y S8 MY & ®Y H Y Bl & | Il qadl B arie f[AaRa T fear s
AT YA &R W BH R W AR AT S A S FRen 8RN den 4 g9 9 e @
Uit gdcAIRd g | af wwfl siernRal o g amie A8 § Addl RiaEr 9 A
fafafsa fr R & g aR wad € aF R U wrfl @ forg-sifaRed I @ sgaen
FRAT BioA BT Tl T FHCRT & forw Yo Jerm &R i if¥ie e 81 SR 3T
AR Had B T I TG Jal & o & Agaqul Tgl-8, dfed TSI g9d Bl i
Ue™ R qer AT &1 gieafRd axa # W Ayl qfieT. oreT wRar | arie A @
T o1ef W & forg amier & eref WEET SavTd B

ARl T 37ef
(Meaning of Dividend)

feTe™ AR @Rt (Divisible Profits) &7 98 91T Sl &7+ & YAd e & S9d gRT &1Rd
el & AU H U BT B, AR BEA &l [A9o IR M W 3favd HHEE B I
Al F B, S e AR WR SfEREl § Y & wu H dic O 96d © 1 39 I & forw
g A BT AU IH & A BIAT © SIl ST ATIH, 1956 B €RT 394 B JaReATA D
AR € TAT §HH AMIBR B R TSIV IS © 9 HFAI AAFHI BT &1 205 S JJAR B9
TeT 37 1 & | ¥ §RT AT Dl 9l d9 O el @] ol Addl & ofd ddb b drel &
U OO o™ A 81, Fareid Aved. RIEIRY 7 &N Ud d1fid AR 9T H SierRal gRT

AR T 8|
THUH. ¥E & SR, MR Udh AEERIS S & M & ol 96 Gawii d fEl &
3ruT # dfe o 2|
Haled URAT & SR, "M B & ol &l 98 9T 8 o sfernRal # dfeq & forg
e o fear a8 1
sy it AES TEHeve<yH 3% S$ar & IgUR 'Suael ol ud Rod § 9§ sizrnRa
&1 far a7 fadwor & @ 7 1

SWRIFT H W ¢ 6 aAME & Mg HHA 3 ol & 9 AN A ® S Bl B
STETRAT H dTeT ST 2 | MR aRd: @l 3ol § 4 AR 3l & gcH Ud faff=1 yeR &
DN g @RI ® forg IfUd UraeE wRA b v 99 ME (Surplus) & & Th R &Il
9. I TR AR SRTRAT &7 & SMfPeR BT 8 I 9 $9d dobld [JaRo &
AT BT qRI TR R Fhd @ | A FHET BT AfIRed Yol a1 smavgdar 2 dar T R
FATAGITOT AT Al BT BT FA Ao o Jadqrd § e7kd (Retain) &% Fad ¢ |
Rerfcr # omrer &1 G190 T8 @1 ST T R 3ol ®I A= PIul sferar SrfdeSi &

H B g faar ST | Arier &1 BN hRd AHY BT B oAdldd qUsSdl bl e |r
BT AT I H TGHT dAlfeu—

a2

g

iﬂ@:
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(31) dH @ smaTaHang (Need of the Company)- @Il &1 SV &R+ ¥ d HHAT
&) Al SMaeaadsl ol a9y eu= | &1 ST a1fev | afe dHT &) fae afdsy # R
g I &1 I Bl S9P (U BT DI fad @) amavgddr s | U Refy § oimier &9
YT fHar ST Adbar & de SffSd 3maedd 8 dl aisT 'ifivd &1 Jal O | 39 UHR HFl
@1 facfrr ggear 91g <@|d|mwﬁﬂlﬁmmmﬁﬁaﬁwqmﬁaﬁﬁ
ST U |

@) sirEnRal @ Sfud ufdwa (Reasonable Return to Shareholders)- TSy fem. &
IFRINT U &R @1 RN ¥ R € 2 | A AaTeddl Bl g9 a1 $I AGAM 84T AR fh
sierenRal &1 Sfaa ufdwe < |a | afe Yar T81 far Sy ar efernRal # =y g o
A B A B IOIR Hed Td HHE B AR R AU yMa o8 AT B

ATHIET T Ud a0 & e § RA™
AT AT, 1956 S UTGETE
(Provisions of the Indian Companies Act, 1956

in Respect of Dividend)

YRT H AT I TN U4 fIaRT & AW H T Bl I, HHeT
ST, 1956 I €IRT 205 T 206 UG ARV ‘*F & A0 &1 Uieid &A1 31t 2| 39
Trg T frerforRad gt ool 8—

(1) st # 9 «rnie 7 dfer 9 (Restricting Payment of Dividend from capital)—
ST Bl WY orgven H Yol # | el T8 dfc Al 8 oA™Y 99 & Al A1 3 fhel
ARG <l § | & fear S =Ry |

(2) urdT Hrfas den sFafEl &7 Ut (As per Memorandum and Articles) —
AT & uTie AIfREl qorr St # favea-ary oM & A ¥ s ke Ry § @
IFBT YT fhar ST A8y | Arier |ifd @RA @ ST YIdE R Bl AT BT Ieekd =g
oI HRRI & SFAIAT H AT ST 2 1 A AACTIH HT AT BT FgaRensti & [Iog T2
B | |

AR ‘7 b AR 85—94 B N iy B gy #/ f=forRad fom 2—

(i) S 3o ATEIRYT FHT H AT O &R Adha & | ARl S R & 3rfrd
TE B wahd s forg ddaras wved 7 Wiafa € 2

(i) Haes Avsel FHI—FHT W VA MR & YA R Fhal g | S {6 s
M BT qEd gU SS9 SfHd wlid 81 2 |

(iii) Hares Aved Sl § AR & WG o1 ¥ U8 o FREd geRif
2 o T Sl & o SRId U A TN fhd S 9ahd & | Weleld Avsd HEl & fdhal
T BT Iad pIET A AT T P 99 B U eeI=aRd B Hhdl 2 |

(iv). w1 afeal @1, 52 o ol & fofly arier & faRiy iR &, omier amon
qAT YR Yax F9RINRT & MR R fBIT S | gd yred A &7 geRIRT 39 3y & oy
god IR T8l A ST |

(V) warad dved fHdl 9 & 9O oM™ § ¥ U g1 I$ Ahdl § ol fh
S U §RT BHAI Bl 1T P folU Ifqa] Hru-T & [T & T § = fhdl ®U d§ 9
J9T T B

(Vi) & # <7 e siermRal & IRResS Ud W Adh aT AfUH A BRI
fhar ST FhdT ¥ | T TS A AAaT USRI U BT |
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(vii) dgad iernfRar @ <2 § g W SRR AT UTa BR AHT B |
(viii) =T & T AMer @7 o el BT AT MaLIF B |
(iX) freft ¥t A™ieT R FHFN gRT &TST < 81 8N |

(3) ATHIET BT I dael @l § | (Payment of dividend only from Profit)— @i &1
PIAM dadl o™l 3 4 fbar S Fobdr &, Yoll § A 781 | HFA1 A & 3feli|, ol gRI
frdll SEr—ay & AIRT &1 BT 7T PIaHE— (i) B & ARl &R+ & YA S B
A o @l a9 & Ml H W AT T Wadl ©, AT (i) SRl daid 7El Ui ROR A
AMTer @) gfrfa ) ® 98 99D BoRawd Ut B dTell oRIRT # A fhar 57 |ddr B | I8
A e € b d=ly AR VAT s (997 Jod 219 &1 awen {6y orier faarer @) <
Aol 8, IS TAT BT ST & & H &7

(4) ATIET BT A dael Adbal § (Payment of Divident only in Cash) — 3ifaiffas &
gRT 205(3) & AR daal FHATIRIT TRRAMT BT BIedR AM™MIY ST PIH ddbe H fbar
ST =TRy |

(i) <l &1 GSHHROT &A1, (i) ST & a9 BT yuiad STEerHier 3R & e @
foTg Tt -, (i) el @ qd IR ofell & Jfa] W BT {Ia &R |

(5) @mTeT & YA dad fAfese @fdaal (Payment of. Divident only to Specified
Persons)— m™iel &1 Ha (i) IRes SREIRAT BT fdT /e b bl |, ferar (i) afe i
arferos Frifia fovam S gar 8 a1 U9 SIffus & aed Bl IMUAT SHG §b] DI fBAT ST b
2, 31 foell aafaa &1 =1E1 fopam < wavar |

(6) wmTer &1 A 30 f& # (Payment of divident within 30 days) — afe &¥ =t
ERT AMIel AT &R &Ar 11 & ar 9ivon &) [ 9 30 fa & srer S¥aT JudE Al aR
fear S =iy | Ffe & forg R <afda @1 99 9% &1 AERY HREN AR 1,000 30
gftr fos &1 JEET AW SR I8 T fhar ST wdaT 21 39 SfaRad QY WIRY W8T & srafy
& oI HFE 18% @ R W T gH- TG SARGNA BRI THEET (W) Afafrad, 2000
SRT AT &RT 2007, |

A & YBR
(Forms of Dividend)

e fafd=t wd # faadia fhar S Aedr © | AERUAAT T8 Fhbe $ w9 § € fadqkd
far Sam &, foog a8 a9 Rl & wu # A faaRa f&ar o1 |&ar 21 e 9@ a1 9|
el & SffaRad o WUl H IdRd fHar S Fawar 21 I8 arie & U wul & (W R 4
ol foam T 81 3wy AEfeiad &

(1) F%g AR (Cash Dividend) . o™iel &1 I8 a9 yaferd Td Al w9 |
IEIROTTIT JFTER] 4 wY H AT T e 3N Ud—< HRd 8, Rifed AT YT T Ig
T GlEreHe et § | 5 sl @ dwa Rafd Sia gt 8 9 St annie Jae # 8
IR &A1 U= Rl 2| WRA B AARE B GgRT 205 & ATAR WRA HHAT
The T Th-T AT B AT 3 fhdl UbR A AT 81 dic Il ¢ |

(2) Tp=1 @™ (Stock Dividend)- &= TRl &I 994 3" & ®T H AT & A
A ST ST 8 d VAT Gid SISt A1 Al BT GoliaRoT axas fhar S 2| R wrafai o
Rt Rfay S 721 BIfl, I ATEIROTAT 3107 ATl BT USIThRUT dRes e aAmiel faaiRd &l
2| 3@ I HHAI Adhe AT el Qi g | U 3T BT 9199 3N (Bonus Shares) & AH 9
ST SIAT €1 Q9T BR | A BT ST SUANT @9 # € 8 O § qeT T o
fI=oT ¥ %19 1 ST © |
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(3) S—UA @ WU § AN (Bond Dividend)— HFIT Tha I T THR g=I—TF AT
FO-UA & wU H A A fAART BT B | gH—UF AT RO-UF QIhAE B Fhd B |
SHHT AU T8 B3N 6 P AT BT fATRT Toblel T drep dfasy dI fbdl ffSr b1 =
T | T UBR B AR o faaRa fear ST @ o9 wRe @l Wl 9¢ g9 qIiedt
ST YOI AR ISM H AU MMIHT 3w U | HHI—FH arie & forg ufas—ux +ff fad o
g O w® =are Y fRar o gedr 81 39 Rsbu amier (Scrip Dividend) e ST 81 R
AT BT 3rafer reudhlel Bl ¥ |

(4) |¥fT AT (Property Dividend) — 7€ & SffuRad omier A#RI @ w9 #
fqaRa far ST 9&ar | 3 BRI B dq WRGR DI Uil (Govt. Securities) !
AT & wU fAaRa fhar S Aaar € 136 UbR SRl 3 1 fee favree anma |awfiy &
§ orier & Wy H AR far S HebhdT & | e fIaReT 1 g8 WY 9gd 8 HH Gl §RT
U ST B, P Ig SRERAN P JGfATS=d Brar © | uRFH <2 § Ho AfRT SURH
Hrafrdl AfRRT @1 dicdel MeiRT Hedi W e & dool faaRd o=a) €1 39 "axgell & ®U
AT (Dividend in Kind) @ FTH & STHT ST 96T © | WRA™ HHAHAN H amiel faavor srag
eT 3Rt vafera &l B |

(5) Wgaa @rNE (Composite Dividend) — Sd SMRT &1 B fRFAT Fdha H qAT AY
R & wY § 31 S 2, 9 98 6gad A HEel & |

TN & SR arier i = i 9wt # dfer Siar g—

(i) 3FARA &M (Interim Dividend)— ARIRUITAT AT &I GV ST & o< a9
B 3T H B Ol 2 | U Refa #§ 59 affg amier Seead FUlUGHehg el ST ©,
fhg P W9 BN U8 A BN b Jawag § aM wdiw A= d Al wR forr g, o
Rerfer # a¥ &1 Ta & qd &1 §B A 9Ifd &R ol 8 AT 39 IRA MR & 9M 4
STHT STRIT & | BH-T 39 IR oTieT @ 91€ Af~dd oMY 2ued pUslihdade Wl =Ifvd
A B |

(ii) srfaRex srerar fallre @mier (Extra or Special Dividend)— & gg¢ omiel ifd &
fo o7 smawasd 2 6 anier & ) H e uRads 9 fear oy | Fafid aniier &R 98 R
gt | e oigeaR e o avt | omiier &1 e fear o <@ 2 9 e e
WA R T8 B T qAT SN eieT-9gd uRads ol @ AEER fear S wedr 2
faRaa amrer &1 ged a1 Ioar & o9 v fafl oy el a7 srafdres A | o
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ST el 7 | U= Reifay # @wwoeh fafig amier & sramar g8 ifaRaa ar faftre oy +f <
Tt 21 rfoRad amier <9 &7 SRR SfERIRAT BT I8 TGN <A1 BiaT § o ifaRew o
&) RN SR 7 |

(iii) raffa @wier (Regular Dividend)— U& &wl gRT fad 9¥ @ dAifd & 91
GATTh AUSH §RT URKIMI qAT ARIRYT a9 gRT UIRT ST YIar o1 Fafdd amren
& A W YHRT O 2 |

AR HHN JAMAHI, 1956 B €RT 205(3) B AR Ths & AR =T fhdl GHR
A A BT YA T8l fHAT ST Fbal &, offbd o™l BT YOlIdRoT dReb 49 A & w4
ATET BT AR SHBT IUaAE 2| 3 UPR SEIRAT gRT fo¥ M ofel W osEd AT @
bl PRD I AT BT YA AT ST Al 8 | AR ST SARA U fferRead arren
BT fIaRO ) PR Aol B, olfbd TR I T—0F & ®U H MR BT AN T8l DR Febell
gl

99 31T AT TR AT
(Bonus Share or Stock Dividend)

IR 37 T Wh ATIYT BT AMNYRT ST & WY § Heg=] & (M. &b (aavor I ear & | O
Rafy # s T H omier faaRd T axe 3 ¥ o fagRa axar g1 v frffag sren
BT ‘SRR e W Bl AT 2 | 999 I3 AIRIAT BT 30T The Refy sedl 9 8F
TR T FhE BN BT - § JIHal 81 IR AT Bl 81 T Ub AR AT BT Tha
RIfe ©R ®1g Aua wrg 781 UedT &, TEX 3R IAERI |l 3Rl & ® H M Uihr A
g O 8| 9 ofer fifid e & forg dfad ot #0999 el & axmeR afdr ofer golt
TR H SRIING SR &1 S 8 2O 999 3 FHaR JEMRAT BT gacl 7 MuIad w9 o
e yHT-yo R @R R S 21 9 ufshdn @1 ami @1 Ysiiewor (Capitalisation of
Profits) ! wgd g, Fifd 999 ofer ffae & i &7 Ooft & uRafida o= far smar 81 99«
&y forfe & forer &9 oy 8-

(1) frifa oiell o Sogen 3 gfg 81 Sl 81 SeERT & fofg, AT f6 ugel v H
5,000 3T 9 AR 3fd HHT 5:11 & UL H a9 3% AT Al &, ord: a9 3fe e
& AT AT BT ol FEAT 5,000 - 1,000 = 6,000 B SR |

(2) T—Yai’' (Equity) @1 IRT IR SHST BIS TW1T 81 Usdl, 9! R a8 &d
ST A & ugel off | AT 5 BRE @ 9T 5,000 3T 100—100 TUY dTel § AT 2,00,000 .
@ Afed I 2, o W@l Yol &1 [T 5,00,0002,00,000 = 7,00,000 %. §8 | 5000 3T W
1,000 T 3fFr FEIFT fd TR, o1 T 3fer T 1,000 T 100 = 1,00,000 %. & FifAT I T |
A 1,00,000 T. Fied el 4 A Yol @I H SWI=ING 81 SR | 39 YbR 372 Yoil 6,00,000
%, B qAT AT BIY-1,00000 b I8 SRAT| 3f: WAl Yol o1 AR 6,00,000  1,00,000 =
7,00,000 %. B |

(3) wfer 3fer M@ (Earnings per Share) S99 ¥ fifAd & sua & AR oIl 2
IareRoned, Ugel Al Ufy 3fer Mg 10 %, B o1 AT 3@ U HI A U ofFr § RN, Hife
10 %. U 3feT & 299 | USel 5,000 372 W HA AT 50,000 TUY BT BT AT 3G 4 50,000

U B BT AU 6,000 3T H BN, 1 Ul 3T I 20(’)%%0:8.33m ufer 3feT 8
B | 91T 379 Rt 1 ufar sfer amrer (Dividend per Share) H,WE%WTOQI H fRmac

DI FEET AT © | T MG 8} ® b Uy ofr ey’ (EPS)] Wi ofr @mier (DPS) e
el & IR Hed H FHM AU H Bl B |

JMferemT 39T fAefee a1 @ @& ™ (Advantages of Bonus Shares or Stock Dividend)-
¥h] AT U TR BT BT ATIeT HIfT BT gIfad dHRam 8 | T2 SRl o)t ferenRal &1 |
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] M & Hgcd Bl eI IAERAT T HHH & GREhIT ¥ AAT—AT [T ST FhaT
g

(&) HHUT BT AT (Advantages to Company) — BT @MY | HHT BT =1 afdfa
M B % |

(1) Sfoa e Refd 9 e ¥ ¥8™d (Helpful in Maintaining Proper Liquid
Position)— af fhefl em @) arat s @ Rufy SEferd @ af SW Adhe Ml T8l oA
Tifeu, dfcs Tp=eT oITieT TR 98 Adhe RAY &1 faiTess W 997 Ahdl 2| TAT U= et
B W TIE R DA ¢ |

(2) U9 I BT R BT HH B B fIY (To Reduce Dividend Rate)— AT gRT 984
U &R W faar T AT HEd! ToRl | ST ® 1 Affe SuMedl U6 WRGR-H &l Ul
AMETTD AT ¥ Fgd AfSd IMMT BRI & | FHI—qHY IR G 3T bR AT 370
THE AT B R Ifd WA & "R W@ FHhdl § AT AT—YSIaR0T S_&Y H GSHRT T
AP B |

(3) T &1 fad=iiaxour (Diffusion in Ownership) — e # &% AW e Tl
P SMAIThd] Bl 8, d U dIF9 3 DT 99 Fhd o | SN B b WiHed b e H
IRN—eIN gRad= a7 Y8dT & doT 3ifdd I 31 Nl &I T g9+ bl [aR Ferdr Y&dT 2 |

(4) siT—Ysh &1 faerd fRfw= (Economical Issue of Securities)— Y@= el & w4 #
3fer f4aRd &= <9 9§ Yofl e & = =g 781 o= usd | Wy i & et o
fer = sfernfRa &I I9a@t ofer 4ot & orura # ofwr i o= Ry o &1 T 1 W
S AU & qAT 3 AT P g9 HR <l § |

(5) 3/ @mM— (Other Bebefits) SIAT™IRT & ATH ¥ WRAT AT BT YSHHRUT HR oIl
g 1 faa—amr & fog wdos Aarm 2| i frfs | dven @) sfe—goSh W g o
3R A1 & |HAT &fer Uoft & Arm | fhar S arerm fg=or +ft qdaq 991 38T 2|

@) siTrEnRal H1 @™ (Advantages to. Shareholders)—¥dr ATeT & 3fernRal &l
fa=Tifhd o ot B B

(1) &R ¥ F9d (Tax Saving)—-Tha MY & IUeTda Wb arie & Rafa |
3Pl BT AR H B HAd &1 $9 IHR IJAERT heel AT & Aegd | BRI H gad
BT A UTT HR od 2 |

(2) /g @™ (Other Benefits) — Y@= @MY & Fel ®T |1 ™ BIAT & | HFAT B
3feTdS # IIHT fRvT 9¢ T ¥ gefy IAST U ygel ST & 99 YEdT § | S oI aTd
qul ¥ AfE MW W AP M e @ e el 81 S AR A 3 (Bonus
Share) A @t & 9D iR &7 IOIR oI W) 98 ST B | 9 UHR SRIRAt &1 goiTa
ST U7 BT B |

™} T FH=T AR & BIf=ET (Disadvantages of Bonus Shares or Stock Dividend)—
Th] ATIET Y WX Bl rrforRad sIfRlt 8kl 8—

(1) N UBPR & AR §T ol U< Aol B | HY IAERI ST (U AT & oy
Bacl M yfa ¥ fhy T A ) B 9 ufded R & R &xad € 7 o

STHIRT o FT TS | Rd Adhg M™Ie -l Td—< DHd §|

(2) dkenm @ forw Y wiosy # o dr=h <ific 9¢ oar 21 afe ke @ g gan
3¢ 2 fr 98 9 g Sf-—Uoh W omifer wfad ) & dfes # 99t g 9o 99 &1 e
T IAD! AT G 3T BT IR I a1 & R Fad € | IRUMEasy T 3f9f &l SR

IR Yol IR TR H Y9I DI 3P HIoASAl BT AFAT HAT US Tl o | 3 el
oieT St geersht g faaRa fear Smm anfee o vfesy & sifde sma & emem Y@dl ©,
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3T 91 g% SIT-UYSH W AW P R AR M 4 REnRal & s=d=iTe sy 8l
HHl & |

(3) UTT: AT AR 7 IMANGT 3T BT IR H JBR DG & YT B Fhdl ©
Afh SHH Q1 BT 7 |- Ugel, Siframrer ofel & fotes @ =won qen 9 quel Bl SR
mﬁﬁmﬁwmwﬁw%lwﬁﬁmmﬁmﬁwﬁmﬁwmw
g T 399 BRI N IS 2 U dT BT @ w1 efd # uRade &1 I § |
(4) If Uo Ao T R &F IR e o [GaRka F8 fear ar & ar s
sfa—Ygoitaa W1 &1 Fad! ¢ |
9 o9 e & ww= § |4 (SEBI) & fRen—fader
(Guidelines of SEBI regarding Issue of Bonus Shares) :
T 2000 H A gRT A9 W B T @ ara # e denfaa feen-fady o e ™
3
(1) 3 feen—frew femm gdeg HXfEl &R & R 877 |
(2) 99T @fEl @7 FRTAE SRl gRT ATdoid /e R A | 12 H1E @ @fy # 981 fan
ST HHT 2 |
(3) 9w 3 &1 i Hre gRT Afd wad— HEdl odH A HHGRMHE W W fhar S Addr
2| dga &1 fmfor oy O ofer hifm & afyr # 9 g o aSear g1 e awkEt @
g4I §IRT giebT faior el fobar S |epe |

HATeld HU€S B AFART S 6 HIE & 3<x-qId 3fe BT FHT PR f7r Sir =nf2y |
I o Ffee & wvaw # S @ offsiadl § UTae™ BT ARy |

(10) T GAdE S B Hdl B gRT OIN Gen—cel & S=id el & Ted & awwel H
TH GO 9, S & e FeAedR / denfid sidetd / qoidlfold YRR Aid gR U1
81, I BT AT BT |

amrer Aifd a1 e
(M eaning of Dividend Policy)

amrer N Te 9gd & drayel vd @mMe o g | e fifg |1 wreat anier. i |
TR 997 B | NI W SIUT HEAT BT I H W IiEEnRAT b e arel Ry ¥ fa 9@
JYT ‘FIeR. S dd’ AT ‘BRI B & gl I Bidl 2| 37 ARier i &1 37l orier
faaRd & & Ragrdl g Ao 9 BT 2 | T fadRer & dw § Ao Adarddd] gk
TS STl B | AT N A1 Ao 99 aHY Ul aul | dier AT A, adHE 99 & A
AT B Rerfy gaarfe aal & «a= o @7 SidT 21 aved Ud faed = ot ifd & fogg o
A e bd g forem & &, ‘yawrel @& e wE fAwed T S § b e die sferr T
§ic, Bf U8 UYTH (AT BT © & fhaar d12?" s6 U &7 SR A I o fHerar 2
e T @1 aRWIvT @R 8T d9%ed U9 faew 7 formar g e A sl &1 sl
ﬁw@uﬁwﬁamﬁﬁﬁwﬁ@aﬁw*ﬁl” 3T e faaRer & AR o
FIPTRT AT B AT AT BT AT 2 | Ihdd Ya=Idh Ig disdl & (b a8 Yo e T
T drier AT BT AFARYT X | A AT FHAT ofFr Yo § wHfaa A 2 | qaiter
3feT Sl IR ™I @1 'O U9 &) gd EiRT 8F & RO A ofer i A o dRifd
TE B 2|
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U@ gg¢ AMIE AIfd & SMaedd a<d
(Essentials of a Sound Dividend Palicy)

TP Gg¢ M A & 3aeads o ffalRad g

(1) =i (Stability)- ReRAT &1 e ™Y & fAaRor # fafidar 9 @9 9 2|
e BIg AT UF a9 o1 95 38T i BT R ol ¥ AAfdd onTel €1 a9 amfer e dfe
grell A S 3BT el Hal ol AdhdT| 396 AU IS Pls T 9699 <% | & gfaay orier
<l Xedll © ol 99U STl A= ¥Ed © SR 3 B Hedl § gl el e g |

(2) @mier <=0 H HA: gfg (Gradually Rising Dividend Rates)— HRell &1 &HIT 39 a1
W JICTINeT Re ARy fb Sqa! MR &”i H gfg 81| JoI—KR 981 9 HHAI Bl A
AP BF W IAERT A FE AT 2 B AP g H WY gig BT A HIRW B SAT A
R0 B Al AS—ATST 3 BT AMRY | I8 ghg AN & A ¥ gfg W FR el afe
el a¥ T @ &1 a1 SrfaRad amrer +f faaRa fea S =nfeu |

(3) &M &1 FdHg A faaxur (Distribution of Dividend in Cash)— <mieT @7 faawor
AAHIR Thal & wY H B fHAT AT =12Y, R Sfd A H G bt o1 AT 9gd 1d
Bl SIY 1 Th orier 1 enfvd fhar ST 9adr | o arier &7 faaRor Sfad M @8R
B @ ST ARy, e ar e Aifd—Yoiaver &7 RieR 8 a2 |

(4) IR § HH ATNY (Moderate Start)— TRAT BN YRW & U1 H HH GHT qDb HA
ﬁwﬁmtﬁiﬁﬁmaﬂ%ﬁﬁmﬁw&ﬂaﬁﬁ?ﬁaﬁmﬁwﬁaﬁﬁﬁlwﬁﬂ@ﬂ
@ YT & -y arer # o fR—eR i wR < ARy

(5) 8= 9T (Other Factors)— TN &I I dHael sifoid o™i § & &1 fvar S
AR | Il A8 @t § B1g By ool auf I Fefl 3 & & a1 Ugel S ImferRad a=em
ARY, SAD q1G AL BT EIYUT B AMRY | AR AHe: 9§ # v IR & fear e @
<Ifeh 3ferRnRal & Icare # gfg & forg o\ wnier + faaRa f&d <1 |ad € |

AIE Aifa BT fEiRer 9 gaR
(Determination of Dividend Policy and Its Types)

anrer Ay @ R & e g ams a1 99 g3 T8 R S |edr g S
e Rfa § @y grar 81| amier i gaerara Aifd vd s @ aRRefoal w Rk awad
2| UgIDl gRT Ui =1 aftfa diF UeR @7 arrer IRt SRy ST dadl &—

ATIET Y  UBR

(31) ®er @ Aifar (Conservative Dividend Policy)

BSR Il AR AT I UM TR GBI HFIT Bl faxig FgodT Ud Fadr
BT FAUR IGT & TAT EARAT BT IAAE MRS BT A7 WF < 21 39 N H yad
AN BT AfdesTer W7 @gar § ARG S argd € o7 9ewl Bf oA B | 6H
<d g1 gafey 39 Y BT SIR A HOR AMiY A B AW q ST S 21 g9 Afa #
AT 3UT (Payout Ratio) 980 &¥ A1 &I—&H T BT 2 | U faaraeiia dra fsraT
IR U4 AR & forv waia oifaRad Ooft @t emawadsdr &, §9 SR @ arrer Aif
gigAagel A Sl @ w=ifes e sieenRal @ sH o gar 21 feeg o Aifg
U HA TN 91 BT €M XAl ey b gg AT HEl sRenial 1 eRi—{Er o urR |
R S |
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(@) Ser «rier Aifa (Liberal Dividend Policy)

AT BT T AT W YSED AT B IMABT 9T BT AaRT Tl ¥ AR & ®Y |
PR A 2 | PO §RT AT BT dadl Ia=1 sl 9T ufaenRa far Sirar 8 Ra9r s masas
FAST S | 39 N # ¥77am 3rguTd (Payout Ratio) Sa 1T & oI 90 Uferd a1 95 yfdrerd
— i ufar | BUY @ M H 90 AT 95 FYY AMIY & U H ARG wx A W € qer
IART H Hael 10 IT 5 BUY B W O © | S AT H AT & SEdblei &l & et
gaaE f2dl @1 e "ea feam oam 21 s NI BT Ut dRd R HEA H fdera g
GfeRTIAT & oIy BN &1 HHI M AhdT & dAT MM & oI H AT 9¢ ofal &
@ f<fa ggear @I & uga 9adl 8| dH-a gawrss o el @ fafg @& fag &
JerI—qeldT UaRid &R & foly a1f¥ie dMier dfed & Sirel # SFfd axidbl &1 1 YANT &
2| o SeR oMY A SUATd THI UYdhl Bl hEel © fodl 9 ASE Bl uersi H
dTe—¥el ST =1fey |

(@) gRer «mriwr ifa (Stable Dividend Poalicy)

SARTE YA Bl g8 AfT <Dl Bl § 9T S99 ARV SN Ay db Blg
Teaqol gRads =&l fed 9d g1 39 AT § Fw ot 9l mavadhdisil 9 el & adH
JMUETIRN BT FH Hegcd foIT ST 8 | IRIReAAT fSa=r o arier & wg § faaRd fear e
2, I IAAT & ™ FIdrd § gArdarsrd A fhar Sar. 8| |\ e a9t | Al GRReaan
AT B Amie e S 8 fder & am sierar ufide a9t || FReIdn A1 Sied o
qrel IuF H g BNl b1 AT B forar ST @ fHET SR BH Y daTel 9uf H ATIeT @R
B ReR g9 W H fhar Sar 21 o U8 Udh #wegArtr Jifa 21 Al¥Ea ud ifvead af
FREERN & oI T MmN &R ol S € | ofd: I8+ &¥el &1 9Rg Ud UferssT a9
WG H AEe Bl 2

Dividend per Share
Earnings per Share

1. Payout Ratio = X100

JReRr T Nifa (Stable Dividend  Policy) % Ya=ai gRT I8 I foar Simar & &
el B 3 M gt AT B &R | YATRIG uRady T8l 81| 39a forv fafie ot # ey
T w) fed ol =aaftet Rad e # SaN—<deld Bld Y IR ) YT €% ¥ uRad+ Tl
fpaT ST 2| &1 g 91 <71 AP © b HFIA & Aaleld AvSd DI GRIE YA AFART
(Stable Payout Ratio) @1 3mem gReR omier &% (Stable Dividend Rate) &1 -ifdr S« =iy |
SAPI U BRI U8 © [ e PRI td il w5 4 e atel ARl @ 1 sraT
T & | GRER WA U Td GReR MRl & # <R 17+ SeTerer 9 W 81 9T &—

[llustration :

faeg v faHcs @7 ugd Yol 1,00,000 FYAT & | HHA 9 U auT| H 24,00,000 %
30,00,000 %." 20,00,000 %. 10,00,000%. TAT 20,00,000 %. HHI: foid fHd T | war Refar BN
afe (i) w1 50% &1 ReR YIdM ofFurd &1 I uARi 8, T2 (i) &= 15% Rer
RIGINECIRCT N eI

Vishwa Bharati Limited have a paid up capital of Rs. 1,00,000. The Company during five
years earned Rs. 24,00,000, Rs. 30,00,000, Rs. 20,00,000, Rs. 10,00,000 and Rs. 20,00,000
respectively. What will be the position if, (i) the company follows a Policy of Stable Pay-out
Ratio of 50 percent; and (ii) the company follows a Policy of Stable Dividend Rate of 15 per cent?

(i) If the company follows a Stable Pay-out Ratio of 50 per cent :

qy <D I EICINI EICINI
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(@ 5. #) (arguTa) (arEa 5. ¥ ) (ufarera #)
1 24 50% 12 12%
2 30 50% 15 15%
3 20 50% 10 10%
4 10 50% 5 5%
5 20 50% 10 10%

(it) If the company Stable Divided Rate of 15 per cent :

EH] I EIGIN A & Tl Eead | YA U
(g 5. ¥) w® o= T
(g 5. ¥)
1 24 15: 15 6205
2 30 15: 15 5010:
3 20 15: 15 7500:
4 10 15: 15 10070:
(i H W 5 g 5. D
oo afed)
5 20 15: 15 7500:

SWYFd | W & b U GReR Yaar i (Stable Pay- out Ratio) @1 =ifcr o=
W A B JART H PA—ghg A AW R AT BT 8, A 59 3T D ORI 7 oW
Sedlae B | g9d AUl 15% 1 Rer orwizr v (Stable Dividend Rate) @1 +ifer 3+ W
YA U daerd] I8dl & | I 3guica-H uRdds HF-1 o1 ATIRe o< gaern &l
TATTIT HRAT &, STk ST BT IR e, SIYHIAT 7 |

gReR amier Aifa & o
(Advantages of Stable Dividend Policy)
JReR amier Ny & o faRwart amrer @t Rerar vd frafiaar 81 afe amrer fa
T TerRIcd BT 31ITd BIAT & d 399 IR &1 IR IRg Fg] 99 Ul e ieenRal & Refd
Al Gferer & S B 99 3 & 9oiR Hedl § SAR—9erd BT YEdT § 399 el g

el S R 8 g]1 9@ gsdar @ | Ul Rt &1 weiRy @M o1 o § 8k u' Refd
e & IRa@ & M FA T Fadl 2 | gReR ot Afa & fre=aforRad o 8 s &

(1) sieenRA & 7 # fawamd (Confidence among Shareholders)— fafid wd wemfy
AT e Yeu W SfeenRal & 79 # ofeN & ufy favary o oimar 21 feeft 9 o w '
TR ) GAT AT F Pl T8l Bl IR BN H A o B e faalRa wR << € o
ol IIoTR | S 3fell &1 ARg erdl W&l ¥ |

(2) sfeenfRai # W= (Satisfaction among Shareholders)- @ 3TN 3 & Ufa 9ga
B Fdd Td ST Bl @ 3R 7 Ffd ) 9 ufd a¥ Aem arel ol @1 siftie wee <d B |
I o Fafid amer T ST R SRR Bl AT @ A1 GHdT T |

(3) &fEl @ SR Feui # ReRaT (Comparative Stability in Market Price of such Shares)
— 579 3fell R R S 9 M el € S99 doiR el § SfUelThd &H IAR—derd 3T
g TAT U T H Fearoll B ARIEE HH Vel 2 |
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(4) WrE # gfE (Strengthens Goodwill) — T &1 ARG 9§ S 9§ GRAT AHAIYddH
FOT YT PR AhT B |

(5) <rei@Tela e § Wer@ (Helpful in Long-term Planning) — wRenm @ fae™t @
fore Sredwrele dioT 991 dad €, R®ife 39 AT @ aia ki snavadani der e
gt & ARl BT qRaied R S dadr 2

(6) I o | wenfiw (Stability in National Income) — afe g @1 fdwHTer HRemy
JReR oM T & dTae &Rl € O 399 TS I H A wirfia ofar € S |Rgul
JTIRT & AT BT AP & |

3T SUYad Al BT TET §U A U IHAT U Wad 39 910 BT AT BRA
5 I gRT GReR orarer iy &1 urea fhar S |
gRer arier ifa &1 fmior
(Formulation of Stable Dividend Policy)

RS AT & oy e GReR amier Y &1 fFmivr e Ua e Aeayel sl
9 R ya=Ihl BT FIW €F <A AT | GRAT B 9l Ui 9T ok H S9dl 9rg Ud
gferer & fow gRer omier Aifd aifard g1 gRer arier Aifd &1 i axa & 995
frfaferRaa ardi &1 a9 & ar ST anfeu—

e v & auf 4 FREffd aMie 1 R H e il BRI Bl ue AfaRed
SIGINBERIESIEIRCIEY

(5) ¥H=1 AT &1 faaRor Sfad AW & o< & Y@ o1 =@Iey, g Iy fa+
TheE AT & ¥ Srfa—goiiavor &1 Rerfer o Fad! 7 |

(6) URM™® aul H KB AHI ARl I QAT ST FHaT 2| a1 | el & Wi &
AF—1 39H gfg B 1 Fhcll B

(7) afe a—=1f @ # ugel | B & IHH el T BT B A1 99 db I8 3aferRad
S B ST 9 IP ATIRT DI G |8l Bl aney |

(8) Y@ &I 99 W@ @ oIy amrer FHIaRT S (Dividend Equalisation Fund)
B RAYAT BT ST A0 TT B o D a8 § S8 A Arier 331 S 9 |

el Eeenm g1 fwel aul § & amie &1 o | &1 |8l Rafd &1 geaied &=
BT U ST SMIR HFET ST | T g8 9T Wl & g & IR R e &7 foxig
R Ud Awherar &1 H&l AN IR ST Adhdl @ | GRER AT™ieT &1 it B 9911 @ &
T dr & Wi & I UG YT H ) e 8T omavad | RO GRem § y9w,
R feT geord Xad &, Y W i Ny &1 ured fhar ST gwrg TE grdr| O v
fafrisTet &1 favers @t <l 8, f59 g Uit &A1 S BT 2 |

A T B wIfad A 91 I
(Factor s affecting Dividend Poalicy)

AT ST BT JaIfad BRA dTel aad o= afold 28—

(1) o @1 Rerfar (Position of Profit). @mier &1 faaxer @i & | & fhar Sirar g1 o
S DI Ig oG] 1T fb ST 99 &1 o gai & A7 81 | T &I a7 ool auf & ot
@I oIl § HH & AT U], AT I8 o™ Sl ORE Bl AGHAIIS FReM3il B o H§ Har &7
1T B HEAT BT Jg ) & 9T A1V fF SFTer anf § oty &l 59 R b B T Afd BN
B RT TR 2 |

133



(2) IR —ash B 3@=RM (Position of Business Cycle)- afe ol dwem § dREAR &
T qAT HH A9 B Ofar ¥ ar g8 W ReR amier <9 qen wvern @ fadig Refa a1 gge
G @ foy ug enavgd ® 6 e ot @ auf  # ot &1 ifSdier W AR & AHI &
AT B @ forg dfaa (Retain) &R forar 14 |

(3) arfaRea Yoit @ smaeaadar (Need for Additional Capital)& IfE HwRI AT HRITR
IY & SRM deM AT U R TR & T q1 e FwRidl # 9ee a Al
Gl & A1 S9a foy 99 sifaRad 4o &1 srawadmar o, Ut Refa & wen 9 99 |wuf
™ G ¥ €l GfaEiRa BR Fehel & AT HH aR Al fIdRa B Febell 2 |

(4) PN @ dRear (Liquidity in Capital Requirements)& &TieT UTT: FHdhal & wq #
foar S 8 SR I8 aWl 9™ 8 Ofd BHEHl b U IRTIeT bl ENO b IHY AT Ahe Y
Iude B | A AT BT PIIAE dDb1 e | 0T ol HAT TedT & al I8 foxiig
A AT BRT, Fifh AT B WX B @l o ReIfay Arges 89 @) F& e <&l 2 |

(5) szl & TR ©d emagadany (Thought and Needs of Shareholders) — 3oy
AT b WA B | J 3T Y BRI AHI AW IS b IR H B[R g mend g9 o
21 HrE 39 ARl g sl @ T Yol Adhd), )T S Uoll 9ok W A% Yo ustya
TR H BSAE B Wl T 3 TR H UIR B A8 <@ aifey R RN & o wraft
U SRETRAT DI fhT el < I8 2| Aol AT gfg & T9Y TR A& AR Ul DR
BT AT FRA T |

(6) et~ ga<emy qem w9 (Legal and Contractual Obligations). &=l & Y=l
P Jue (GF-T SrfSfgH, umde AAITAl T raf-idHl) ARl B o9 H I@HI Bl
AT AFR Ot o A1fEu | ST i, 1956 @1 GIRT 205 H S 910 B AR waRer
D IS 7 b A B FaE Sl § ¥ A fBA1 SY | YGwId §RT AR & AN dRA b
S B gl H Al fawgd aver Bl @) A GIRBT Bl g [TGH BT Ul BRAT
oY | afe Hro 7 Qe SReRIRAT | Y @ IR H B wwsiar fhar & a1 S oA W@
HRAT AMRY | Iarexvrd, gaifdsry el R M &1 & FfR=d 8l § 3R 9 UR ™Il |9l
3N & AT | Ugel AT I g

AT N BT YITfad HRA dTel d<d
1. o @ Rerfa

2. YUR—Th B 3T

3. 3ffaRad Yoll &1 ATagdahel
4. DY BT TR
5
6

10. 1T Qf=r
11, FEN BTG
12. JRH ¥l
13. BHHT DI Y
14. FArHHT

(7) g @riEr At (Past Dividend Policies)— oRiel @1 HINUTT &Rd |H HF-1 &
YaeT bl g1 Pl &g g7 Ay b oo auf & @ 9 feaar o 9T eva w2 afe
MR BT & UHSH d¢1 ol Ol & O HHe & 3§ Ael Y 8 ol © o S &)
foxia g anfefe Rerfd faTes &1 SR 81 AT ©, 3T: Ua=Idhi &l oATIeT &% Bl JATRR W@+ &l
B UI] HRAT A1 |
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(8) &R fAa=vT (Governmental Control)— THT &1 €yor fafa= et =
BT A ToR & 8Y B SNl a12Y | 39 G | ST & ke el & ffaRed w1
AR T SMIHR SIAIH BT &M H WIAT AaID 2 | S JAIH BT gRT 205 H I8
el B T € b Arie BT A Yoll § W Al {1 ST Ahdl 2 | SMIDR AMRRE B
gRT 104—109 & 3T~ e fIdRor & =1 § Yrgem=i &7 9ui= fhar Tam g1 39 urgerm=t
B JIATAT BT I TvE b wU A JfRad wR g fHAT ST whar 1 1974 H WRA
WHR  HHFA gRT Y M & Udh—Icrels A 3D AT AHERI A W 12 UfIRrd Ariem
H 31fSp ST A I W BH B AT AR B WR yfee o fen o7 | o e denfe
FeRT & JAFHU AR el H IRec PHRAT MIeISH BT & |

(9) PRI wifar (Taxation Policy)- &I+l TR&R Yol 0T @1 1T 31 9e & forg
3 AT PRI FRRARIT BT AR-PR BT FAT <l 8 | Sal &% W Arie [IaRd F= arell
Terall TR IR B AR @l B UfAuReT Bl Giedned fhar o dedr ) WY g o
IR T D GOT U S I A AT BT ARHIS AN FRIT B BT AT 19T o et
2 |

(10) Tt &1 @M (Composition of Ownership)- I HFL &1 Sl HB &1 Afdadl

& BT H B AT gF 9 & foy Aedd B Iad ¢ fF s & fFew @ forg gat smaRe

A - RE@H B B 81 dP HOR MR A BT Ulad fbar 9, fheg afe s |

JeTRAT &1 AT 98d Afd © dAr d fAf faaR arel 2 | Ul gem H 9 e @ 98R
Srrer f e @ forg amed ava € |

(11) il BT PTE (Payment of Borrowings)— fiscl asf @& o & oll & ™
@ oIy GRem @ Ut o1 ARE 81 8~ (i) oI IR X g (i) M W aReN R | If
AT 3R O BT YA B Bl AT AR 2 A Ul S IH HOR AT AT &

STTERUT hRAT ST |

(12) 3ma # zenfid (Stability in Income)— &= ®U ¥ 3T ARG B aTell Hey,
M H STaraE B9 dTell HRRATST DI ST ST BT IYfd WRT AT & ®u # fAaRd &=l
2| SR FU F 3T U R+ dTell IRy, a7 Ff¥ea wu 4 98 o € fr s 9fasy #
fopa=ir oy Ut BT | WISy § oMy $H BF TR ATIY 9 WA B Se¥d | U ARV 3T BT
ArfSrpieT o= Gl el § S #R ol 2|
(13) 9l BT MY (Age of theCompany)—H?ﬁWﬁﬁWﬁgﬂﬁ@ﬁﬁﬂﬁ
g % 7 o aul a& IR AW U FERI B T Fab | Yo H QT Feermsii a1 faerd
R o0t v onaeIaar ued ¥ RN 4 WRerd TR Y U T8 R aadi| o S
A ATTRE A TR Y & 9T €| §9 HROT 37 ARABM BT HOR @rier iy g
qﬁ%lsﬂzﬁﬁﬁﬁw Heermsll § IeR T oAl SR § Riifs I smetad wH Yol
@I AMEIHAT Bl 7 IR I Bt A1 g a1 9@l g & fo 9 gl 9 o gem # 9%
I BfSATE Id el Bl R 6 v T dvern &7 2Kl 2

(14) A& #d (Public Opinion)—<Rermel &1 orier Hfd W S T ATdol-dh
qﬁrmeﬁmvﬂwmﬁmzagﬁmmﬁﬁﬁamww%mﬁaﬁaﬂaﬁm
Tfl gl # BF Tl @ R FHERY o dadl § gfg @) AT aRd ot € ofR SuMTaT
AT P BIAAT H BH ATET & a7 AR B BRI Y S T H | 1fd 99 o I A
ART AR E |

2

12

AT B YRS Td i Twg
(Relevance of Dividend and Dividend M odels)

IM®H IR IT YA IO BIAT © b FT il BRIl ST wH @ forg amwrer faaRa
FRAT ITRRAT & TR o Bl AMHaT B & S d1 giic | YRS © 12am 72 |
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s TR H 1 ke & R fewrll °d €1 v @ H S ARl b1 i fhar
ST &, foT e SR AT &1 IR0 Sl &1 AR Hod DI UHIdd HRAT ©, I AT
AT eIl dom H & fofw yrEfd | S99 dreex A Med & fdaR #e<ayul § e
I8 U yHT AT IAR B |

T W AR 7 fAier O faaRs § e w7 6 aniier &1 fadRo
qm wfenRa 3ol & HFH & Hed WR B JATT T8l gedl 2 |
1. AT P YREFAISHAT @ YT (Models Based on Relevance of Dividend)
s BH 9 Q1 U T i R A ©
1. dTeex BHAT A1 T
(Walter Formula or Model)

AMTET T & MERT & fog IedR o9 8. dleey o Ud ISR & &1 gfaare
o, O dTeek BHET & M W SMT Sl 8| $9 BHd &1 Gl A S & Jaed
AT AT BT MERT 89 YR &R Gdd & ordd {6 & & sfereniRal gR a1 dolt
RN & qeu 4 waie sf¥glg 81 9 | I8 g 1= Argdiell o) SAEa 8-

(37) oMl & IR ¥ W™ H |WIdd MR & adaE. Jedl (Present Values) 9
guTfad Bl & el

(@) ergarg @) gfoenlRa eoie (Retained Earnings) IS # Ut €19 dTel oITieT &f
T HRel § T §9 UDHR 37T & IR Jed W D1 9 J91d TedT 2 |

3 dTeex & BTl Bl 74 YR ARG [HAT S Fehal o—

1. farreia Aoy el iR 3o X Yol dNTd 9 Af¥dh 8 & U aMleid &
AEFE Sfed B B | 9 AWRIRI H I BT JABRT A YA AT B QU S F Arie
A $H BT & | $9 DRI 39 GBI &1 3iT} BT IR JI 3Mferdad i 2 |

2. AHERI ARIY T8l AT<IRSD 3fSi &R Yol 1T & FHA 8, D ATl =i q 372

@ IR od AYFIfad T&d &, ifdh APRMRAT BT dael AT ol @ & Wit Bkl 8| 1
N UBHR DI AT AT TAM FY A AgdeAdd gl |

3. Jfadmraiial Hwmg SIEt ST<IRS 375+ & Sl & aNTd | & BT 8, Bl AU AW
&1 gAfAFEeE T8 AT TRy, @ife SHE) M Yo AT | ®H B 2| 3fT: 39 UBR @
FEITAT ERT 37U MR BT ILTENRAT § oA™Y & wU H faaRkd & faar s =iy |

qlecx o B! Al BH B 3TN b AGI<d oI Pl A R & ol b BRjel faan
g S Weligd w0 9 {19 UeR forar S daar a—

D _ r(E-D)/K,
K K

e e

P=

39 o9 ave 9 forar o gahar 2 |

»_ D (/K)E-D)

Ke Ke
Where P= Price of ashare; D= Dividend per share; E=Earnings per share
r= Rate of Return on investment of the firm

Kc= Cost of equity capital of the firm or capitalization rate
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Illustration :
i Bl & IR § foRga gaer S @ g g -

The details regarding three companies are given below :

A Limited B Limited C Lmited
r=12% r=6% r=8%
Kc=8% Kc=8% Kc=8%
E=Rs. 10 E=Rs. 10 E=Rs. 10

ey @ B P TART A gY 1 HHFAI & Y 3 BT Jed = DIy S ATIeT
AT U (a) 20% (b) 60% (C) 0% T2 (d) 100% & | F=psi =-fewef ifsg |

Compute the value of an equity share if each of these companies applying Walter's formula when
dividend pay-out ratio is (a) 20% (b) 60% (c) 0% (d) 100%. Comment on the conclusion drawn.

Solution :

R+ r(E-D)/K,
K K

e e

P=

qieex & JURIE Blel B TN HR U U A BT Jod 771 bR A1d fhar ST FahaT & -

A Limited B Limited C Limited

(a)When dividend pay-out is 20% ( Sfa e faaRor argard 20% & )

2 12(10-2)/.08 2 2 08(10-2)/.08
08 08 08 :06(10-2)/.08 08 08

08
= 25+ 150 = Rs 175 = 25+ 75 = Rs. 100 = 25+100=Rs, 125

(b)When dividend pay-out is 60% ( 5/@ @rier faaor argura 60% & )

6, 112(10-6)/.08 6, .06(10-6)/.08 6, .08(10-6)/.08
08 08 08 08 08 08
= 75+ 75=Rs. 150 =75+ 37.5=Rs 1125 =75+ 50 = Rs. 125

(c)When dividend pay-out is 0% ( ta @mier fad=or srgurd 0% )

0, 12(10-0)/.08 0, .06(10-0)/.08 0, 0810-0)/.08
08 08 08 08 08 08
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=0+187.5=Rs. 187.5 =0+93.75=Rs. 93.75 =0+ 125=Rs. 125

(d)When dividend pay-out is 100% ( <& @mier faa=or srgura 100% 2)

10 12(10-10)/.08 10 .06(10-10)/.08 10 .08(10-10)/.08
.08 .08 .08 .08 .08 .08
=125+ 0=Rs. 125 =125+ 0=Rs. 125 =125+ 0=Rs. 125

fewforRT :

v fafics e T v & et fAfanT &) g <X @ ®H @1 99T Gofl &1 anTd |9 @)
T | I 2 et r=12% 7 Siafe Ke=8% & 31 I8 Ud fadmrdd BH © iR U
BH H BH & FHAT 3 P I SDHTH BRI B U0 (gUrd (Retention ration) 3ifEreH
(100%) AT S 3frdT YT 31uTd B8 d HH (0%) &1 iy | ¢ faffics d yadm srgurd
YR B W B b A Bl oI WD 187.5 BUY & STdlh I AU 100: Y& W
3T BT oI WA HH 125 DU © | $ATAY Idyerad YIId AT 0: 2 |

§ forfics & fafT R U & &) d T7 IHG! FAAT A Goll B AR 19 | HH 8 3
T BN BH &1 A A S |dar 71 Ul B H Sdheldd A U 100%: BT
FfH BH H FAAT 3 BT eI 100% A U S Ry 5 €1 Af&waq 811 g | S
TFEERVT H FE 125 ®UAT (YT JJU 100 B UR) 8, STdfe Y U 0% B W I8
I Fa9 HH 93.75 HUAT ¢ |

A fafice 4 RIFRET W) I & % T TA1 IEST FHAT Y Yol & AN $H QM FHH
g1 I8 U MR B4 dMT S Fobdll & | U1 BH H e guTd {8 9l @1 SIY, BH FHdT
ed W SHBI iy UG T8l BNIT| SURK I&IERY H TR YA Ul B AqdT 100%
YA AT BIF AT 31T A AT 8 R BH & 3 od 125%047 & T&dl ¢ |

[llustration :

e fafics @1 uft sfer i+ 10 ©U ® don s9a forg goflamer a1 <% 10% B 1 ¥l &
ARG 20% 31T 40% 31IdT 80% T AUTd &l fadhed 8| dleey @& WAl &1 YT Bl
Y HFAT B 3 BT Hed A DIy | Ife UfdenRa el &1 Screadar (i) 20% (i) 10%
31Tt (8%) & |

The earnings per share of Z Limited is Rs. 10 and rate of capitalization applicable to it is 10%.
The company has before it the options of adopting a pay-out ratio of 20% or 40% or 80%. Using
Walter's formula, compute the market value of the company's share if the productivity of retained
earningsis (i) 20% (ii) 10% or (8%).

D _r(E-D)/K,
K K

e e

qIee” BT BTl — P=

39 o9 avg 9 forar < gahar 2§ —

5_ D (r/K)(E-D)
Ke Ke
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SURIGT IETERYN & AR Tl A AST 10 DU B, A YA T 20% 3ferar 40% 3ferar

80% &= U Yfd 39T oImvrer < YR 8N —

SICINEURIERCERIN gy 3T Arer (F0)

20% 20% of Rs. 10 =Rs. 2
40% 40% of Rs. 10=Rs. 4
80% 80% of Rs. 10=Rs. 8
Situation | Situation |1 Situation 111
Dis2 Rs. 4 and Rs. 8
Eis10 Rs. 10 and Rs. 10
ris20% 10% and 8 %

Market Price per share if the productivity of retained earnings (r) is:

(i) 20% (ii) 10%

(a) when pay-out ratio is 20%

2 2 (1/.1)(10-2
A A 10
(.2/.10)(10-2)

.10

=20+ 160=Rs. 180 =20+ 80 =Rs. 100

(b) when pay-out ratio is 40%

4. 4 (1/.)10-4)
A A A
(.2/.9)(10-4)
A
= 40+ 120=Rs. 160 =40+ 60=Rs. 100
(c) when pay-out rétio is 80%
8 8
J— + —
A a
(2/.)(10-8) (.1/.1)(10-8)
1 -+ 1
=80 +40=Rs. 120 =80+ 20=Rs. 100
Summary :
Thus Market Price per share when
Pay-out Ratio Productivity is
% 20% 10%
20 Rs. 180 Rs. 100
40 Rs. 160 Rs. 100
80 Rs. 120 Rs. 100
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(iii}) 8%
=20+64=Rs 84
=40 + 48=Rs. 88

e e e e o S A

=80+ 16=Rs 96

8%

Rs. 84
Rs. 88
Rs. 96

2
=+
1

(:8/.10)(10—2)

i

4

—+

1
(.08/.1)(10-12)

1

8

—+

1
(.8/.1)(10-8)

i



ool — SWaa ¥ wWe € % — (i) 99 ufaeRd Al R IMaReE T &1 &R YSiaRoT &
SR (GO IETeRVT H 10%) ¥ Sff¥d © I derad YA JgUrd el fadedr § | yeH
20% YT U aTelT &, Fifds Ui 372l o g4 W) Faigd 180 wUAT & |

(i) ST9 ufenRa JeFl R ARG AT 9 GolldRoT &l &R &FI §9H9 A7 RER 8 W
YA B 1 QT I A1 Ui 3fF o7 sRafid & 8, i acHe S&TeRvl H 100 WUl &

(iii) ST9 gfremRa 3o IR TiRe YA &% YollaRol & &) I A&l 81 A1 Aggeldd G
JuTd 100% BIAT & UR=g adM o fddedr § gl fadbed 80% YId Srurd, [aldd ®,
Rifd g W P & A BT I FAID Bl © Sl IdHM IaTe0 H 96 WU B |

[llustration :

g fofics @ 99T YT & doIR o &1 MERT 799 FEeell @ IMER ST -
Determine the market price of equity shares of APEX Limited from following information :

Earning or the Company Rs. 10,00,000
Dividend Paid Rs. 6,00,000
Number of Shares Outstanding 2,00,000
Price earning ratio 8
Rate of Return on Investment 15%

FIT A HFA DT gIAM AT i A G 8?2 FfQ T8, o gherdd YIdE Agurd

BT AMRY ? aTeex WA &1 TN BINY |
Are you satisfied with the current dividend policy of the firm? If Not, what should be the optimal
dividend pay-out ratio? Use Walter's Model.

Solution :
Marketprice

Price Earning Ratio =
EPS

g Marketprice
5

Market Price =8 x5=Rs. 40

Earnings ~10,00,000 _
Numberofoutsandingshares ~ 2,00,000
Dividendpaid _ 6,00,000
Noofshares ~ 2,00,000

Dividend Paid -Out Ratio = 25> x 100 = > x 100 = 60%
EPS 5

EPS= Rs. 5

DPS = =Rs. 3

Keisdefined as reciprocal of P/E ratio

Therefore Ke = % or.125

9 %4 H fafanT )R g ) 15% B AT Uoll @ ANTd 125 Aal 12.5% T, M HH
@RI B1 8 | S @ 37 BT I IMAHTH B 7 HHl Dl Ade U (Retention
ratio) 100% @ A1, JfeAfd YA AU YA Y@ WR Gl A Jo ferpad s —

140



D (/K)E-D)

= Ke Ke
- 0 ' (.15/.125)(5-0) =[0] +[6+.125] = Rs. 48
125 125

fepy — ®H & 3 BT gAAM oI 40 WUYAT &, STdfcy YA YU I W W I 6 BY
48 wUIT BT ST B | 31d: acA Imier ifT (60: T S1UT) S e ¥ | HFA BT A
gedl PR 0: YA AU PR <1 A1y |

qreex WA @1 SN (Critlcism of Walter's Formula) :

3T H A IS I8 9AM o [P dleey BT BHA THT bddl Udh HGI<IH GIehIol 8l
U BRAT & | IS AT AN b T H D SMUR URT PRAI &, oAb IR e
AGIT® Hed & %Y &1 uRafid 81, I8 3maedd =8 2| 9ok H Sfel & qeu ufaenlRa sm
Td MY <X & IffaRad 8Md dwdl | YWIfId BId Y80 & | o ot TR &R (Tax)] amieT
faaror R Juive gfvewr, 999 @fEN & AT R AR @ I, T @ a’e (Liguid)
Rerfar, scfe | Heg # gqa U@ Mg 39 UHKR ¢ |

1. qr8a fada SAEr @7 /g (Ignores External Financing) — U dlee} &1 =ik faq
O] HeUHT aRAAHT H W & | iSRS SuGH gRT U+ faq sga=erm dy ofe arerdr
RO UA & gRT BT Ol & |

2, MIR® 3o & & ReRAT deurg (Stable Internal Rate of Returns Imaginary) —
SUHH B o &) AReR Bkl & AfarT # uRads & arer arer ol & <=4 7 W
gRATT B TEd & 1d: ReR &R &) Hod=r e fHear gRom 2 |

3. Uoil ofTa 3fReR (Unstable Cost of ‘Capital) — Yoil oI @1 ReRdr &1 Ar=gar i
JARAIS B, Fifh SUBH B SIRIH BT WHy URIAT 8 3 Gofl arvTd X 1
aRadelie B & |

2. EA & BTHAT SAT Ty

(Gordon's Formula or M odel)

Tfed F A UP UHY oiqal dfse &1 0T fRar § S dteex 9 fear gear © | T @
AR HH BT AT A BT HFIA & {2 & IR AT IR AT TG el © | e
® diedd H Sl Y4 AR a9 Bl Herdl & 98 ¥ © b e BT aNIR Yo 3T WA=
A TP UT B dTel. AT & JIAM e & a-TeR Bl © |

e & Higel &1 AFIA (Assumptions) — TTed 9 3[04 HIeT Aiea &1 0T fore
s & SR W fHar g —

1. IIeeX-BY TRE A B 7ifed &l Afsd I8 W Heal & fb faferanr oy & forw amaier fora
HE@YUl B © |

B8 B AT ) g Rer g1ar 2

. %H 3ol fAfrRT fBam daer Fwar 3fET Iofl gRT &Rl § |

e &1 Afsd fafam & fAfed Sifkeq &1 Suelm o1 & dor 9=dr & fb B8 & 9cer %
(Discount Rate) RerR &cfl & |

T R T B ®

. YT U (Retention ratio) T IR MEiRT &= & a9 Rer &€ © |

7. B8 BT AR ifRac BT 2 |

e &1 BRe 312dT g3 (Gordon's Formula) — Tifed &1 g3 1 &R & —
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E(l-b) D

= Ke_br orp= Ke_g

F)
Where P = Market Price of an Equity share
E = Earnings per share
D = Dividend per share
b = Retained earnings (1 - pay-out ratio)
r = Rate of return on investment of the firm
Ke= Cost of equity capital or capitalisation rate
br or g = Growthrateor b x r

AR T & BF A S9N D Jedl R TS dlel YHIEAT Bl A diferdr H. f[Aamras ™ wH
(Growth Firm)] =1 %% (Normal Firm) @1 9ad @1 %+ (Declining Firm) o g¥r@ai &1
I IETEROT & IMIR W BT I AHhT 7 |

[llustration :

i Bl & IR § foga gEer i @ e g -

The details regarding three companies are given below :

Growth Limited Normal Limited Declining Limited
r>Ke r=Ke r<kKe

r=0.15 r=0.10 r =0.08
Ke=0.10 Ke=0.10 Ke=0.10

E=Rs 10 E=Rs 10 E=Rs 10

Find out market price of an equity share of each of these companies applying Gordon's formula
when dividend pay-out ratio is (i) 40% (ii) 60% and 90% Comment on the conclusions drawn.

ST @ BRIl BT YANT BRI gY UAD HFIAT BT JIoTR Hod S DI e I 3aTd (i)
40% (i) 60% T 90% =T |

Solution :

@1 & e drfefer § Ugd far T g |

e Alsd &1 BAT & I ed W JAE
e o 9 = s = B = Ke gadq @1 3Y ®wH r <Ke
JMIRYT THSD
r=0.15 r=0.10 r =0.08
Ke= 0.10 Ke=0.10 Ke=0.10
E=Rs. 10 E=Rs. 10 E =Rs. 10

(1) Pay-out Ratio = (1 - b) = 40%
Retention Ratio (b) = 60%

g=br=0.6x0.15 g=br=06x0.10 g=br=0.6x0.08
=0.09 =0.06 =0.048
p= 10(1-0.6) p= 10(1-0.6) p= 10(1-0.6)
0.10-0.09 0.10-0.06 0.10-0.048
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= % =Rs 400 =% -Rs100 =% -Rs77
0.01 0.04 0.052
(i) Pay-out Ratio = (1 - b) = 60%
Retention Ratio (b) = 40%
g=br=0.4x0.15 g=br=04x0.10 g=br =0.4x0.08
=0.06 =0.04 =0.032
_ 10(1-0.4) p = 101-04) p = 10(1-0.4)
0.10-0.06 0.10-0.04 0.10-0.032
:L:Rs. 150 :L:Rs. 100 -6 . Rs. 88
0.04 0.06 0.068
(iii) Pay-out Ratio = (1 - b) = 90%
Retention Ratio (b) = 10%
g=Dbr=0.10x0.15 g=br=010x0.10 g=br =0.10x0.08
=0.015 =0.01 =0.008
_ 10(1-0.0) p = 1001-0.1) p = 1001-0.1)
0.10-0.015 0.10-0.01 0.10-0.008
-9 . Rs. 106 :i:Rs. 100 :L:Rs. 98
0.085 0.09 0.092

et — SRIad sregas & 4 frspy fAded § —

(i) TIPEAN BH & 3T BT IR oI 3Hd 0T 3qurd (Retention Ratio) ¥ d&dT & |

(i) U BT AR FTHAR BH S AT BT GOIR Hod Sd AT Y 3rurd (Pay-out Ratio)
A dear g |

(i) T AF BH b IR el H SS9 §HI dd YA Ui H URadd 1 gdr T8
TS, 514 T% g9 [AFRINT @) Sareradser o Yofl &1 aRTd F9 & 2 |

|, SmTeT &1 uTiRTedT & g (Models Based on Irrelevance of Dividend)

Ao dem fAeR &1 surifear Rigra

(Modi-Gliani and Miller Irrelevance Theory)

AE—Rrerar i den fer &1 d@ © & w4 @7 anie N &1 9 @ \aEl & 9 R Bl
TG T8l ISl & | SeENv @ v e e & arier @1 'iffaer el &) 7 a1 s
s UfenRa fsiH don &+l &1 Y& qed (Net Worth) 98 SRR &R Ife Swe 31
SRl &% BT X a1 UienRa ool T g Hed &9 8 SR | 96T $8l © [ BH
HT Hed e N il Igar 8, a: IR & wwer & foy iy suwifTe g
g | Ao qer R &1 d@ =1 Aansii o) smenRd ¥ —

(i) T @ar e &R srFuRerd Bld &

(i) by A srerar |reT @rTd T8 Bl 8

(iii) T A BT BH BT Yol AN UR BIE Y9I T8 BT §

(iv) ®H @ e i o8 & amrer i 9 gy Bl @

(v) AT IERT & N H ARl dor gewere! & 9 FHM g Sl Bl 7 |

T, < @ STTAR BH BT oI FHD! MRV Ao A TAT SHBI SIRgH oy
Wﬁfﬁ?ﬂﬂ‘cﬁ% Wwﬁmwsﬂaﬁwﬁﬁﬁaﬁ:ﬁﬁrwﬁnﬁméﬁﬁsm
DI AT qAT UFAETRT 3ol 7 fI9ITTd & 1= | TH. UH. g SWRIad AFgdmsil & rwiid
W BT & & I v B ifde amrer faaRa oxal & o1 39 it wefe 3 fafsraait
DI 9T BIAT & a7 T AR b1 g8 fQIr T e & oI BT 2R A R
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AT & SRIER BIAT ® | BH BT Hed M a9 FeiRa T8 giar &, afews aRaresr @
T 3ol wfad wR iR Brar & Rorad %9 7 s gaT fafviford & 2 |

TH.UA. FIET §RT IWIF J1=9dT & foy 579 d@ &1 YT foan S 8, 99 UEd
gt (Clientile Effect) & ™ | YbRd 8 | Y18 J4Td Fardl & fdb BH I AREIRAT BI 31
IR MR P | TP A Ued qor wnl¥icg & ta< BH & M U qr i
@ WY BT | b BH D IFTRIRT AAa] YTed I3 Sl AR B & d B YT PR ©, 37 BH
@ Wi BT g AT IfT I HIfad I8dT ¢ |

TH.UH. Hisd & ATAR 37T BT IR I AMIRT GIfd &R & 1 71 G DY
FEIAT ¥ S AT S |ehdl ©

PR+D;
1+ Ke

lw= %Po =
NEREN

PO = 3fer &1 gaferd 9otk Hed  (Prevailling market price of the share)

Ke= ¥dl Yoil @1 orid (Cost of Equity Capital)

D1= ™I ST U8l 31afe & o<1 H uT<d 8 (Dividend to be received at the end of period
one)

Pl= Ugell @ & 3 H 3 & IR Hea (Market price of a share at the end of period one)

8 URATSHT BT AN B & foy PRI {5 ST aret ofen & |war =1 g3 | $1d &1 S
AHdl ©
[ gy L-(E-ND)
1

Where n = Number of shares outstanding at the beginning of the period

N = No. of New sharesto be issued

| = Total investment amount needed for the project.

E = Earnings or net income of the firm during the period.

[llustration :

I VS fofics o Sied S 9 9=faa @ S9H golie]oT & &% 10 Ufed & |
A H 3AD 1,00,000 3 & ST YT 377 100 w9 W 96 7 2 | AT A1 a9 & 31 H 6
®UY YT 3feT FHIRT fAoRTT & IR H |rE @ 7 | UAUH UMM & IR W R @
R 77 AT &1 IR QI -
(i) 99 & o H 3T BT oI 9T BEIT Afe A fIaRa &1 fhar Simar 22
(i) IR Hed 1 BAM, Afe oAmier faaRa fdar Siar 2 |
(iii) I AMA Y 6 B AT BT YA Bl 2, Y& M 10 ARG w0 § TAqT 20 A
U T AT AR SRl 7, fhae T ofer it 6y S =nfee?
Young Age Limited, belongs to arisk class of which the appropriate capitalisation rate is 10% . It
currently has 1,00,000 share selling a Rs. 100 each. The firm is contemplating declaring of a
dividend of Rs. 6 per share at the end of current fiscal year which has just began. Answer the
following question based on Modi-Gliani and Miller Model and assumptions of no corporate
taxes.

(1)  What will be the market price of a share at the end of the year if adividend is not declared ?
(i)  What will be the market price if dividend is declared ?
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(i) Assuming that the firm pays dividend, has net income of Rs. 10 lakhs and makes new
investment of Rs. 20 lakhs during the period, how many new shares must be issued?

Solution :

39 U BT 81 M.M. Model & <131 STUaifiar & SR W) fhar ST @hdl & | $9@ oy
=1 g3 &1 g foar SR

- P+ D,
' 1+ Ke
STal % P;=Rs. 100 ; P, = To be found
D1=Rs. 6; Ke=10% or 0.10
(i) ATHTST T HIAF HRA UR
Po = P+ D,
1+ Ke
Putting the values ;
100= 216
1+.10
or 100 = R+6
1+.10
or 100 = R+6
1.10
or 110=P; +6
P, =110-6
P, =Rs. 104
(i) AT BT PIAN T8 A R
_R+D
°" 1+Ke
Putting the values
100= 2 *0
1+.1
110= P,
P;=110

(i) T Frifa f53 o ara sfe @Y o -

Particular Dividend Dividend
declared Not declared
Rs. Rs.

Net Income 10,00,000 10,00,000
Less: Dividend Paid 6,00,000 --
Retained earnings 4,00,000 10,00,000
New Investment 20,00,000 20,00,000
Amount to be raised by issued of new shares (A) 16,00,000 10,00,000
Market Price per share (B) Rs. 104 Rs. 110
New sharesto beissued (A/B) (C) 15,385 9,091
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IBfead wY F 3ADG! TH 79 T | B A7 Fhd ©

| o 1Z(E-nD)

1
n = Number of share outstanding at the beginning of the period of 1,00,000 shares
AN = New shareto be issued
P = Total investment required for the project i.e. Rs. 20,00,000
E = Earnings of the firm during the period after payment of dividend

(i) If dividend is declared Rs. 10,00,000 - Rs. 6,00,000 = Rs. 4,00,000.
(i1) 1f dividend is declared Rs. 10,00,000.

39 BY U 319N Y AT AT PY Fhd 2
(i) afes e aifya fear mar @ -

- N 20.00,000-4,00,000 _ ;¢ aoe roves

R<.104

(i) afx amier &1 o =8 far <iman #

N 20,00,000-10,00,000 _ 9,091 shares

R<.110

AT (Criticism) :
1. X fd9g® (Tax Differentiation) — M.M. AFRIET § &I &1 7 BT I@RAfAHAT & |

eTRAT BT AT Ud Goilvrd ol WR A &R & &R0 T YIar &Rl gsdl © | 37k
AT & T Y STUETT 3ol & URIROT @t N &7 wrerfidar & S € |

2. fotee @FTal @ faemEaT (Existance of Issue Cost) — SReIT gRT 3 372l 3feraT ol U=l
& e 9 o oaxen foy oM W RTE @3, e — ifiue BHIRE, Toltell Jnfe @
wY H B USA © | 3 IMIRG oI U9 BT e H d18g fAIUINr HEM TSl © | 37
AT B I R UfRmRa 3roiN oferd Bl ® |

3. fARadar &1 ™ (Lack of Certainty) — 9l Rfadl & Yqaigam & Mm@ | sr=iRecdn
ERIRGEIE

4. a1 SueHAl § fafaE T (Investment in Different Concerns) — UTE®! & gRT 30
fafarT W el &1 wufiedr 39 & Jd SR Ug T 6 9 Ime S S @ I
fafafsra e omil | 9fg @) Jad 7 |

5. T 3 @1 MM (Expectation of Current Income) — URid fafRIISTd orrer oI &
JHIE TEAT & | 59 Sqad DI Yfd 7 B WR g8 (U7 W b1 [y dxar & o W
ST, HHIA 3MfE AT BT I HIAT USdl © | A I8 dTe], AT Bl b gq=< BTl
=l
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2UsS-G
(Section-D)

gdo€] crRdidsol

(M anagement Accounting
Prigllct Ysit b1 udeer (Management of Working Capital)

I H AT &7 UHR BN Goll B Sawddhdr gkl 8, UeE, ol gl o fb
T D 3RS A rawaadrali, S—fA, W, ¥ e @ Il g Ugad @l o @
T g, SRR AT STcUadTela Yol Sl Fa &l AHRE ATLIHTRI, Si—dhed Al BT Y
Ud RAGH W, A A B gfd gg MG A B e W, Hoigyl, HHERAl B
a3 s @ fe #1 gfd Bg IS Bl © | AEdye. TfafdftRl & gEre wu A dered
Tq g Yol &I STFAM T UG SHS] ARl o & Jgaid AHd Aaedamdiall gg SRemdl
Iofl @1 Fave a1 Bl | SR USfl &Y eI dclT. STeudlel= 8l 8 | S9 SRiefier Ion
(Working Capital), 3ieqdreil= Jsil (Short —term Capital), @”al Usil (Liquid Capital), a1 @b Uil
(Circulating Capital) g@mfe ™l & ST ST 2

prigllct Ysit &bl 31aeIRun (Natureor Concept of Working Capital)

SIS Yol T =1 yga gaid & FgaR faford fbar ar 8 e f[Jaror 59 yaR
3

1. ARvIAS HRETA Yoil (Quantitative Working Capital)

2. TUEd Hraeliet Yol (Qualitative Concept)

1- gRoca S DR Yoli—ariie §of @ aRvrers sraarom §oft & aReror
HET W E FeT adll & AT UMD Use] URPbH | 59 JAURY & FFAR T80l =]
YRR BT I BRI Yol &1 gfife wxar © | 39 [TaRgR & yqa 9\l TS,
Hele, 9] Wics, dldfdel, SUd. e der ved R\ 2

DRI Yol &1 39 JqURIM & qAdS U+ f[IaRi & §99 9 779 d& <d &—

(i) =T FHURR & Faell a8 IT=dTelE AR R (379 Yol el ol 4)
D SR AT ATl IGIRAT b ERT @ISUBIG KT d oFQRI W) B
SRI—399 I STAIAIAT TR dls 99Td 8! gsdT|
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(i)  Jfe I TRT =1 FURRT AR H Uga Bl & a2l M IS e | gig
FRAT &, T TR ATl TRl B BRI Yo AFT SIET @Ry |

(i) 9 @RI & |AH H (s da I8 W fear omar & & Jfos e gwkwi
® T Yol (Fixed Capital) &1 Ucfis AT ST &Y S7d: die], ARl I
HRIES Yol (Working Capital) &7 Udle #MT ST A12Q | 9 S@ERIT &
AR Ud ITUBIeT A aaRl I T & ARIH A dre], RN A Iy
grfl, o Frfefier oit # off I srqura # gfg erfi

(i)  IOICHD JAGTROM Al YPg brId Yoll (Qualitative Concept or Net
Working Capital)- 9 @URT & “@Te] ARRN & Tl IRl W= emfda &l
SRS Yol H8d © | YUHS LR & JIJAR BRI Iolt & forg =me) =Rl
BT M) STUEl R G ISP 2 | Al ATe], FRARTEN-qAT =Te], STiycal Bl FHE
Ol e A el G @ RS el o 8 gae Rde SR i
TR re], ARl H <ifde & O I8 Refd sriEhe ISl & ac (Deficit of Working
Capital) &1 gl w=cl 8 S fOxi Hae &1 elds 2| 39 AGUR & AR AfX
TTe], IQIRAT (Tl FoT gafe) # gfg B © O S99 BRI goit § @IS gfg
T2 B, Jaifes I 8 A | Are] SR ) 9¢ SRAf, ofa: @Me] WRREl 9 @Te]
Tl # TR g8l Y& Gl Ugol 7| S99 ARV & UeleR s9b Uel d 7 d <d
s

(i) e, TRMT B Al @l URIMYe el #I gge faxig Refa @
uRAEe © dAT R Heldbla 9 A aRRerferal § o orue <Rl @
GURIE o A D A

(iy =l TR 9 9T @l @1 o & & arafas R snd gxfl € aor
9Te], AR A3 | Afde B W B Al Are] IRIE HH 8 Al 98 R B
PHAGIR QNG e P IRER—IS B8Rl & | 3 Yg PRI Yol P gemRon
31fdp ATl |

(i) AT Teudlel™ FoRmaE Ud [AFFRTR o gfc 9 Jar fha o a1 g«
SIS Yoll B YR Afdh IUYHR 8 qAT Y& PR Yoil Bl SuAIAT
¥ YRET Y& PR ¢ |

rigflct Ysit & Tead (Component of Working Capital)

Frfefid IS & < gcd are] FHfRmdl e e J1@ & | 89 QI el &1 e faavor
7 TR B
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qre], G¥RMAT (Current Assets) ¥ A 39 AW GHRRT 9 8T 8 Sl a6 & U
A AR @sh T g7 (A (ST AERUIAT U ¥ &l BIdl ©) § 3T Wod uRdafad o
A B | O Wd BT WHT SASHRI H TAT SHAERT BT Wwy Ui fJeli I1 ddhg # a1 Tde &l
WHT B 7 AT Scared H gRafdd & Fadl 81 39 YBR I AR e § RN 10T
HI FEAT & & TAT F MG FHY Th UH & ®U H A8 @1 Il 2| S BRU5H
FRET BT FaET B BRI FEREl (Working Assets) @ AW ¥ ST ST ©@ | ATel
qrRrl aard d @b @l Wifd gadl I8l 8 | e Rl § UG w0 W W, aAaR,
fddt, 9@ o, Aws, AeqdelE fAfRT, gdea @ anfe waffera g €1

4Tl <T@ (Current Liabilities) & arcad 9 <1fiea a1 <=eiRa g & R v |meRor
R Ih AT @l JAT & SR & Bl & | 798 I<id oFeR, &3 a1, 9% ifdfday,
JTCHPBIAT 0T, TF MDY, B B oIV SIS, URATAd ATier, 5 | 71 @i (Unclaimed
Dividend) g 37¢d @ (OUtstanding Expenses), STEdTel= F01 &I -aTe] 98 H < R 3fe &l
afferd far Smar 21

origllct Ysit & bR (Typesof Working Capital)

1. 3[AERUM3N & MR TR (On the Basis of Concepts)

2. JMATIHARN & MR TR (On the Basis of Necessities)

1. JTYRIMT & AR YR (On the Basis of Concepts)- HRIEfa Yol [@RRMAT & 3MIR W
T UBR B BT Ahel 8—

(1) wa sriefa gSft (Gross Working Capital) — Wde wRiefe Yol &1 MR §¥Ul =Te]
FERRT & AN W BT 2 | 9T, FHREAN § Ads, 96 Y, I96R, WP qAT qaad I A
Aftafera BT €| 8 fag™ s @i go (Circulating Capital) @1 =TT <1 1fdd Iuyad AHeId
g

(@) s sriefa gsit (Net Working Capital) — =7e] SRl & =Te] IRl WR MR @
IR BT Yg PR Goll & 9M I SN Sl & | g g 39 JagRUT BT SuYdd A
g

2. ATATIHATRT @ MR U (On the Basis of Necessities) - MaTIHARN & IR TR BRI
gofl 71 Q1 USR &7 81 Al o—

(a1) it srerar Frafia srdefia gsit (Fixed or Regular Working Capital) —&rieha goit
DI g8 IR Sl IR & A Fareq & oy Fafia w0 | 3T gwREl | Ao @
Sl § 98 RTafa a1 il eRiTd gofl dEar © | I8 PR Yol ke H Rl dR W)
Al ST 2, S —ded AT &1 FAqH WR, WId H FAdH IR AT, <[ATH d& AT e WA
anfe |
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(@) uRad-efa ar #@iwd srdeha gsi (Variable or Seasonal Working Capital) —Frifid
Fefie goft & sfRaa @aa™ & gfdemgds darad & foay af & SR Al sriee gol
DI AILIHAT ISl & I§ Yoil dI RN JaI & HY F9I [T R AR BT (fedwar ar
Y AR R Pedl AT DI USRI S BRYI B ADcll 8, SiA—Gdl 9 SN § HURT D BA
W Y MR B HYN WIS P G Bl ¢ |

rigllct Ysit b1 Asca (Significance of Working Capital)

FqaE & 3T ufafed & sriwadl # oriehd ol @1 4fAer s Ag@yol & Sfd
AT H R GRS 99 HR o 71 | 8 g BT dred T8l fBar S Ghdr ® dfed
1 RRN &1 90T IUANT RS B FaArd H AN AR Sl GohdT 2 | Rl grRkEt &1 gof
SWANT HRIENS Yol & IR yave R R &RAT & | Iad™ S AHERI_SRIAE] BT qaRerd e
I FATIT BRA B folU Feal AT wRied S9 AT A1 § 9a 7ot B Al sgaven dRe qer
UTEdh B SUR AT d9+1 e Bl AELARAT BIdl © | 1 Addb (o0 SRR Goll BT aeIHdT
el 7 | o H BRI gofl &1 A8 7% INR ¥ W9d yae @l Wifd 2 59 geR w99 @
WY & M 8 9 HF BF W faTs Oar 2 3l S UBR BRI Yol @ Fawer o
< B9 @ o R e Sl @ dor iy & a9 9d= @1 3R ST ovTdT ® | el
Goll UREd: e &1 9 sraegaansit @ gfd wear 2=

1. odl AT Wi & oy 3deas a7 Ul &) gdReqT AT |

2. Fed 7 B MG At § aRafda axe-@ oy smaeasds woiqdl 9 SUR @1 & YIa
HRAT |

3. Sfuad ey IR &1 G & 1 1R 97T |

Frfefid ot &1 gam faf g @@l & I A @ fau fear Siar 2
ARV 9 AT BT AT Ad [aspa 4 qd & fbar S € | sy @adr 3§ gl gfawsd
afdrs el & g o7 S A 99 e & oy SUR A 9991 3mavdd BT 21 99 T
AT @ Rl FE THY ULATd BN & olfdh 39 99T & SR 98 39 999 ¥ ud i g
g 3T AT S AT fISTell, o, Aore), fRRm onfe R @1 81 YEd § | ST d &
& AT H B de 3R B BRYT G Bl SR Yol @ avgdar il & afe wvem i
729, SfGR affe ReR FRIRRIT @7 awel 3R of dfh Jadr AHE Sl & oy SRiRie Yol
@ IR T IR G Al GRAT Thl 8] 8l Wahall & | 31 faxiig Ao a9 97 ReRr Fwufa
DT Y3 FAT b AR AT IR Yol BT gaRen A1 g1 A1y |

HAT B AR BRI BT AT U FA & folg TAT TcUdlel IMe &Fal I a1
@ & U I8 omawdd B 6 o 9 8 ua SRRl goll &1 geRe aR ol 9| uard
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PRI Goll & A¥ET H JaEdl Bl 3D (Il HISASAT DI AT AT T$dl & Sdid g
Frfefier goft (Adequate Working Capital) ¥ e/aar &1 f74 @ urd 81d 2 |

1.

fSparl &I dcbrad HITaE (Quick Payment to Suppliers) — SR q fasamwil &l
AT R YTAE IR Tl & O 399 Fafid wu 9 o= 91a SfRId god den aur el
T TR YT B H BIg HISATS 78T el |

FUT &H\dT Ud 9 H gfg (Increase in Debt Capacity and Goodwill) —uaTe &Rl
Uoll T8l QEH &\al &I Udiid BT o | AMaRIHdT IS+ TR AT DI_dchldd T YT
A F BfeAE LT B B KT UTT BRI B &HAT TAT AW ARG P HROT G BT
Iqred Ud AmaiRe b fARear 997 feft warae & =rerar Jgar 2|

g BC (Cash Discount) —Rel 370+ fashdmeil & TRk T Al & T I T
ITH TG GE U< PR Ahdl & | 39 bR Ffd A1 &1 AR $H PR 7 d oI H
FHH B Fahcll & AT AU UTEDH| BT AMHYD ATURS B bR 9! 9¢T Fahall B |

gafeg @l &1 faaver (Distribution of Adquate Dividance) -/ e # @riefiel ol
DI HH FT G IEdT & S9H IIAREG ot B R W uaTd A fdawer T8 fed S
Ahd © Fifh FATAD] BT I o™ BT FGard 1 gAfa==arT (Ploughing back of profits)
FRd RIS Yol § ghg BT 81 2| 596 [AuRd or |l 3 qaid wriefier goll
B € ST A B WR AT gfAeTgdes dieT S |AahdT 8 RO SRl & SRRy A
IEd & AT BT a1 FRnfadl &1 IR o Rer 3&dr & |

IHd ATEN BT A (Exploitation of Favourable Opportunity) —aai< &riefie goil
W EM W G B Al Sgde SaER B A W A SST Wbl | 3TEd A
o BT 99T UTe B9 UR-AT dbed A B DAl H gl DI FAET Bl IR HRT I
AT H BRI GOl 8F S ARl B oM U ) Favel! & |

931 9 kv gifita § gfaenm (Easy Availability of Bank Loans) —uaf@ &riefiar goit
B TR HRIT_DI I[UBT T ear 8! Bl 7 forad daf 9 gRfad kor urd @
AHd 7 | gaT HrRiehd goll @ # e SO ufenfa A S el B |

drRIGedr 4 gfg (Improvement in Efficiency) —udi« driehd Yol Iuael 8M W
FATAb! T TdIhl Bl BRI B B IR Aerdy 8 dft 39 IROT BT I W FAASD
Jg Uedl © fTad W & M HrEal § gl S q8 Bl € | hHaTRAl BT dde
A R AaRa fHa1 Sar 8 | FHART TAT UEd MAIRar & 1R AhAddd b
PR © O BRIGEEdr H gig BT & a7 W7 371 ddl & |

Rl guRrEl @1 Idedar 4 gig (Increase in the Productivity of Fixed Assets) —
R FREl &1 Idedd drRiThd ol R R #=dl 3| i SRied goil R
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TRl & IAeedr § gig B FHRT Tad BT e 8 | BRI Yol & IvE A1 HHI
o Reafa 7 el gl de S geR JeR g Bl @ o T Ry & 95 |
3 I8 HBl Il & b Wl Rl | 6 W R R &1 9 SRR 4ol gRT
&l fAofia grem g |

AMHRAHARIT BT Ghadiydd EEAET (Meeting Unseen Contingencies) —=1a4Td &l
ARG TPl BT AHAT HIAT BT © | T RN Yol 8 R Fa9R BIC—Bic
e e, s RH® TeHRl I1 ATURE Fdhel & MM A AT B Adhdl ? |

IaIHdr 4 Affe srRia gt @ I (Disadvantage of Excessive Working Capital)—
Bl wRe &1 IuYad i o™ T UTK B Fd Sfd AT & U AT SRS Yol Iute
& | yaf HrRieiel Yoll &7 3er ATaeadhdrsil ¥ e gofl | F& oFman ST a1y | v gofl
HT AWMU Il Ifed goll I 2| Id a1 v SRRl Yol ¥ 1ftie wrielia gofl wven & fory
gERS g 81 Fadl & | Si-F S § anil & smaeddar § 1fde gafdfaiee, 1fdew
USIIehRYT, AER ATIeT A1 Ud QIVYY bl U & HRUT SRS Yol AMaeIdhdie] d 7w
g O B 39 BRI Yol BT e WET RAE UST @A € 9T S9N 3[9eg Bl YiedTed
et 2, ora: smavaddr & e Frfele goft ff efveRe & 2| s9a w@ <y 4 &

1.

IFTETIS AFRN ST U8 (Unncessary Accumulation of | nventories) —rcafeies wrieiie
goll @1 Reaftr # srrawae Arnll # ofge AT s © o annll & a9, gt
TqAT &I B TR gl B |

werHd dM YgRT (Speculative Profit Tendency) —3aedsddl ¥ e wrieliar Yol
AT BT AfTD i T PRSP, AEHD AT GgRT Pl ISaT 2 |

g el e fifd (Defective Credit Policy) 31 ®RiRle ol ¥ SeR ARG I &I
I AT € de agell ¥ W S & Ol § fO sga 9T (Bad Debt) 9gd § TIT ol
R AT g9 gSdr B |

yEd  AGYedl  (Managerial Inefficiency) —<i@aifie dRRMA Yol yaea™
TG HT-Uclih B B, FRAifh Ya=Idh HIT BT GHTET SYIRT HRA H A%t B 2 |

@l ox faudid 9w (Adverse Impact on Profits) <i@fi® wriefia doll 9 U6 aiw
PN BT TITT SYIANT 8] BT & dARSHH! FIRAT 96 ARG gRT b Il & df 99 U
st A g gedT 7, fd: s o fawda v g € |

eremRAl # ¥=aIv (Dissatisfaction amog Shareholders) -1 Rl # i
SRS gofl 31 RIfd B8Rl & 981 ave™addT gedl Il 2 i el & = &
I AT fAerar @ iR S9H STy 9 T § |

154



origflct Ysit & Ard (Sources of Working Capital)
U IUHH BRI Yol U =1 a1 Al § 9T HR qehal 8-
1. <" ®Tel= 9Ia (Long-term Source), @I
2. ITHBIE AT (Short term Sources)

1. 41"l ®Iefl ¥Id (Long-term Source) —<TEdIeld |l ¥ AERAAT HRIA Ioll &
Hae A 9 BT gfd B S @Ry s forg ug A 81 b SHer aa §odawl
TAY TP PR AEeIHAT BRI | S BRIRN Yoll aard § R 999 dd FR=R Eell
T & S drH@TelE Frfelid gofl aR dad 2, o1 ARUIGAT drddlels el goll
@1 gfet € rdwrels |dl | e @y |

PRI Yoil H TH®rels ddil & UgRad: &1 9FT— 1. [™HETd | (Owned Sources) 2.
FEURTA T (Borrowed Sources)

2- U@l ¥Id (Short term Sources) — 3dIe A HI & &I AT 2— (31)
IR® A (Internal Sources), 9T (§) T8 AT (External Sources)

(e1) s=aR& ata (Internal Sour ces)

1. 8 &I (Depreciation Funds) —2 &Y il FwaRk@l & g4 @¥6H & Ieed 9
gfoemRd @™ (Retained Profit) 81d & 1d: S1d dd 9 PN &1 YART IR FHRT @Ried
# 21 frar Sar 99 9% I8 Gl o SRl ol uee aRd 2 |

2- &<l qdiE (Outstanding Payments) — &qarg H Reifiy fderor @1 fAafer &1 | as
ST X& W B | 994 I 31ed dd-, I7ed fawran anfe dftferd fdd o € | 39 <3l
&1 PTaE Refa faazor @t fafYr suearq fhar Smar 21 o AR §9g | I7a< A
Frfefia 4o & w0 & ggad fed o € |

3- & @ fow yraerm= (Provison for Taxation) — ad # &1 @ oy fhd T yraem
@7 IR BT HR_GHE H YANT AIRUGAT FY AR A 8 a1 SI7ar 8 | o1a: AerR al
3rafe ¥ uraemT &1 IR B HrEiehd Yo & wu A ygad fhar S |adr 2 |

(8) €r=1 gid (External Sources) —

1. gMIR® A™@ (Trade Credit) — U: T4 ATARIS IRMU S9 ATF BIVRIRT BRI
0o & ¥9 § Bl § 39D IAid giIddiRll ¥ Hed Ald H SYR HI dAT IR
JTAMT & SR W Bl T3 WIS &I | Afdfera faar simar = |

2- AIR® ATE@—9A (L ettersof Credit) — g9& r=id <3 fdat (Bills Payable) ufism—u=t
(Promisory Notes), @21 311 faffa o= |ffera f&d o €1 3 9 Sriela gofl 9 9ra
=
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- 9@ 9 9@ (Bank Credit) — w1 6 omow ufaftsd ume &1 srfdfaed
(Overdraft), ¥&s AR (Cash Credit), fdai &1 g@erdl (Rediscounting) d JTeqdlei™ 0Tl
@1 G T T | 37 AIH FAT BT BRI Goll U BT 7 |

- gTEdl ¥ A9 (Advance from Customers) — &3 IR TTEHI A ARH YTa= Ured 81
AT © | I8 A A 3Tcudlels BRI Yol &7 e | 81T 2 |

- fa1 ¢ (Finance Companies) — fafi=r faa wkerd s fafvawr wwafaai, §r
FHrafrat der fenfire e e enfe Seirt @ faff=r yoR & o7 <l € St sl
Oofl & wU # ygad 6 oI 2 |

- o9 f98g (Public Deposits) — adiyie WU o9 80 & ®T H reUdblelE g
HIABTAT HIY U HRA & | Braehd goil & I8 Aid A fJegaig g Fafag =8 2|

- ft wE@HR anfe (Native Moneylanders, etc.) — QM 9 ¥ 81 <% H ARHR FIT
A T 3T BT BRI FRA I @ B | UH IUHA 39 ARBHRI A W FT A AU srfefie
goft @1 gfef & a@ar 2 |

- WRHR GERAT (Government Assistance) — SERT &l Yicded o & foly WRaR fafir=
bR Bl FErIdl USH dedl 8 | U ST, S9d) IRAR Uifiedr 3dl @ S99 Sar §
IE eIl 1 IR RN Yoil # U Heayel | IFaT HRAT © |

- ge-EIdhl Ud Gdaradl 9 0T (Loans from Executives and Directors) — I8 <1 74T &
% FHI—FHT R AHBI A ATILIBATAT DI FB YRl Ja7€dh AT HATABIOT BR ol
2| 39 UPR Udh IUpHH |/O A4l dP U BrIehd Yoil b g 9 KT & A I IR
qHd 2|

10- wH=TRAT Y gfafd (Securities of Employees) — &8 SUHH 3107 HHATRAT A Ui

& wY H Uh FREd geRIR M S o ofd § Sl AREIROCAT S9d YR ARl db
A & URT ST &R | I8 gERIRT Gk # R gol & forg ugad @ o1 |
=

brigflct gsit bl sien bt fafer
| af¥arctor acb fafer (Operating Cycle Method)

FHrdefia gon &1 I o @ Rt § uRem =% fafy ve siftweayet fafyr 2 s«

faf & IR U I Bl Adbs Hraefiad Yoil (Cash Working Capital) &1 I ST ST
2| Uh JaEd B Adbs BRI Yoil & ToET G ol & g uReareq =&l § wwfd
37afer & GRETeT =hl @1 | & R Iax & Il & | 3Ma: 39 A & R wriEia gon
DI IO & oIy ot IR @, IR ¥ A Td YRATSAT bl DI GEAT BT ITUMTBRAT
JATeIH © T diea fdaror 771 R 5—

1- uRATeaq @ (Operating Expenses) — f&dl @ fiviy & o uRared =i # 349

Jafyy & y¥er ArIfl, UueT oW, Uuel ¥ ql oucde] g (SuRery) wAfferd B B
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371 fafr=T et &7 S A AR @l & U fhar Sirar § | 39 i @l VAT H OB ae
e AHREl & STeE 3R IR—RIBe @ BT e T8 fhar oimar 8| 3fl TRE #R
Td AT e @ Al BT RIS B @ SR enfe T8 fRar Srar 2 | o aRare
Il BT AN I THI T IR & IR [ S 1@l R IART DI BlSH
Jferar Ire s # gRad By S aTel @i R &I QAT ST § 91§ AR
AT H TR AT Siar 2| 31 ave 9eIfad Hed WR ¥ uRadsl & W1 e §

PR AMATIH ARG fhd T %l

2- yRATas 9% $Y A4fer (Duration of Operating Cycle)- URaTe™ ash raf | aread ded
Al @ Ui ¥ dax [T A @ g | e 9gell 9@ @l A aRkEres

AR H T dTel MAd AW W 2| IE Ahd URATAT dh I dEeA B | H
eR gRT Tdd YR 7@y B vera” Yg uRare a% oaf s1d @ Sl 81 TP
foatof ke & Ahd uRare™ T | AR [T 3rafY), wuTRYr @, fAfHa Arer dusr
JMafy), AT TGR HUBY (A HI A fhar Sar 8, Ry snrifhd @ & <@ o
AHdT 8-

TIER U

Accounts Receivable

AT FUET
Ram Material Inventory

J/YTIROT 3Ty
Conversion Period

SuGRI
Finished Good

A

39 UHR SR Ao 9 We gl & b uRared a5 @ aReares & fafis
RT3 H T dTel ol FHABT AN BRIT & FTFad] ITOET 771 YR &l ST Ahdl 5—
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(i) Ay GU8eT IAfSr (Material Storage Period)- I8 a8 3rafyy 8l @ forad Armf Sweq &
forg i & gd R 1raT e H W BT © | S (A Y T & forg Jiad |t wefd
# e ofrvad ARl SUHRT &1 AR AT ST 2 9wy #:

AverageStock of Raw Materials

T FUEr rafer (Material Storage Period) = : _
Daily AverageConsumption

OR
Opening Stock + Closing Stock + Material Consumption for the year
2 365
OR

AverageStock of Raw Materials
Material Consumption for the year
(i) ®UT=aRYT 3AGfer (Conversion Period)- T& Aol WRen # ded A1 &1 [Afid #1ar # 9o
H T e NId AHY wUARYT Ay BT B 39 S1afS @t uEr & forv ergfia wre @
i Ty H e T SREMT aFTd & T T Siah e | 39 93 w9 A A yeR aad
foar S Adar @

X No. of Daysinayear

AverageSock of Work —in— Progress
Daily AverageFactoryCost

JUTIRYT 374fe (Conversion Period) =

OR
Opening WIP + Closing WIP + Tota Factory Cost of Production
2 365
OR

AverageStock of Work —in— Progress
Total Factory Cost of Production
I8l W fAgM uredud gl vd el &1 g8 e #-en 9w & Total Factory Cost
# S S AS e Bl & S AadT g9 Il e oRAr 2 g3 w9 #:
Factory Cost = Opening Stock of WIP + Material Consumed + Wages +Factory Expenses including
Depreciation — Closing Stock of WIP
T4 B AN AAB BRI Yol Pl Idg IR W TOFT B d9 ol GRaTeAd i H
¥ g (Depreciation) &1 TCRAT TR I IR WUFARYT A BT TOMT & foIy SREET ARTd o T
TAT SAH BN DI M BT |
(iii) fififa s @ Huser aafer (Finished Goods Storage Period)- I8 a8 omafy grcfl & o1
T A1 A @& 9d MeM | UST I|dl © | 9@ IET & forg T W1 & ofd W |
fasra @ % 3 @rTd (Daily Average Cost of Sales) & WIT faam ST 2| g3 ©U #:
T w1 @1 dugr srafer

X No. of Daysin ayear
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AverageSock of Finished Goods

(Finished Goods Storage Period)= :
Daily AverageCost of Sales
OR
Opening Stock of FG + Closing Stock of FG  + Cost of Sales
2 365
OR

AverageStock of Finished Goods
Costof Sales
gt W I & @R (Cost of Sales) o1 8 foga! AT A &R &1 Siafi—
Cost of sales = Opening Stock of FG + Factory Cost of Production+
Administration Expenses + Selling and Distribution Expenses+
Excise Duty — Closing Stock of FG
afe e # foxig @@ (Financial Expernses) & & a1 9 1 St SId T |
Iel WX Y fdgr ureamged gwgei ud el o wwe ) A b faha ga faare
R A B AT BT W A 3 SISl ST AR |
(iv) ITGR WU 3r@fer (Debtor's Collection Period)- 39 7GRl @1 A9d a¥ell 3@l Y
FEd €| I8 I8 Iafy Bl ¥ R SuR fasma o1 R o ) off Ol 8 | g9@T TvET & forg
3 A TAERE @ IRT <SS SUR AT BT W ST BT B | g BU H —
IACR  HYBYT IJAfey

X No. of Daysinayear

AverageDebtorsor Receivable
Daily AverageCredit Sales

OR
Opening Debtors + Closing Debtors « .+ Total Credit Sales
2 365
OR

(Debtors Collection Period)=

AverageReceivable
Total Credit Sales
(v) dIFIeR H{3rar9 3afer (Creditors' Payment Period)- 519 SRl &1 A YR A1 AG
MR R U B 8 a4 oFeR ¥FaM 3fafy @l 0T &) SRl § | 39 Ifafy & vl @t
aRare afd wH BT ST & T IR &l &H BRI Yol &I AMaeAHAT Bl 2 | 39 afd @l
TOFT & foIy ST FaRT @1 IR § IfE SUR %I &1 91T AT BT 8| gF w0 H —
SFER A STafy

(Creditors Payment Period) =

X No.of Daysinayear

Average Creditors
AverageDailyCredit Purchase
OR
Opening Creditors + Closing Creditors +  Tota Credit Sales
2 365
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OR
AveragePayables

Total Credit Purchases

9 B0 SWRIAT (i) I (V) Th P (Al & TUHT B oid & d9 88 URdrerd Irafd @
TOET BRAT B B | 39 fow B9 () 9 (v) db @1 RuiRa st & o § w (v) # fHgiRa
Ay BT geT fear ST & T S 3afY Y 9ot § a8 uRdred dh BV raf Bl B |
3. 94 & @ gRATAT Tl B G&AT (No. of Completed Operating Cyclesin the Year)- <@
U IRATAT Tehds BI AR AT B ol Sl 8 d9 9D 915 84 Ub 99 H qN B dlel ashl B
GeT S Bl B R | 59 AU e af b 365 AT ¥ (e R & e ) g2 W oW
360 fa=7) uRarerd @y &1 wrT < e ST 21 g3 w9 H-

365
Period of OperatingCycle

4. oA Yol Y ImaeIHAT &1 FAM (Estimation of Working Capital Requirement)-
AHIAA HRIENE Goll & M Idhs MR W Har Sl 2 o/ U & & foly TR
IRt AT H W g @I T =T oAl Ity IR ¢ g1g g9l URdTed Il bl Ifd H
RIS Fehi BT W THR BRI Yol Bl Maegaal &1 Mgk far ST 2 1 g3 w9
Rl sl 37 saeasar

X No. of Daysinayear

No. of Operating Cyclesinthe Year =

Total Operating ExpensesExcluding Depreciation
Number of OperatingCycleina year
OR
Operating Expenses
365
5. ATHRADGAIR & foIy IS (Provison for Continencies)- 38 Y&HR I SRR Yol
fefRa 81 @ sad @ MR e sneRuedei & forg e fear sTrar = | var g4t fear
ST & 6 Sugad TOERN & *iF YE T EIHR ddd JTAE B BT 2| 3T AFAMT BT AYE]
BT RN B S oy o7 o <iram 2 |
JGIEXO—1: Uoh AT AT & oRkdl 9 Ua 7/ ol & R R URETas =% 3fafey &l
From the followng information, Extracted from the books of a manufacturing company,
compute the operating cycle period in days:

(Working Capital Requirement) =

X Operating Cytcle Period

Balance as a |Balance as a
31.4.2004 (Rs.) | 31.4.2005 (Rs.)
Raw Material 110000 150000
Work-in-Progress 45000 60000
Finished Goods 90250 53750
Debtors 120000 150000
Creditors 40000 45000
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Purchases of Material - 770000
Wages - 330000
Manufacturing Expenses - 232500
Administration Expenses - 136000
Selling and Distribution Expenses - 83000
Sales - 1642500

(i) A & BT H 149500 . BN TS HA AMAA 2 |
Purchase of material includes cash purchases of Rs. 149500.
(ii) TR ATl SR ST ST 2 |
All goods are sold for credit.

Solution : Computation of Operating Cycle Period
(1) Raw Material Storage Period:

AverageStock of RawMaterial X 365 = 130000
Rawmaterial consumption for the year 730000

X 365 = 65 days

Average Stock of Raw Material = Rs.llOOOO; Rs 150008\ Rs. 130000
Raw Material Consumption for the year=Opening Stock +Purchase-Closing Stock

=11000 + 77000 — 150000 = Rs. 730000

(2) Conversion or Processing Period:

AverageWork —in— Progress X 3652 52500 X 365 = 15 days
FactoryCost 1277500
Average Work-in-Progress = REL000 +2RS6OOOOO = Rs. 52500

Factory Cost = Openign WIP+Raw Material Consumed +Wages +Manufacturing Expenses-Closing
WIP

= Rs.45000 + Rs. 730000 + Rs. 330000 + Rs. 232500 —Rs.60000=Rs. 1277500

(3) Finished Goods Storage Period:

Average Sock of Finished Goods X 365 = 72000 X 365 = 17.14 days
Costof Sales 1533000
Average Stock of Finished Goods = RS'QOZSO; Rs.53750 _ Rs. 72000

Cost of Sales = Openign Stock of FG +Factory Cost of Production +Administration Expenses
+Selling and Distribution Expenses + Excise Duty — Closing Stock of FG
= Rs.90250 + Rs. 1277500 + Rs. 136000 + Rs. 83000 —Rs.53750=Rs. 1533000
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(4) Debtors Collection Period:

Average Debtorss X 365 = 135000

: = X 365 = 30 days
CreditSales 1642500
Average Debtors = RS 120000; Rs 150000 Rs. 135000

(5) Creditors Payment Period:

Average Creditors X 365 = 42500

X 365 = 25days

Credit Purchases 620500
Average Creditors = RSAOOOO; Rs.45000 _ Rs. 42500

Credit Purchases = Rs.770000 + Rs. 149500 + Rs. 620500
Operating Cycle Period = 65 +15 +17 +30 -25 = 127 -25 = 102 days

Illustration 2 :

Tq o1, ¥ SUA GERll I HFAl B ATaRID BRIRIA Yoll dI TUMET A @ fafer

A BT
(i)
(i)
(iii)
(iv)
V)

(vi)

AT arfiies fashl 10000 SHIAT 10 %, URT SHE B R W T |

I Td fasha AEN UH A € T aY-UiN 9HE g9 REdT § | ScTed
T 39 UBR &, Il 5 %, F 2 %, 9T SuURITY 175 %. Ufd sHTS |
Tedh! B 60 oAl & fau SuR fear Sirdr & Sefd o9eri & 50 Al & SuR
@7 GRALT U BT ST |

Fed AT DI 40 fed B gl den MR w1 @1 15 faT & gid e J =A@
ST 2 |

IS dh 20 o9 &1 8 TAT YIS SUGH ah & IR H B ATl &7
ftee o fear ST 2

RN ISl &1 U [A8R 9N ddhe & ®U H dHRAGARI & oy 3@
ST 2 |

From the following information taken from X Ltd. calculate the working capital required by the
company by operating cycle methods-
(i Annual Sales are estimated at 10000 units @ 10 per unit.
(i) Production and sales quantities coincide and will be carried on evenly throughout the
year and the production cost is material @ Rs. 500 Labour @ Rs. 2.00 adn overheads @
Rs. 1.75 per unit.
(iii)  Customers are given 60 days credit and 50 days credit is taken from suppliers.
(iv) 40 days of supplies of raw material and 15 days supply of finished goods are kept in

stock.
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(v) The production cycle is 20 days and all materials are issued at the commencement of

each production cycle.

(vi) A cash balance equal to one third of the working capital is also kept for contingencies.

Solution : Calculation of Operating Cycle

(D) Operating Cycle Period
(i) Raw Material storage Period
(it) Finished Stock storage Period
(iit) Processing Period
(iv) Debtors Collection Period

Less: Creditors Payment Period
Operating Cycle Period
2 Total Operating Expenses
Raw Material (10000 x5)
Labour (10000 x 2)
Overhead (10000 x 1.75)

3 Working Capital Required

= Tota Operating Expenses X Operating Cycle
365
= 87500 X >
365

Add : 1/3 for Contingencies
Total Working Capital required

[llustration :3

Days
40

15

20

60
135
_50
85

Rs.
50000
20000
17500
87500

20376.71

6792.24
27168.95

RTET AE QU8 AU B 1 a1 & IRIR R URATS ah Ade) q SRS Yol B!

AT BT ITOMET BITOTI—

Calculate the duration of operating cycle and the amount of working capital required from

the following information of Radha Mohan and Co.

1. Opening Balance of

(d) Raw Materials, Stores etc.
(b) Work-in-Process

(c) Finished Goods

(d) Book Debts

(e) Trade Coreditors

2. Closing Balance of
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2005
(Rs. in Lakhs)

90
50
220
200
85



(d) Raw Materials, Stores etc. 110

(b) Work-in-Process 40
(c) Finished Goods 200
(d) Book Debts 250
(e) Trade Coreditors 100
3. Purchases of Raw Materials, Stores etc. 740
4. Consumption of Raw Materials, Stores etc 720
5. Manufacturing Expenses 350
6. Depreciation 60
7. Excise duty 100
8. Adminigration, Selling an Digtribution Cost 270
9. Sales (Assume 360 days in a year) 1800
Solution : Computatin of Operating Cycle

(1) Material Storage Period :
AverageStock of RawMaterials

= . _ X 360
Consumptionof RawMaterials

_ Rs.100lakhs X 360 = 50days
Rs.720lakhs

(2) Work-in-Process Period :
AverageWork —in— process

= : X 360
FactoryCost of Production

_ Rs.45lakhs X 14.2 days
Rs.1140lakhs

Total Factory Cost : Rs. Lakhs
Opening WIP 50
Consumption of Materials 720
Manufacturing Expenses 350
Depreciation 60

1180

Less: Closing Balance of WIP 40

1140

(3) Finished Goods Storage Period :

_ AverageStock of FinishedGoods X 360

Costof Sales

- Re2101akhs ' aa — 4755 days
Rs.1590lakhs
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Rs.220lakhs+ 200lakhs

Average Stock of Finished Goods = > =Rs. 210lakhs
Cost of Sales. Rs. Lakhs
Opening Balance of Finished Goods 220
Factory Cost 1140
Excise Duty 160
Administration, Selling and Distribution Cost 270
1790
Less: Closing Balance of Finished Goods 200
1590
(4) Debtors Collection Period :
_ Averag_eDebtors X 360
Credit Sales
_ Rs.225lakhs X 360 = 45 days

Rs.1800lakhs

_ Rs.210|akhz+ 250lakhs _ Rs. 295 |akhs

* |t isassumed that all sales are credit sales.
(5) Creditors Payment Period :

_ AverageCredibtors

Credit Purchase

_ Rs.925lakhs
Rs.740lakhs* *

X 360

X 360 = 45 days

Average Creditors = Rs.85|akh52+ 100lakhs =Rs. 92.5lakhs
** |t isassumed that all purchases are credit purchases.
Operating Cycleindays=50 + 14 + 48 + 45=112
Computation of No. of Operating Cycle in the year

Daysina year 360

- Lengthof OperatingCycleindyas S 122

=321

Computation of Working Capital Requirement
_ Total Operating ExpensesExcluding Depreciation
- No.of OperatingCycles
_ Rs1530lakhs+100lakhs
N 3.21
Total Cash Operating Expenses = Cost of Sales— Depreciation

= 1590 lakhs — 60 lakhs = Rs. 1530 lakhs

+ Desired Cash Balance

= Rs. 476.63 lakhs
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|l. oearmra fafer srerar yatgaE fafer (Traditional M ethod or Forecasting M ethod)

=9 Al &1 arq w1 wd @] Sid@ yaigAm fafr (Current Assets and Current
Liabilities Forecasting Method) 3feraT 3 =Te] |#afer (Net Current Assets Forecasting Method) &
qH A SET ST 2 | IR H BriEid Yol BrergdE o @ forg |diife TR iR fafe
&1 BT 2| 39 Ay & R SriEfier 4ot &7 oM afe & forg udss dre] 9wy & forg
qEHl H AaegEar MgiRT @1 Sl & qA1 99§ 39 ARG AaeIHAl Bl Bel Jde | IO
PR D d1el TRl & foy wriela $oft @ oM @ Sl 2| U 9y @ fow da
AT BT A fATd 3TgWd, Wheel I, I = e 9 g fe & MR ) fdHar Srar
2| A ITe] AHRTT B [ AR B AR H F AT BT U B dTell I ATITRS ARG
BT TeT AT SIar € Jor g9 ufoed neRawarett o forg Sire faar o 8 R sgwfaa g
HIINS gol ST B W 2| S Ad qt driefier gl @ afyr Sl & ura 89 arel
Jfaen gem & 915 98 AR g @ 9] @rawen 6 B W Bl 8l & |

(31) @muTR® wvem &) Rerfa # (For a Trading Concern) :

Statement of Working Capital Requirements

Items Amount
(A) Current Assets:
(i) Cash X X X
(i) Debtors of Receivables (For ......month's sales) X X X
(iif) Stock (For .....months's sales) X X X
(iv) Advance payments, if any X X X
(v) Others X X X
Total X X X

B. Current Liabilities:

(i) Creditors (For ......month's Purchases)

(i) Lag in Payment of Expenses X X X
(Outgtanding Expenses, if any) X X X
Total of C.L. X X X

C. Working Capital (-B)

Add : Provional Margin for Contingencies X X X
Net Working Capital Required X X X
X X X
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fewforl (Comments or Notes)

(1) SRR ST &1 SIFAM BRd G I Bl BIS o1 a2y, il Al & ITIRT BrIeie
gl @ forg fapar +ft ST \aar & iR T |

(2) B TAT SAGRI BT eI AH$ AR R &G (AT ST 12y 96 d& b U § Bl 31
91 7 Fal T3 & |

@) i geen & e 4 srizfia gsft 1 TvFET (For a Manufaturing Concern)

Statement of Working Capital Requirements

ltems Amount

(A) Current Assets:
(i) Stock of Raw materials (For ......month's consumption) X X X

(if) Work-in-Process (For ......month's)

(d) Raw Material X X X
(b) Direct Labour X X X
(c) Overheads X X X X X X

(iii) Stock of Finished Goods (For .....monthss sales) :

(d) Raw Material XX X
(b) Direct Labour X X X
(c) Overheads X X X X X X

(iv) Sundry Debtors or Receivables (For....month's sales) :

(8) Raw Materia X X X

(b) Direct Labour X X X
(c) Overheads X X X X X X
(v) Paymentsin Advance (if any) X X X
(vi) Balance of Cash (Required to meet day-to-day expenses) X X X
(vii) Any other (if any) X X X
Total of C.L. (A) X X X

B. Current Liabilities:
(i) Creditors (For ......month's Purchases of raw materials) X X X

(i) Lag in Payment of Expenses X X X
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(Outgtanding Expenses, if any) X X X
(ii1) Others (if any) X X X

Total of C.L. (B) X X X

C. Working Capital (A-B)

Add : Provional Margin for Contingencies X X X
Net Working Capital Required X X X
X X X
[llustration 4 :

= AaRo & TR R Uiy 12000 SHISAT & IS WX B fA<T aegHamsi &
forg sriefiar 4o @1 faaRor ae 8-

From the following particulars prepare a statement showing Working Capital needed to
finance a level of activity of 1200 units of output per annum::

Analysis of selling price per unit: Rs.
Raw Materials S
Labour 3
Overhead 2

10
Profit 2
Selling Price 12

JifaRed Ja-g—

(i) ST JeT IATH- U HIE HUSR ¥ &l B,
(ii) Rl SATE <1 HE STe ufshar # W& g,
(iiiy T A sfigds 9 718 9vSR # BT ®
(iv) <FGRI &I IR A8 & @l & forg A & oiref 2
(v)  gfdediet gRT &1 A8 @ 9 &1 9T ©
MY T HAH of f 9¢ R I qr SURST a_TeR A | dTel W& 2 |
Additional I nformtion:
(i) Raw materials are to remain in store on an average 1 month.
(i) Materials are in process, on an average 2 months.
(iif)  Finished Goods are in stock on an average 3 months.
(iv)  Credit allowed to Debtorsis 4 months.
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(v) Credit allowed by Supliersis 2 months
It may be assumed that production and overheads accure evenly throughout the year.
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Solution :
Statement showing the Working Capital Requirements

Items Amount
(A) Current Assets: Rs. Rs.
(i) Stock of Raw materials (1000 x Rs. 5x 1) 5000 5000

(if) Work-in-Process (For ......month's)

(8 Raw Material (1000 x Rs. 5x 2) 10000

(b) Direct Labour (1000x Rs. 3x 2x 1/2) 3000

(c) Overheads (1000 x Rs. 2 x 2x 1/2) 2000 15000
(iii) Finished Goods

(8 Raw Material (1000 x Rs. 5 x 3) 15000

(b) Direct Labour (1000 x Rs. 3 x 3) 9000

(c) Overheads (1000 x Rs. 2 x 3) 6000 30000

(iv) Sundry Debtors

(d) Raw Material (1000 X Rs. 5 x 4) 20000

(b) Direct Labour (1000 x Rs. 3 x 4) 12000
(c) Overheads (1000 x Rs, 2'x 4) 8000 40000
Total Current Assets (A) 90000

B. Current Liabilities:

(5) Creditors for Raw materials

(1000 x Rs. 5x 2) 10000 10000
Total of C.L. (B) 10000
C. Requirement Working Capital (A-B) 80000
RILIGIY
. 1200 .
1. Average Monthly Production: ———— = Rs. 1000 Units
12Month

2. Debtors have been valued at cash cost of sales.
3. Work-in process valued at 100 per cent of raw materials and 50 per cent of labour and overheads.
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Illustration 5:
=1 fAaRoT & MR R RS Yol &1 T0ET SHITg—

Calculate working capital from the following particulars-

(@ Annual Expenses Rs.
Wages 52000
Material & Stores 9600
Office Salaries 12480
Rent 2000
Other Expenses 9600

(b) Average amount of Stock to be maintained
Stock of Finished Goods 1000
Stock of Material and Stores 1600

(c) Expenses paid in advance
Quarterly advance 1600 p.a.

(d) Annual Sales
Home Market 62400
Foreign Market 15600

(e) Lag in payment of all Expenses.

Wages 1.5 weeks
Stores & Material 1.5 months
Office Salaries % month
Rent 6 months
Other expenses 1.5 months

f Credit allowed to customers:

Home Market 6 weeks
Foreign Market 1.5 weeks
Solution:

Statement of Requirement of Working Capital

Items Amount
(A) Current Assets: Rs. Rs.
(i) Stock of Finished Goods 5000
(ii) Stock of Material & Stores 1600
(i) Debtors-Home Market (Rs.62400 x E)
52 7200
Debtors-Foreign (Rs.15600 x E)
52 450 7650
. . 15 400
(iv) Prepaid Expenses (Rs.1600 x E)
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Total Current Assets (A) 10650
B. Current Liabilities:
(i) Creditors for Stores & materials
12
(Rs.9600 x ) %
12
(if) Creditors for Expenses :
1.5
(8 Wages  (Rs.52000 x E) 1500
(b) Office Salaries (Rs.12480 X 2—14) 520
6
(c) Rent (Rs.2000 x —)
12 1000
1.5
(d) Other expenses (Rs.9600 x E)
1200 4220
Total Current Liabilities (B) 5420
C. Requirement Working Capital (A-B) 5230

1. gerdt faear fafer (Projected Balance Sheet M ethod)

verd) frcer fafy + wrivia 4ot &1 oA oM @1 U& il ud wRel fafy 21 39 fafy
A 0 AT Ay & Ied Ve Iy WR BT & H I@IR AR B A= UdR &1 R
AT IR BT SITHAM T IR U forcal Gar far o 2 | g9+ awafml # Advs & 8re fan
ST 21 39 vafid e @ 9wkl & A @d @l & AR 9 e 7 ar I8 e
AR Al BT AT B Fad HRAT & s oY F9sid {6 S =1f2e | afs wa <1l &t
ART Fd FERET & T 3ffd 8 a1 Ig R APhs T B Fqd BT & O] Fawe
TR BT BT B | gD AfaRad gg Frdefiar Goh @1 A4 A 9k Gof are arfrl & anr
# 9§ el 9re] AT TST R F1 B S 7 |

[lustration 6:
frferRad gammart & verdt fest ffYy g7 aravas driRfa TSN &1 gaigae BITg—

(1) 1 ST 2004 BT AT : FHAT 3T UG 400000 ., GANSDHT AT Yol 100000 ., 9% FOTUH
100000 %. AT RN FERRAT 250000 %. © |

@) ufd @13 fAama e 10 &. 8, RTdT 50% AR, 20% ASIGR, 10% IUR &g AT 20% ¥ &
(3) ufday SITAIMT IUTET 120000 SHISAT &
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(4) ST B T A qd Fear AT YUSR H SidH 2 AT I@T o g,

(5) ufshaiehd W 1 1/2 I8 B,

(6) Af¥a #Ter oA 2 #1' WTie § &l 2,

(7) TR BT SR 3@y = 71 &
)
)

(8) TFERI T Wiapd SUR &I A8 ©
(9) WOIGXY | I 3RS 1,/2 HIE TT SURSH H T AT &
(10) ScuTeH U4 fasy = afig €1 8T &1 19 T8 @A §

From the following information forecast the working capital requirements by projected Balance
Sheet Method:

(1) Balancees as on 1% April 2004: Equity Share Capital Rs. 400000, Preference Share Capital is Rs.
100000, 9% Debentures Rs. 100000 and Fixed assets Rs. 250000.

(2) Sdling price per unit is Rs. 10, out of whcih 50% Material Cost, 20% Wages Cost, 10%
Overhead Cost and 20% Profit.

(3) Estimated production per annum 120000 units.

(4) Raw materials are expected to remain in stock for an average of two months before issue to
production.

(5) Processing timeis 1¥2 months.

(6) Finished goods are in stock on an average two months

(7) Credit allowed to debtors is 3 months

(8) Credit allowed by creditorsis two months

(9) Time lag in payment of wages is%2 month and of overhead is one month,
(10) Thereisregular production and sales cycle. Ignore depreciation.

Solution :

Projected Balance Sheet

ason 31% March, 2005
Liabilities Amount | Assets Amount

(Rs) (Rs)

Equity Share Capital 400000 | Fixed Assets 250000
Pref. Share Capital 100000 | Current Assets:
Profit & Loss Account 231000 | Stock of Raw Materials 100000
9% Debentures 100000 | Stock of Work-in-Progress 97500
Creditors 100000 | Stock of Finished Goods 160000
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Outstanding wages 10000 Debtors 300000
Outstanding Overheads 10000 Cash (Balancing Figure) 43500

951000 951000
Working Capital = Current Assets— Current Liabilities

= Rs. 641000 — Rs. 120000 = Rs. 521000
Current Assets = Rs. 100000 + Rs. 97500 + Rs. 160000 + Rs. 240000 +
Rs. 43500 = Rs. 641000
Current Liabilities = Rs. 100000 + Rs. 10000 + Rs. 10000 = Rs. 120000
Notes : faff=1 MRl /9 IR @) T 5

120000

(i) f w18 IR = =10000 SHIAT

(i) 9fd s®1E ARl arTd = 10, X%:S .

gfd sd1s &M g = 106, X 2:2 .
100

gfd sHh1s SURIYT o = 10%. = 1 <.

(iii) TR (fIsha g WR) = 10000 X Rs. 10 X 3:month = Rs. 300000
TER (AT UR) = 10000 X Rs.8 X3 month = Rs. 240000

(iv) Bt AT BT ¥ib = 10000 X Rs. 5 X 20 = Rs. 100000

(v) T1e] B BT FTTH Rs.

Raw Materials= 10000 X Rs.5X 1 % = Rs. 75000
Wages=10000 X Rs. 2 X 1% X 1%= Rs. 15000
Overheads=10000 X Rs. 1X 1 % X% = Rs. 7500

97500

(vi) i AT @1 wfd 10000 X Rs. 8 X 2= 160000
(vii) @SR = 10000 X Rs.5X 2=2 100000
(viii) gTIT HSTX = 10000 X Rs. 2 X %: 10000
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(ix) M IURSI =10000 X Rs. 1 X 1= 10000

(X) 99 &1 @9 = 120000 X Rs. 2 per unit = 240000
Less: Interest on Debentures 9000
Net Profit 231000

V. am—s1f gars= fafer (Profit and Loss Adjustment M ethod)

IR Yol &1 oA &’d @ foy aM—gIe daried A &1 9anr dai g’
ARG BH B HTINA Yol BT Maegamaril & o &1 Adheld d =g NftE fhar Sram 2 |
=9 Al # Aauerd Bl |l fAfor &1 srgaa o o fhar ST 2 | 599 A @l IR H e
3rTatE qAT e dfgdls & AR o Hriehd Yo # gig e1ear &l 3 &) o o 2 |
IfT e | T S A1 U8 Adbs Farg fAaRer B € UH B 99 B

Statement of Working Capital Computattion

Items Amount
Rs.
Net Income X X X
Add: Non-trading/Non Cash Items X X X
Working Capital provided by business operation X X X
Add: CashInflow Items X X X
X X X
Less: Cash outflow items X X X
Net Change in Working Capital X X X
[llustration :7
feged Acy fafics &1 31 A/ 2005 BT FHIC 8 dTel q9 Bl QAT ATH—BI
Grar IR 8-

Under-mentioned is the forecasted Profit and Loss Account of Hindustan Motor Limited for
the year ended 31th March, 2005:

Particulars Rs. Particulas Rs.

To Admn. & Selling Expenses | 10000 By Gross Profit 200000
To Depreciation 20000 By Interest 10000
To Income Tax 5000

To Interest 3000

To Losson Sale of Land 10000

To Net Profit 162000
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210000 210000
To Dividend 10000 162000
To Balance c¢/d 152000

162000 162000
3ffaRead ag—

(1) 50000 ®. He& @ U& 5 A a¥ & SRME B B ST |

(2) 30000 . I BT T YR 7L T R TSI 8™ 10000 . ©, DI 15000 B, H 99 S
B T © |

(3) 50000 . Hed & |HAAT 3T 10 ®. U ofy @1 ) W FifAa fd S |

(4) 9§ & SR 100000 . & U AEMT F0T BT YA a1 STRAT |

SIS goll § B A1 gig BT FMuRT av—ar™ qarie [ @ I |

Additional Information :

(i) A new machine worth Rs. 50000 isto be purhased during the year.

(if) An old machine of Rs. 30000 and with accumulated depreciation of Rs. 10000 is expected to be
sold for Rs. 15000.

(iit) Equity Shares @ Rs.10 will be issued for cash aggregating Rs. 50000.

(iv) A term loan of Rs. 100000 will be repaid during the year.

Ascartainthe amount of incresse or decreaseof working caaital by Profit & Loss Adiustment Method.
Statement of Working Capital Computattion

Items Amount
Rs. Rs.
Net Profit asper P& L Alc 162000
Add : Non-Cash Charges not affecting working capital
Depreciation 20000
Less: Onsaeof land 10000 30000
Working Capital provided by business Operation 192000
Add : Cashinflows
I ssue of Equity Capital 50000
Sale of Machine 15000
257000
Less: Cash Outflows:
Repayment of term loan 100000
Purchase of new machine 50000
Payment of Dividend 10000 160000
Net Increase in Working Capital 97000
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9 UHR SWRIK [JaRvl I =T BT & b 99 & 3 H Wl &1 Pg drielia goil 97000
T ¥ 9g SRR | Aafe g9 98 9H o 6 99 & uRe | dven @) g drdeiie dol 123000 wUd
off A1 I8 IY & AT H IGH 220000 HUY BT ST |

V. fawa &1 ufaera fafer (Percentage of Sales M ethod)

RN YSfl &1 MR @ 98 (6 ORa td weREd O 21 59 Al & aaid
B 9T & MR W SRS Yol &1 FeRv fFar siar g1 A= ot o fJea e
RN Yol & A& HaY BT AT B BrIRd Yol 9 IHd FucH! bl MR 9 &
AT ufoerd @& w0 § #R form Sram © iR S @7 IR AMaR Al faw. fafafr =g
SRR Yol BT A 1 foram e 2 |

[llustration :8
3o forfics &1 31 #1€ 2005 dT RIEaT AR &—
The Balance Sheet of Ajay Limited as on 31¥ March, 2005 is as follows:

Liabilities Rs. Assets Rs.
Sahre Capital 1500000 | Fixed Assets 1000000
Reserve & Surplus 400000 Current Assets:

Term Loans 500000 Inventories 1200000
Sundry Creditors 800000 Receivables 800000
Provision for Taxation 200000 Cash & Bank 400000

Sl BT qY 2004—05 BT Hol [Ashd 40 IRI-%. © | HH gRT a9 2005—06 H 50 ARG %, Bl
fasha fha S & ARITET 8| 99 2005—06 @ Ty RIS YSil BT 1AM BT |

The sales of the company for 2004-05 was Rs. 40 lakhs. It anticipates a sales turnover of Rs. 50
lakhs in 2005-06. Egimate the working.capital requirement of the compnay for 2005-06.

Statement of Working Capital Computattion

Items Amount

(A) Current Assets Rs.
Inventories (30% pf rs/ 5000000) 1500000
Receivable (20% of Rs. 5000000) 1000000
Cash & Bank (10% of Rs. 5000000) 500000
Total Current Assets (A) 3000000

(B) Current Liabilities

Sundry Creditors (20% of Rs. 5000000) 1000000
Provision for Taxation (5% of Rs. 5000000) 250000
Tota Current Liabilities 1250000
(C) Working Capital (A-B) 1750000
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Note : ®rRiefiar Gt & faffm gew fasma & ufded & w0 & FAMER o1d 5y T 8-

(i) Inventories = ~1200000 5 a0
Rs.4000000
(i) Recaivables = 2800000 40— 209
Rs.4000000
(iif) Cash & Bank = ~>200000 ', 155 — 1094
Rs.4000000
(iv) Sundry Creditors = _Rs800000 x 100 = 20%
Rs. 4000000
(v) Provision for Taxation = _Rs200000 x 100 = 5%
Rs.4000000

V. giree fagetsor fafer (Regresson Analysis M ethod)

PR ISl & qalga™ &1 I8 e J8dq0l AiRGd ddbid & 59 Qi & =i A1
U8l o9 & MR W Ay Ud SRR Yoll 9 I A= achl & 7 T WU R
SIS Yol BT SFAM ST ST & | 39 Bg gaad - Afd &1 ganT fdar Sram 2 | fasa (X)
qen wrfefier go (Y) &1 ey e @R gt e T 8-

Y =a+bx (oI GHIHRO)
ademb &1 Hed 7 WE™d FHIGROIT §RT S 16dT STRIT

Y y=na+b) x

dxy=ay x+bY x°
I8l a=ReRr Hed, b=9Rad=eld a3, x = Ay, y = SRiela goll, n=sh-al & A

[llustration :8

o ferfics @1 9t vd sRiRNE Sl & fUsel ui= aul & afidbs! &l Feraar 3 ay 2006
& folg SR Yol &1 IaeaehdT &1 9 sy, Al R fdsha 160 g 6. &7 |

With the help of ‘sales and working capital figures (Rs. in lakhs) for Vijay Limited for the last
five year, estimate the working capital requirements for the year 2006, if the anticipated sales in Rs.
160 laks.

Y ear 2001 2002 2003 2004 2005
Sales 64 88 104 118 138
Working Capital 44 54 64 88 90

Solution : Computation of Regression Equation of Salesand Working Capital

Y ear Sales Working XY X?
Capital

178



2000 64 44 2816 4096
2001 88 54 4752 7744
2002 104 64 6656 10816
2003 118 88 10384 13924
2004 138 90 12420 19044
N=5 =512 > y=340 > xy=37028 | > x*=55624

|d UM WS FHIGRIUN §RT adel b &1 o S fHar SR |
Sy =ma+bYx

340 =5a+ 512b

dxy=a) x +b> x?

37028 =512a+55624b
FHIGIOT (1) DI 512 F T FHIBIOT (2) BT 5 H TOM HD T TR

174080 = 2560a+262144b e
185140 = 2560a + 278120b .

-11060 = -15976b
b= 1290 0 6923
15976
b &1 AF FHIGRT (1) § 7@ TR —
340 =5a+ 512 x 0.6923
340-354.46 = 5a

Q= —14.46: 289

ad b @ A gol FHBROT (1) H G W —
ol AR y = a+ bx
Where y = Working Capital
X = Sales
% 160 AT 3 8F R HrRiEfa Yol —
y =-2.89+0.6923 x 160
=107.878 19 .

VII. s gaigam fafer (Cash Forecasting M ethod)

g A arag d <@ 9 A1 R Yol BT AgAM o @l A T grex R wrd
fafr &t & & Adbs o R I+ @1 Ay 2| 39 AT § 39 919 &1 g7 o ot & b
BH P Y4 JFHIG goic harell & BRI 9IS B B A B B & U Adbs BT AT
BRI S1AT HHY | Ife HHY BRI AT BH SABT UT R Bl 1T FaRel $_al & | iR afe anferaa

2 dl SO AT &) gavem &Rd) 8 3d: I8 dl Nibs doic Bl & Udb Wy © |
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Ppriglict gsit bt #ist B foielked Ted a1 dara
(Determinants of Working Capital Requirements)

SRS o &1 ART @ 81, fha R &1 B9 ' R & forg waey fhar S den

fra =l wwufy § fed=r e fear Sw genfe ool & w9 | foxia gevaa &1 ol
o9 B | 39 vt & for a1 A Aruers JE) ® RO ) ke ar e uRoE e Wy
A AR fHar o1 96 | 37 Ul 1 v ' H Hoa afedd segar aur faftee akRerfaat
@ SITAR AT S FahaT 8 | BRiNd YSi @1 17 &7 A= o=aRe Tom aTel. dcd yMTiad xad
g o™ 7 uig &

1.

3-

4-

5-

6-

GU™ B YSHTAI (Nature of Business)- R vd Hi¥erd AFT dlel eqaml | s+
g REd AN arel Fawrdl @ sieThd HH HRIRIA Yol W S ad o § | |
g fAf¥ed AT 89 9 TG Ydle dqd 997 Y&dT & T ¥hel H offdd fafanr F8f &
gsdr & O aaral | aeiaRer & AT BH g AEd S1° Bl qET e Bl § 9
Qe a7 Faardl & e 39 awrEl H e wriEhd Yoft @ gt BRi 2 |
STEl AENAROT B AT 31fSd T_A AFT—3H 3 HF B fofdm ST € |

B AT AU BT AMHR (Size of the Business of Firm)- @/ I1 HH & 3MHR TR I
RN Yol @ A1 R el © | FaIg &1 AMHR a1 991 R I+l &1 37w
Frfefia IS @1 smavdsar EFfl, wiife o aari § wmrh 4o ot g @ Rrs
AMETIS AT & oIy 31 BRieie Yol 81T 3Mawd ¢ |

Iared gfpar (Production Process)- afe Sdres Ufthar @ AT orafd o=l 8 AT
ITed Ulhar Sied & ar ot drRiia YSi @1 srawaedr B8R, Rifh e Ul
Sifee SuRerg qorr sradrTear s wriehe Yot & smaegsdsdr gl 2 |

A% & maedHdar (Requirement of Cash)- Jde AN AT}, RN BT T 9RT BIdl 2,
A B DI AAWHAT HRYA Yol B AT DI JAIAT Bl 2 | Adg DI ATTTIDAT
U woigd) 9, o, fawran, Ay wrg o oFeR seafe @1 A H usdl 21 s9
WIAAT BRI I 31 8RfY, SRR Yo @ i Ia= 8 aif¥e gnfl |

ISR dRTd # $ed ATl &1 M (Importance of Raw Materials in Production
Cost)- 59 &R &1 IURA ANTT H Ped AT Bl A8cdY0l R BT & S99 AfH
BRI Yol B AEeIHAT BT &, i Hed AT BT IAT AU H HI PHRAL, ISR
FHRAT TAT AT B IMMANTHT TR 3T T 981 H 81 ¢ |

Iare fifedt (Production Policies)- 9 e # Sadred foddl e A\ a9y # &
far ST 8 (S 9% BREEI, S a9l SeT) A7 Sdred &7 faspar 4| fagy # o
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10.

S B (G fASiell @ U™, €iex sanfe) 98l 39 AW faRy # e sriefiar ol @
JATTIIHAT Bl 2 |

ATl &1 AGRT (Turnover of Inventories)- el T |RAT # AT T UPHR BT B Fehall
2~ Pl WA, eMd W vd [ A AF & yeR &1 A 9re. ekl H
Aftaferd g 2, ord: wrifier Yo &7 uwifdd #ar g | ura: Atel Rl doi & 31T 8N
I & HH BRI Yol BT AeIHAr BT | el A O Il | St Uishar g9
T, g AT At R Sedl A Are & oRafda gmm e Affa wrer e sed
THE BT WA YR BT I 81 HH BRI ol B maedadr srf |

g Y 3d ud Afaat (Termsand Methods of Purchases)- fafi=1 Y&R &1 &ear A1
vd =g I b wdf R wXier orar @ den fhder #Er §owWRieT O 8, g9ar
PRI Yol oR g9E gedr 3| A T 9Y WR P Hedl WS (Bl Th Ad IRy H
ERIT foraT ST & ar oifte BRIl Yol @I Sfaedddl BT AR IfQ Fedr AT a9 b
IRM A= fowdl & wlder Sar @ @ »9 eriEfier got @l emaegddr grft| gde
faRed afe A1 SIR TRIGT ST & A1 BH BRI Yol $I AEeIHAT 811 o Al
ATl The WRIGT ST & AT 31t wrieie Yofl ol saeadar gnfl |

fama @1 ord (Terms of Sales)- AT AT SYR =1 T1AT & o Af¥d wriefia ol o
eI 2R Afdes afe Ate 91e 931 SidT @ @ & SR o &1 sragadmdar gl |
8 AfIRFT IUR Tl T &1 A Hrieha ol ) g9 gsar 21 Il aR agel 99d
R B WK 2 Al el o A BRI Yo @1 smaegadr gRfl |

4 Ud faba &) wal & w¥e=er (Relation betwen Terms of Purchase and Sale)- afg
A SUR TG ST & dF 89 Reafd # arvem wa &9 HRIE ISl &1 srawaar aeH
S HIeT e EXIGT Ol & de SUR g7 Sl 87| Jfe Al ddbe §97 SfaT 8 3R
SYR TRIGT ST &1 ar i &8 SR ISl @) magadal asil | 9@ SifaRed afe SR
e @) aRIeN WEl 7T IR FE B 8 oMb SUR HI HT PIAE A FHI W <A I3
ar aifde BRI Yol &1 saedadl Rl | SUR HI—AhT BT @Sy &1 W drieia Yol
R UG Tedl 2| SYR HI &I iy 31fdd dorn SUR fapa & 3@ &9 8« W) Y
FHrdefic 4ol @ erawgdar el 2| ofd SuR fImg @ Safy dor wa &) srafy &w
B WR 31d wrfefier Toft @ smawaemar gsdl 2 |

11- df®w w¥== (Banking Connections)- Ul w2 wafa df e ura €

greriq dl B gfc | R drg el & qen R el § d9f &1 fawar €, 9
IRU T e WR MY faT &1 gavem &R Adhdl & dAT AT BRI HH dhe HIYl R
Al T AHaT B | o1 VT Avermsil ® HH BRI Uofl &) snawgdar usd § |
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12-

13-

15-

I B e @ 9FT=g <X (Normal Rate of Expansion of the Business)- TR
H @O qul § FqA™” BT e dR—ER B 8 der f[Je™ & |- sriehd ol
@) 3MaegHd H gt Il B A & e 1 ) 19 erfehia o @ o @
BRI ATAT BT YT H wPHAS B Ahl T U FIAT B ABT B AT
JFfaRad srRifa Yol @1 gfd o™ & gAfdanT gRT @R &1 Ok 8 olfdd afe fert &1
AT F$1 81 dl 39 oIy gl SrRiEle 4ol & ga=el 3 |reAl o &1 ST+ 912 |

ARG I=ardda- (Business Cycles)- &adr &1 A= @i A [oRAT ISl @
S ol g A=< & @b A1 |qfferd €1 i =y ®1 < wrE g | ed bRl
UGl @1 IMaeadhdl Usdl &, UR=] Fadrd doil (Boom) a1 H=l (Slum) @1 &3 # &
SIS Yol o1 fawaed] H gig 81 Fobdl & | doll bla H AERIGAT g <<l AT ©
& fffa w1 &1 qou San ofwdr iR S orura | A8 dgar R wedr 9 59
U ¥ Foe AT HT ed 9 Sed At H gig Bt 2 Wd qeu gfg @y smem #
NG Hoal AT T AT MM Fid H IGAT BT © |3 AfIRFT HRENA goll 31
3MATARAT BN 8| AIdblel § FIAMI GBI Ao Bl 2| 39 Hqgad & URUTHEawY
Rl wRrll 9 sRiE $O &1 ve 9 s 81 oiar 2 1 A 9 Faa sai-sat
JRAT & A—T HriEid Yol @l AMaeIHar ga: SHRAT 2 |

araier fifeat (Dividend Policies)- @i ifa g ariefiar IS &1 af s v 21 aft
A A H fAART fhar Sar @ @ ¥ BRI Yol B Araedddr 8kl 8 olfd
SrTer Afdemier 3l (Bonus Shares) # faaRa fhar Sirar @ 1 &8 @rieha goh
AMaTIHT BT |

3= d<d (Other Factors)- SWRIad & IMfaRad SUHH P IA1ed Ud faavor Afoat &
A, URaET U9 Haredied? WhRI HAIfd g&fe &1 dRiRfie dofl 'R yWe gedT 2 |
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bS bl Udoel (Management of Cash)

Abs Udoel bl I (Meaning of Management of Cash)

AHe BT Y+ T 4 AR AHIA: G ] Ahs T MaeIhdrell I gid He
TG AHS BN DI AR B W AN ST 7 | ORI 9g7a & gRehior I Adbs Jawe H el
&% AT JAIGHT BT &M H A 8Y he BT AHRAdH WR BT FERY HRAL aTd B
DY DT FARAT AT, T H Adhs $ A<qdiel Ud digdial b1 &9 IGd U ATaISHdT & FAI
JABg BN B IUALAT BT FARAT BN, Abs DI & AT BT Ifgad ARG HAr iR
<A AdHe DN A FRRAT AALISHAT B A HRd g IRl Ud AMarIhal H A wfd
AT M T S UBR Adbe & Y9 | A AHe DY & qHadd W &l [eRor w==r
3R ¥ I9Y & T Ude YdTel W A0 FRA 8 BH B Hod Pl SMUHTH B b I
TRAdT U4 MRl H Aol IUd RT3 |

AbS Udotl D I&A (Objective of Management of Cash)-

NHe & Ya HI TRI I WAT & Al Pl AfHad dxd & foly dReaar gd
ARG H Ao a9 IGAT & | Gl & Ui Tl &1t s BRfY, dRefdr Sa+l &l Af¥d
gl oifeT IIeTIedT Sal € B Bl | 39 AU WRelm & U Ride Jdbs A9 HH BT
TRAAT I & HH BN TAT AN IfoiE WA a1 AfE BRI | T WRAT Pl AReAdT TG
AMETISAT H Hgeld IR REET BIAT & | 39 gite ¥ s Yaw & & g Jeed [rferRad g—

1. YA TG & ATAR Adbs [AART BT AMaIHARA BT gfed AT, AR
2. APs IY & wU H geT R & FR BT YATH T |

AbS Udoel @ PRI Al §BI (Functions or Scope of Management of
Cash)-

Jbs Ye= & [0 fhy S aTel F9Rd Bral &1 egg= =1 oMdaf d fbar <1 9oar g,
Jbs Ja+ H fhy S d7r I B Ubs Ya & &7 Bl ¥ W B o—

1. AHs &I AT T =07 (Cash Planning and Control)
2. PN BT HIAAYdd T80T Td =07 (Collecting and Disbursing Funds Effeciently),

3. JUYad A T HrRIEld Adbs AY 1 YR (Determining the Appropriate Working
Cash Balance), derm

4. 9 3ferag Adbs BT fAMASH (Investing the Remaining Excess Cash Balance)
Swad aftid yxe w1 &1 fawR gde fJaxor i uaR g
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|. rps &1 fafis= vd 9301 ((Cash Planning and Control)

AEHS U BT YIE Se B Y BT ~FAdH &0 gY M Bl IAHTH AT 81T 2| 34
Ieeg B gRi ¥ Abs RS v Td Fgevr omaegd € | e Mo | iU i
A & I JAdvg & MR Td HHI BT IRAT Ua B TG Adbg Y DI AT BT A
SRIET T4 ITAMT B FaRAd R B URhaT § & dfdh Adbs Ha=or 9 fue I8 @
A 2 5 Aps A Wi vd P b FAoH @ SR B @ € A1 8 | e e
wd = & oy 9ot afd @ forg e & rafel vd afatel & yafgam o oI €
A YATA SATaRIBAT & A0 eUBIei AT Sedlei= 8 Fhd o |

e e wd fEvr 7 FrefoRaa fAfeRt &1 ganr fear smar 2—

(1) JMIps dWe (Cash Budget)- Ade dolc Idbe A Td a0 &1 |ai0d Agaqol
ST 2 | S doic INH i & Ui e ddiel Ud giediel &l Uh G
faa=or 81T 7 |

2. gaEifoa ar—arty fafr (Adjusted Proft and Loss Method) — a8 fAf ggf a1fee Sugaa
& B OIEl A BT ddleld qardd = o T Sdl 8 139 garaifora o g1 ugfa gafern
FHEd & FAIfG S qolc A & G o B RIRT BT Adhs A<ddis T Adbs dfxalg @l
gaIfad | B dlell I Ud Y & 9al I FHR™ING dRdb Ubs NI H gaar orar & | 59 fafdr
®I b Yarg fdaroT (Cash Flow Statement) fafer st &1 SiTar 2 |

3. gafya fager fafr (Project Balance Sheet Method) — Ig fafdy ft e & E@dei= &
qarAEl & forg @i v ®§ dE. 9w 7 | 98 Y derfae $u | wErRifoa o g1 fafer
o WE F B 2| 39 Afy # goie 3 @ fory Awe B vredR e @ ey W Awel wwfRal
vd IRl —T QAT T S © | afe e <1idcdl, SRl 9 &ifde g § o I8 i
JBs AT §% 9 (Cash or Bank Balance) @1 aaad &_all & | faudid <om § g8 9y d& srfafaed
(Bank Overdraft) &1 &rdd BT ¢ |

[I. Ads ®INT &SI G ¢4 |fdaver (Collecting and Disbursion of Cash Funds)- Ji&s
DY & FUBY VG AfIAReT R R0 a’9 & foly =enm & Ade ash (Cash Cycle) & Il
AMAIH B ADS b Hedl A & HI G dABR [Ihd B Tdha agell db D gLl &
HH I GRT B | oW ITel T UG g BNl DI MMaeIHdl Hl ST © |

. gqfaa srisfia Jdas A9 &1 [eiRer (Determining the Appropriate Working Cash
Balance)- Ide PN BT HRIAYdd IS g WAIRY B & UL AT D AT
TR BRI Abs B AT B ROT BT FART M B | AR dedrelE kg g
DB Aol gRT RgiRd g1ar 21 ofed arieha Jes oW &1 fAuRkor aRares
AT (Operating Plan) T ¥R &Rar 8 | i g Fdhg 99 A IAFWR Adbs a1 39 10
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A & e Aeredr ¥ uRered Ao & A &1 Yad §9d W fBar o 9@ | A
g WY IRATA AT & AT A AfH BT & I AT ANl BT TDIei giagferar o
fafris ax fear S 2 |

V. Jps snfraa 9w &1 fafsaisi9 (Investing the Remaining Excess Cash Balance)-
AT b AT A U Gl § AMaedd Udbs A6 A 31fdd a3 § W T Jdbs A
A T | U ATHRAD ATILARATAT DI &9 H I gU AT FreTl DI e F Ho AR
Jbs Y GAT H IGAT UHE BRAl 2| 59 UBR W JfARad dbs Y &7 Ao o
faspaelia ufayforal @ R fam ST ARy R b aReran &1 wrfad (6 &= s aifsia
far S @ |

JbS Udoel d ol (Advantage of Cash Management)-

b Ugg I T BT =1 oI Ut 81 e—

Sfias ¥ad (Life blood)- I &1 AMi¥® gid wRem & fog Sies ad & 999 2 | ds
DN P AT YT Th B BH DI BT & dIagE OTal G Fdhdll & Sidid AT
e BT B el ARfAT 1) 3 arell ®H Bl Ml 3Hd HY bl ¢ |

Iqehaad drIa gsfi (Optimum Working Capital)- T %H a1 A1 GRS 6
Joic gRT 3 ®U 4 b AT Jqdl °1¢ B TP IqD Iugdd [AFIRT 3ferar
e B i 3g ARy anfe & Fawel aRe BRiRld Yol B AJdhead Refd U &R
AhT B |

JAds Ydrel H deAT ¥ fAR=avar (Continuous Circulation of Cash Inflows)- J&s
FJqard & foIv Sfiae Yo BT 2 | 79 dRg IRR @& TR WBH B U Iad &l Jarg IRR
& T AT FRR g1 YEAT A1fdy e afe 98 IRR @ fEA o W A w6 oar § 99
TG qd B Ol ) Sl 31 e HT Yalg AqAR & T &3 § FR=IRar g1 1Ry |
39 B H Abs Ja 981 ISP Bl ¢ |

[RRIT &Y INe &Har (Solvency of the Firm) — UH GRIT 2NeM &¥dT a4l 9 Fdh! &
9 8 AU TFERI BT IADI RT T B W b DI AT & & Ig a4l 99d © b
T9.RHs UG ERT G H Ifgdhd "A] H IRl DY IfcUdlel dAql drddleld
JATILIHARIT & oY a1 I |

a8 @rd d 9de 1 B ard gRaddl 9 Ads YaEl dI SAFGRI
(Knowledge of Other Changes and Cash Flows which are not reflected through profit
and loss account)- 98d ¥ URTTT ST o™ BN @ ¥ A1 A8l 81 & d URIdT DS

yarE faaRoT 9 ST 8 Wahd © ol goll I |
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6- 91 & 9HY "erId (Helpful during recession) — e Ua=l Jdbs BT I AFRHE BT
AT & ST Hdl b GHY GRAT B U SUE] 8 RTdT STATT AR R Fhall © |

7- GRIR WR TS gfte | fa3ar (Dynamic view of problems)- ids Ya T ®ac
gaaE dfew Wfdsr #§ 8 drel uRadl @I e H IEHR IfSUBIeT TRAT TG
UIH—YP IS Foic] Pl AV HRAT 8 T ATHRADATS & (1Y W) aeysd gaven b
ST B

8- gge =®kvur ifd (Sound debt policy) — UHTE! e U= 38 AHIA- H. TG HH DI
AMETIHAT Al BT & TAT BH BT 2N edT 31l 8l 8 \HaT R QR &l A
(Policy of trading on equity) &7 MUFTHR TKIT &% UR 0T ARE YT ®Rd FHdT iRl
@ I H 1w gfg HR AhaT B |

O- &% Adps AEHl A 3IAfFd HIredr (More efficiency with less cash resources) — &
Ug=J b1 JATdT el gRT s Adial aqT Jdbs diedial § VAT AHog Jo1-T SidT &
fRTRY R RAH b AN A U HARi &1 HaTeld $7 § W%l 8 ol @ |

10- ualgd 3dloHT 9 ufbarg (Integrated Planning and Procedures) — RIds @l
JMaegHhar dxem & @t fhaett ud vl @1 2t € o Adbs T B Ao den
D UfHATG UHIqd Bl & a1 S9APT Fherdl # T4 3T &1 AR 81T & |

b gdoel bl A (Limitations of Cash M anagement)-

JAhe Tay AR fARNa: HOR Ade T qAT JARAAD AR Jad Adbe Ta=T ARl
& U s HfATEal Scu— oY ear @ —

1. arfAf¥=a wfass (Uncertain Future)- S/9 wRenm 3+ widl fohaml @ R & a4
A 7Bl B Fdhdl & Al ADhs Ua B B FER—IHdT B DI AUeT IR 3ffdd Ioq~
FRAT B |

2- 91 @ 3rfafkea s=a @ (Factors other than recession)- &S dofc HET ol IT A=
BT Al FFAE AT & IR I8P & FdeR ¥ daald bl H R AT RISTIicd
aRac @1 A & 9ias 31 g a8 99 R I8 fdaR T8 H_am © |

3- fa<fra <919 (Financial distress) -U% el @1 2NeA eHar fa<ig ArEl & STl R
fiR e & don »Y &1 fRarferargs faxig qemdt & WRiereT 8l 2 | Jdbs Ya H B
arell g wH @ A g9ral B 9er <ol 7 |
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4- AAdbs @ DI dRTd (Cost of holding cash) —%H Adbe HIY AU U 7 IGHL SABT
fafaIST PRSP T HHT Il 8| Id: Vbs G B AR S W A dfad gFT1 © o
I AT HRb HHR™T ST FhaT o |

JqleXUl—3

fFFAforRaa FHal & IR WR Herd<ll Be HFIAT fol. BT SfF, 2005 H AT M@l & fofy
IS qolc gAY TAT S[H, 2005 & oY B! e AMTLIHARIT BT ATA ST~

(i) faspr WA, 2005 © 25000 .
A, 2005 : 20000 %,
U ¥ S, : 30000 . URHTE |

T ST fIT Fwg H B © | SUR &1 90 UREd @l & UH HeM uvErda¥id 'l ® 3R
oy R IR ff v HEH 919 |

(i) 5 U He B & oM U IRA Bg Bl ST AdGG A w6y 9§ | fgdhe faerd
@UIF—S) & forw 3 qofc 1 wuaT Ufd S &1 <X | 15000 SIBRAT Uiy #EHAT 2|

(viy fgha o & forg w9 vd 999 &1 gofe 5000 . Ui A2 & |

(vii) s & forw faieh vd o =i @ aoie 39 UaR B

Tohe ol e 4500 .
B 7500 %.
fasma = 3000 %.
PNIRIE koD 2000 %. (Bad ol g A H)

On the basis of the data given below, prepare a cahs budget of Calcutta Fruit Co. Ltd. for the
guarter ending June, 2005 and estimate its cash requirements for June, 2005: (i) Sales:

February, 2005 Rs. 25000
March, 2005 Rs. 20000
April to June, 2005 Rs. 30000 p.m.

Roughly half the sales are for cash. 90% of credit sales are collected in the month following
the month of sale and the balance one month later.

(i) Fruts are always bought for cash to avail of the cash discount of 5%. The purchases budget for
the second quarter (April-June) was 15000 basekets per month @ Rs. 1 per basket.

(iif) Wages and salaries for second quarter were budgeted at Rs. 5000 per month.
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(iv) Manufacturing and other expenses budgeted for the quarter are as follows:

Cash Manufacturing Expenses Rs. 4500

Depreciation Rs. 7500
Selling Expenses Rs. 3000
Administrative Expenses Rs. 2000 (in April and May only)
Solution:
Cash Budged
Period-Three months ending June, 2005
Payments:
(i) Cash Purchases
Less Cash discount 14250 14250 14250
(i)  Wagesand Salaries 5000 5000 5000
(iif)  Cash Manufacturing Expenses 1500 1500 1500
(1/3 of Rs. 4500)
(iv)  Selling Expenses 1000 1000 1000
(1/3 of Rs. 3000)
(v) Administration Expenses 1000 1000
(1/2 of Rs. 2000 for April and May only)
Total (B) 22750 22750 21750
Closing Balance (A-B) 2500 9250 17500

Cash requirement for June 2005 : Rs. 21750
fewforli— (1) GaT & &1a # T8 AFT A7 7 & ol 718 & UR™ 9 Adhs Y §Y T8l & |
(2) TR & Il B TUET A YBR B TE -

Particulars April May June
(Rs.) (Rs) (Rs.)
90% of the credit sales made one month ago 9000 13500 13500
10% of the credit sales made two months ago 1250 1000 1500
Tota Collection 10250 14500 15000

(3) B @I WIRY B IR—IAB! I BH & BRI AT el [haT 74T 2 |
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Ilustr aion:

Rama=g o1, ola, 2005 | T, 2005 @ @R & foly & I 3fcudicld ffAfddy giaem
AT TEd 2| o9 el @ SRM Sl YD Wby b forg fEtor el | REforRad Ty
A UG AE B A H ST & ol aifesd rfdfdey o1 1 9ard gY e doic a180—

Reliance Litd. wishes to approach the bankers for temporary overdraft facility for the period
April, 2005 toJune, 2005. During this quarter, the company will be manufacturing mostly for stock.

Prepare a Cash Budget for the above period from the following data, indicating the extent as the
Bank facilities the company will require at the end of each month:

Months Sales (Rs)) Purchases (Rs.) Wages (Rs.)
February 180000 124800 12000
March 192000 144000 14000
April 108000 243000 11000
May 174000 246000 10000
June 126000 268000 15000

(31) SUR fassa &1 50 uferd fAwa” 3rFTel 72 H a9el 81 dl 2 dAT AY 50 UfAerd 3NTel HEM
H| FERT BT %Y B VP AN yTER] YA (BT ST & |

(@) 1 3 BT JAFATT I T 25000 . & |

(a) 50% of the credit Sales are realised in the month following the sales and the remaining sales in
the second month following the sales. The creditors are paid after one month of purchases.

(b) Cash at Bank on 1% April (estimated) Rs. 25000.

Solution:

Cash Budget
Period: April to June, 2005

April May (Rs) | June(Rs.)

(Rs)
A. Receipt from Sales:
50% of Sales two months ago 90000 96000 54000
50% of Sales one month ago 96000 54000 87000
186000 144000 14000
B. Payments:
Creditors 144000 243000 246000
Workers 11000 10000 15000
155000 253000 261000
C. Balance (A-B) 31000 (-)103000 | (-)120000
Opening Balance 25000 56000
Balance in Hand 56000 56000
Overdraft required (-) 47000 | (-) 120000
Cumulative Overdraft (-) 167000
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arRIl @bl gdaoel (Receivables M anagement)-
Ul @ gdoel bl 38 (M eaning of Receivables M anagement)

‘AR AR BT Sfige Jad 2, 59 HUF P YR W Jg AShY bl Sl Fhdl 2 fob @il
e AMd & YRR H I BT § T8 AR H ARG B 2 | gaAm ufovaedt g7 # A are—gfaen
g fhd fdl wH &1 aiRcg d 81 gR&d & 81 arawig 1 € | UR=] SYR A ddd I Yol
BT U AUl 9N YT H BE Sl & 99 7 dhadd a1l & w9 H g 81l & o’ Sad
FOT & WU H QBN AIRGH B AT 2| A Al Ud ANTAl BT ATHIYdd  AKTAT FR A
HHSTR AU HRAT B YT BT 78 HEATT © |

Ul @ gdoel bl 389 (Objective of Receivables M anagement)

Ul & e BT e Seed Ul § R iR woenfErerfe amit @ uifta s @
rerar SIRgw @t AT § HH! HRd U Mfe1e fasha a-ar € 93, dleed & vl # uradl &
g BT Y Seed Ied wd ol @1 99 fivg 9@ derr ' wiel ural § faRed et @
AT o yemrg 39 aifaRed arg @ forg urd &Il &1 @RTd i Yol danTd W HH 7 |1 e
Jerg # yrel & yeRl & W Ieed AR -

o TIT AT H by HxAT
ARG ATTAl H HH BRAT

o gl # fAMANT &I srgereldd WX W §HIY &I
o faffrfora <fdr R Srfdrdy g™ urd &=AT
o GIRIH BT HIAT H HHI HRAT |

U=l @ gdoel bl 8P Al PRI (Scope or Functions of Receivables
M anagement)

gl BT Jor. SYR A d&- D SR BIAT & | 3T WA BT Ya= ARG fI9mT gRy b
ST 2| U @ e Bg A 9T gRT wdvem g AREd fher Srar & 5 fa-fae umeet
DI IYR AT &I [96T PRAT & AT SYR AT DI AR BT AEDI B RUQY &I & IFER WX
ey far. Srar 21 g9a aifaRad o1 o axgell, ot & a9 &1 erdedd Wk WG
afe & A IR fA9RT gRT 5y A 8| Uredl & U & 3f=iid Arg faWmT g1 wwurfed
HTt I AfRferd fowar Sar 8—

1. A AT & FER vd e
2- U89 ufshar &1 ey
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3- TG HTAGHl BT HedTb- BT TAqT
4- gri o1 fageryor ud o
Iboel gdoel/ forRIosIul (Inventory Management/Control)

IPboel gdoel/foRIesIuT (M eaning of I nventory M anagement/Control)

Ip] R0 T vg— Thee Jl A= O fdexr 997 € o W u=ur @ avef
FASH & oY Maead 2 & Ugel 39 S W] BT 31ef JUh—gerd AHSI T |

ATAIRS FRIBI H IFhg BT e A & oy Iucter A1t a1 IRl Aferdnr Sar
STafs AN dRemsil § W @ i dedl "dld, AgHHd Ja 9 A At afwfea faan
ST € |

39 UPR ThI I IR T¥er gRT sy fhy o9 9t fAffg S vd 59 S &l
fffa wu a% uga™ 9Tel d@l & W99 9 2 T I s Wi Ul igMfHa At et © |

fafer=r Termsty & e § enfie &) S dTell gEuRRl e 8-

1. $odl ATa g4 Agffat (Raw Material and Supplies)— AN weel & Whe & dad
HEAYU! YT &l A1 BIAT 8, Wi 9d Sculed =g Wed fhar Sar 2| sHa! rgafwarn
IUTEH Ufshar ®T a1fed B Adbal 2 |

2- srgfafifa st (Work-in-Progress)— 599 U9 ATl &1 IS &_d & off fa<ig a9 &)
FAa o) il ufthar 9 gar g i S de A1 W A aa | 9Rads & 9o A
FH TR PN IR PR T 8T T 3N AG AT ARl H BIaT 2 |

3- fafifa wrar (Finished Goods)—amaiRe =l & fofv a1 o= &1 ifiumg & Mg #re
BT & iafd Al wven § (i @ @ sfiu ST ufhar & ae Ay 3g TR
Tl | BIAT B

4- 3uivg |REE (Consumable Stores)— Tt Suvrg Wl faga & fow 981 &Rt ®
TAM 3/ TH T 9T AFd 8| SYHFT Il 3 ifurg Sares far § 99+ @
GGG FaTe § B H I arel Herqeli Ud T M F BT 7 |

fAa=o1_ @1 3ref (Meaning of Control) — Y@= @& W= H =1 3r6g &1 GO 7 a1 ereff
# fbar ST 8-

1. gPre 3fqar Hifdd a=o1 (Unit or Physical Control)

2- 7 =1 (Value Control)
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¥ AT IATEA 9N &1 YR e TG & SMaeId AT H AT DI FaweqT HRAT

BT 2, 3 9 by =T ¥ S Shls Td JIdr 4ifde = ¥ od 8| e & Yifdsd
=1 # Y, YUSRUl, Wh 1 {R&, AN, A dill eioid ¥ g9 e Sfad R saser,
s @l Afafera far Smar 28| Sefd goa o &1 s g fafrifsa ¥ )
=T @ 7, o ki yaves e =T R e 9 <t © |

39 PR b =0T BT 31ef ded A, g A gm HiHd A1 & 9=y qen sad

fafrio &1 Rafsd o 9§ g dr 2|

g g/ fa=or & Seeal & e fagell # e fhar o dear g

1.

izl goft # <yaa9 faF@r 89 (To make minimum investment in working
capital) — @ =0T BRI IOl # gFad RAFET @ e @ U ed & oy
JIAR H IMILIHAT & IHY 8 el ATl Yd AT AT @7 36 /T & | §9 8 $Ha
—IATET— A b BT AILIHARAT BT Ugel A T o SIar g iR 9@ 31wy
FaATT H Wb B R W O |

Sared gfpar & fAR=aRdr 9911¢ @1 (T o make continuous production process) —
Th] Ud7 BT U TG I SUIGH UiehdT 3 FR=IRAT &I 1Y a1 811 & | $9& foly
TH I ® Td WUSR H SUTET UfhdT & fofv aravdd Thee Pl 99110 IGT STl
21 39 WR o FuiRa axad a8 fAfa=T snaRaadntt & forg «ff wrau <@ Sirar € arfe
IUTEH UfshaT 31FaRd drelall 8 |

$I Yd & ANl Sl JAad @+ =g (To minimise Purchase and Inventory
Cost) — Th=I Uew $Hd Yd fAfi= I ARTAl I Qe AT Ud AI8 anTal 3nfe
DI ATH @ TG HY D SGedd AT & R wRar € g9 darTal B FH @ D
AII—AT Whel U FAI BT ¥ FATH & BT YA a1 1T & |

YTEdl B B! AT < 8¢ (To provide better service to customers) —H Ya=T &I
UH 32T TEHI P AT AT <A1 1 2| UKD BT ATS! WAl &9 & oIy Hed ATl T4
fAffia 711 &1 Tai Th= G SIaT © drfe ATedi & e oiedr 9 fear S 9@ |

B @ SIRay &9 & =8q (To minimise risk of loss) —wH= =01 d8aR T
a7 & §RT AT & U, AR, &3, Hapad, Biold Ud qaial $I Adb B el Feaell
B & S B W HH FRAT © | 39 3G Y b WX B[R 39 ySR A S @
&% g & SIREw T ]EATH WR W T
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B Y@ B ATaTAHAT (Need to Hold Inventories) — =il 1 aaamafs AR # b

G IR FGE] DI FIBY AN dAT AMAETAT AR 984 Bl 8l & | 39 dasa W IS
AT G H=T § T @) 2 | vr feferRad dRer 9 fhar e 8-

1.

faefa S@re @ forw (For Non-stop Production) — qaf@ #&1 # ¥h=1 7 89 W
IAEH BRI H wHEC I B Al 7, A Iedlad BRI FRTR ATe) & B [ T8
aeyd © fob gaied AT § ¥he1 @r SIY |

TSI ANTd HH B & fo¢ (For Less Ordering Cost) — @@ ATl &1 Y QYT <A
TR SRRAT BT 3MMSI ARG g8 B! Bl 2 | BIC-BIE! AT § &d ATd. $I Hd R R
Y AT 98 ST © 3T QY ANl bl HH B & o1 Ui HI=n § bed AT Bl
B B forar ST 7|

HEAT 8 UM @& felg (To take Volume Discount)— 3fe #T3T @S @1 IR FIST AN
g AR AN & INT A (P © A Wil R # #7137 8¢ &1 o™ o7 vq Afde a4
ATl &1 3 foram Sram 2

fasr @ 7 A 999 @ forw (To Avoid SalesL oses)— & & 71 H HHl 8 R I8 9» [ ©
JIe YT AT 3 A 2 fORRT fden! 2 A TR R A A 2T 3Fh: HIeT Dl SUCAERT B ThRYT B
el fagrr g 4 g2 & forg A/ T e Ui AT R ST B |

IR gadl &1 §qfad SUINT &=+ @ felv (To Use of Production Capacity
Properly)— STTe &\al &1 TG ST &3 & oy I8 mawass 2 6 Scres el
@ IR Hed el P ISR W G4 [ S B8G MMHRABAA Pl &4 H & §Y P
ATl BT JATT YUSR QT ST 2 |

ATHRAHATS BT AT S =g (To Meet Contingencies/Unforseen Circumstance)—
AT H T W FGEI B AR ITBRAEGARe O AT @ SMYddbdiai B
g<ald, uRags & ArM! @) gedre, 3MgRt # FHH M &1 FHAT A & I g1 2 |

IgHe ATURI BT &H YT &)1 =g (To Get Advantage of Favourable or Sudden
Opportunities)— Fh-& &I T AET ARRAT P AqdHel AR BT A o« & forg Iy
RN B | AT AT UEHI & MY WHR TR bl ¢ | el IRt &1 ks &1 &
3TaERT BT AT Hhll 2 |

favs1 SR va wrfa g (For Window dressing and Goodwill)— | # Ui wheel
IHH I BT 91T & AT B IFD! e B gfd BT 3ol DI N ad Il & |
T D] AT YA @ IR ERT BT SUYad aftid ot UTd BId E—clfh sravaedr

31 TR IT Whe BT GUBT 81 i @ Rfd & Gven &7 A= grfvat 8 dad) 28—

1.
2.
3.

BT BT AGITD fAfTIRT
YUSRY ARTT H gl
IH P AT H BN

4. TRAAT BT BN
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