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3.1 INTRODUCTION

Financial statements, which primarily comprise the balance She_a
and profit and loss account, serve as the foundation for ﬁnaﬂcmi
analysis, planning, and decision-making. The balance Sheer
indicates the balance value of acquired assets and obligations oa,
to put it another way, the financial situation of an Organlzatlor:m
& SPecific point in time, whereas the profit and loss acc-;)ne.
Hlustrates the business's operating operations throughout f

_ in
However, not g1 essential and relevant data is included !
aforementioned statements.
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1 ordet o get the relevant and important information, the data
chownt it the tinancial statement must be analysed to determine
the financial strengths and weaknesses of an organization.

A fow analytical tools are available to the financial manager to aid
i finaucial planuing and analysis. Ratio analysis is one of the
primary tools. I this chapter, let's talk about analyses of financial
statement and ratio analysis,

.9 MEANING OF FINANCIAL STATEMENTS

Rinancial statetments represent two fundamental statements that
an accountant prepares at the end of an accounting period for a
pusiness enterprise. These are:

The Balance Sheet (or Statement of Financial Position) shows the
assets. liabilities, and capital as of a specific date.

The Profit and Loss Account (or Income Statement) illustrate the
results of operations, i.e., profit or loss during a given time.

Aside from the Balance Sheet and Profit and Loss Account, the
following financial statements are also created.

The Funds Flow Statement explains the rise or reduction in
working capital across the accounting period.

The Cash Flow Statement explains the changes in cash position
between the beginning and end of the accounting period.

These financial statements are the formal records of the financial
activities of a business and provide an overview of its financial
condition. For large companies, these statements are quite complex.

According to International Accounting Standards Board, ‘the
objectives of financial statements is to provide information about the
financial position, performance and changes in financial positionof an
enterprise that is useful to a wide range of users in making econonuc
decisions.’ In other words, A financial statement is an organized
collection of data according to logical and consistent accounting
Procedures. Its purpose is to convey an understanding of some
financial aspects of a business firm.

!nfm‘mation provided in the financial statements is not an end in
itself, though the information provided is of immense use. Such
nformation has to be analysed and interpreted to draw meaning of
the figures provided. The goal in analysing the financial statements
'S to assess the past performance and current financial position
‘zgd to make predictions about the future perfo.rmance‘ of the

Mpany. The users of these statements should dig deep into the

"{ : . B - - = b3
; ia brovided and analyse everything before arising at any economic
18lon,
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3.3 OBJECTIVES OF FINANCIAL STATEMENTS S5

The following are the key goals of financial statements,

Providing Information for Economic Decisions: Usersg of

mie Declsions: finang
statements must assess an or ;alﬂf,a 1011'S (,c).pd(/]ty to prod

S u
and cash equivalents, as well as the Umchpcss z.m.d pre dic?;z gﬁ;e.‘
of that production, in order to ma.ke BEOROMIE .dccxsmns. In the ¢ ity 2
this ability establishes an organization’s ability to pay its Works
and suppliers, pay interest, pay back debts, and distribute Profitg
its owners.
Providing Information about Financial Position: The eCOnom?i
resources that a company controls, its financial structure, itlfs?t
liquidity and solvency, and its ability to adjust to changes ip tpo

v

environment in which it works all have an impact on its financia)’

situation. .
Providing Information about an Enterprise’s Performance:
Another crucial goal of the financial statements is to
information about an enterprise’s performance, particularly its’
profitability, which is necessary to evaluate possible shifts in the
financial resources that are likely to be in control in the future,
Providing Information on changes in Financial Situation: In
order to evaluate an organization’s investing, financing, and
operating operations throughout the reporting period, the financial’
statements offer information about changes in the financial status
of the business. The user may use this information to evaluate t_hE_
firm’s capacity to produce cash and cash equivalents as well as thg?
requirements for using those cash flows.

3.4 NATURE OF FINANCIAL STATEMENTS

The financial statements provide a summary of the accounts ofé
business enterprise. According to The American Institute &
Accountants, financial statements ‘reflect a combination of recor deé
Jacts, accounting conventions and personal judgements an th;i
judgements and conventions applied affect them materially’ Thus, "=
data exhibited in financial statements are the results O o
combined effect of (a) recorded facts; (b) accounting conventi®
and (c) personal judgements used in the application of accou? E
conventions. daf-
(8) Recorded Facts: The financial statements show the ch‘ﬂla;sh«j
drawn from the financial accounts. For example, items like € .

hand and at bank, cost of fixed assets, salaries paid, et .
- facts recorded in the books. | Ctea;‘f‘é

(b) AC°‘°“nting‘ Conventions: Financial statements ar¢ affec”
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7 ent by the various accounting concepts and conventions

a]arge :mple': because of going concern concept, fixed assets are
for €% ' at cost and not at their market valye. Similarly, due to the

/6C0 on/of conservatism, the stock-in-trade is valued at cost o

Ket price whichever is less.
r
m:personal Judgements: Although an accountant js guided by
c

S ting concepts and cpnventions in preparing the financial
acC ments, he has to exercise personal judgement in many cases
Sta'tfh affects the financial statements. For example, an accountan’é
::Sl 1o decide whether to use §traight line method or written-down
ol method for depreqlatmn of fixed assets. Similarly, an

ccountant has to make a judgement whether-to provide 2% or 5%
:S provision for bad and doubtful debts.

The financial statements data is the result of the combined effect
of the above three factors. _

3.5 USERS OF FINANCIAL STATEMENT ANALYSIS

Information contained in financial statements is useful to different
categories 'of users of financial data. These are managers,
shareholders, creditors, Government, auditors and other interested
groups. Uses of financial data for each of these are briefly described
below:

1. Management of a company is interested in its financial
condition, profitability and progress. It uses a number of
methods, tools and techniques available to it to analyse the
financial data. Such analysis is used by the management to
exercise control over the business and to make decisions to
run it more efficiently.

2. Shareholders are the suppliers of basic capital to run the
~ business. Such capital is exposed to all the risks of ownership.
Shareholders are interested in the profitability, dividends
declared and market value of their holdings. The current
carnings of the company determine both dividends and market
value of the shares. In other words, shareholders mainly

© analyse the profitability and long-term solvency of the company.

Creditors include short-term creditors like bankers, trade

creditors and also long-term credit grantors like debenture-

holders anqg financial institutions, etc. All creditors are mainly

‘terested in the short:term and long-term solvency of the

“OMpany. They are also interested in the profitability because

lgr °fit is viewed as the primary source for payment of interest
? loans and debentures.
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haser of Business: Any person interested i, th N f
Purchas .
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3.6 SIGNIFICANCE OF FINANCIAL STATEMENT AN

Financial statement analysis performs the essen

converting mass data into useful information.
financial information serves many
below:

i

" over g Number of

. qurch 4
ine concern analyses the financig] Statep "Chay
gfat:rnglci):;gits real vglue. tIt ;nsic:saig ‘?,zsessmenteg;sttn
financial and operating SHERg aknesgeg of tﬁ: |
business. |

: Financial statements are used g
Goven:nrg;'? 1c:l.epl;lrr}cflnents, like I.ncc?r_ne Tax, Saleg TZx ’v%rm}ls |
govern tc., to determine the tax liability of the oy, any, sy
g;lsti};., gf ;uch financial statements qf companieg
industries, the government f:letermlnes tax
export policy and industry policy.

+ Un
oy s ren
Policy, lmporg
Other Interested Groups: Financial statement analys;g o
serves the needs of many other user groups. For cxamp, |
workers’ trade unions analyse the financia] )

i Statementg ty
prepare ground for collective bargaining, to claim bonus, ete

ALYSI§

tial functigp of

Such analys
and varied purposes, as describef

e

Profitability is a measure of the efficiency and success ofa

business enterprise. A company which earns profits at 2

higher rate is definitely considered a good company by the

potential investors. The potential investors analyse t.he‘j
financial statements to judge the profitability ‘and earnig

. : nad
capacity of a company so as to decide whether to invest in&
company or not,

Liquidity of g business
shortterm liabilities, wh
creditors, like trade ¢
assessment of liquidity b

Solvency refers to the ability of a company to meetétsrs a
term debts. Long-term creditors, like debenture-hol ebeforf;
Tnancial Institutions, judge the solvency of a Compan%’tabili@;
any lending decisions. They analyse company’s pl‘zu !
years and its ability to generate

Tepay their claims.

nagement and Performance of

dged by analS’sing its financial S

i e oy - OfC
e Panyismiot the only measure 0!

ke &1
reditors and bankers, ma

ta

4
N

I

—

: its
refers to its ability to pay gtferm"“
en they become due. Short“"4

efore granting credit to the co Iio b

[—"5N

ffic"}

tem”
orﬂpﬂjﬁf

wal” 4
- There are a number of ot E
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7:";,,,_,__»~*the Operational efficiency of management. Financial
» judge < tells whether the resources of the business are being
alys!

an 1d, - the most effective and efficient way.
use

rer-firm comparison: A comparative study of financial and
Inté?”

5. ating efficiency (?f Fliffercrnt firms is possible only after
op€! - analysis of their financial statements. For this purpose,
pro'Pelalso necessary that the financial statements are
it qlli tained on a uniform basis so that financial data of various
¢

firms are comparable.

Forecasting and Budgeting: Final?cial analysis is the starting
oint for making plans by forecasting and preparing budgets.

Knalysis of the financial statements of the past years helps a
eat deal in forecasting for the future.

3.7 LIMITATIONS OF FINANCIAL STATEMENTS

It is a general impression t‘hat financial statements are precise,
exact and final. But sometimes these statements conceal some
very important information. As such they suffer from certain
limitations. These are discussed below:

1. Effect of accounting concepts and conventions: Various
concepts and conventions of accounting affect the values of
assets and liabilities, as shown in the Balance Sheet. Similarly
profit or loss disclosed by Profit and Loss Account is also affected
by these concepts and conventions.

2. Effect of personal judgements: The financial statements are
influenced, to a certain extent, by the personal judgements of
the accountant. For example, the amount of provision for bad
and doubtful debts depends entirely on the judgement and past
experience of the accountant. Similarly, an accountant has
also to make a judgement about the method and rate of
depreciation for fixed assets. There are numerous instances
when an accountant has to exercise his personal judgement in
which there is an element of subjectivity. The quality of the
flnancial statements thus depends upon the competence and

Integrity of those who are responsible for preparing these
Statements.

fe i‘(’)‘:;ding only monetary transactions: financial.statements
A only those transactions and events which can be
which sed in te?rms of money. But there are many facto.rs
e are qualitative in nature and cannot be expressed in

o i:}t’hterms. These non-monetary factors do not find any
e financial statements. For example, efficiency and

mo
- pla




met Analysis

Financial State
Mﬁs"
Joyalty of workers; personal reputation ang j
managing director of the company, adVertisem;nte 1 _
company, etc., are not capable of being eXpre;lt policygof the
S :
ed in fthe

terms and thus find no place in financial st k
though they materially affect the profitability ;‘ftementS Ongy

. . e
4. Historicalin nature: Financial statements disc] a busines\;e“
is basically historical in nature, ie., it tells Whato}?e data\v}li"
as ch

in the past. These statements do not give future pr};?ppene i
Ecﬁo

s human resources: NO business can pro
rce. But financial s o OSPer wig,
tatements do nog ; oy

hichis avery important asset fora Cly,
Sln€s
s,

5. Ignore
an efficient work fo
humanresourcesw

6. Ignores social costs: Apart from earning a fair
investments, a business has certain social respore'F m
Financial statements do not make any attempt tonslbﬂitie.
social cost of its activities. Examples of social CShOW the
manufacturing company are air pollution, water ost of 4
occupational diseases, work injuries, etc. Pollutigy

3.8 PRINCIPAL TOOLS OF ANALYSIS

Meaning of Analysis and Interpretation

Analysis of financial statements means to critically examine the
composition 0 ount appearing in the financi

statements. In other words, analysis means breaking up of a
amount into 1its elements so that a particular element may be
correlated to another and significant relationship may be established
between them and conclusions may be drawn on the data presented
in financial statements. Such an analysis makes use€ of various
analytical tools and techniques to data of financial statements 308
to derive from them certain relationships that are significant an
useful for decision making. In the words of John N Myers; ‘Finanad
statement analysis 1S largely a study of the relationships among
various financial factors in a business as disclosed by @ single sgtt);
statements and a study of the trends of these factors as shown ™"

series of statements. ’

Interpretation is dete
or conclusions with ré
 between the items correlated. i
Thus, financial statement analysis converts the mas® of ¢
useful information which is always in scarce supply ',I by
the.strengths and weaknesses of a business underté tgat ;
various techniques, such as ratio analysis, compar ative S ok
etc. Such analysed information is used by manag®

f an item or am

rmining the meaning and drawing ilntionshq
gard to the results of significant ©° ¢
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7 . westors and others to form judgement about the operating

. 1 " ey e
creditors and financial position of the business. Thus, financial

formance is helps in evaluati i
pe tement analysis n€Ip uating a business performance
sta

r(rjling to some specific objectives.

ccor
aiﬂanci 4l statements should be rearranged for analysis in order to

. interfirm comparisons and to show the relative importance
m 4impact of different data 1ten_13 In respect to time periods. Logical
anlati onships should be 1_taken into account while rearranging the
g; a. The following techniques are applied while analysing financial

‘ Statements: :
Comparative Financial Statements

;_ common-size Financial Statements
m. Trend Percentages

v. Ratio Analysis -

'y. Horizontal and Vertical Analysis

In horizontal analysis, financial date of two or more years of the
company is presented horizontally in a number of columns in
comparative form. Comparative financial statements and trend
percentages are types of horizontal analysis.

Vertical analysis covers a period of only one year and analysis is
made on the basis of one set of financial statements. Common size
financial statements and ratio analysis are the techniques employed
in vertical analysis.

I. COMPARATIVE FINANCIAL STATEMENTS

One of the key instruments for horizontal financial statement
analysis is financial statement comparison. It has been observed
that the two most crucial financial statements are the balance
sheet and the profit and loss account. These financial accounts
clude very valuable and significant information for a certain
Year. However, such information becomes more useful if it is
‘“mpared with the data shown in the financial statements of the
zzg‘flous years. This type of financial statement comparison, is
of t\f‘fed by placing the balance sheet and profit and loss account
the do Or more years side by side and examining the variations in
ata over time,

Th | _
Stal‘i:, “OMparison of financial statements means that t-he ﬁnan(:{al
ments of 5 company for any year are compared with financial

at :
ﬁlla?:? Ots of the same company for earlier years. Comparative
ang i Statements take the form of comparative balance sheets

om . '
Paratijye profit and loss accounts.
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This is called ‘tnterfir COMPQrigop - Paryg

Nt are

Advantages: e e
analysis of the following: } ) g
i E . o o

Comparative statements assist the analysy o ﬁt“te-alr

. ,.‘ " 'l
formance by showing trengg ; une g

»? exrY
company’s P
manufacturing costs, profits, etc.

Comparative statements canalso be_used 10 compara Compye i
performance to the ,mdustry average or other firmg This Py
identifying the firm’s weaknesses so that APPTroprigge Ny
action can be performed. COrmeey
Disadvantages: The comparative financial statementy it
the following weaknesses: z”;
Interfirm comparisons may be }rzlisleading if the firmg i
terms of size, age, and apcountmg; practices, such as im:en:
valuation and depreciation. X
o Comparing different periods might also be misleading if thepe
been changes in accounting practices, inflation, recessiony, g
Steps to perform Comparative Statement Analysis: "
Step 1: Calculating Change in INR/Rupee Amounts _
Rupee Change () = Current Year Figure - Base Year Figure
If we measure the amount of the change between 2024 and 303
the Rupee amounts for 2024 become the “base” vear figures. Th
the previous year will become the base year.

Step 2: Calculating Change as a Percentage

R

Rupee Change

P = X
ercentage Change Base Year Figure x 100

Comparative Balance Sheet

A comparative balance sheet has two columns for the dai Qf \
original balance sheets. A third column is prepared © \hm;“
increases and decreases in rupees in various assets and h!‘“ ;‘l 4
Afourth column s generally added to show percentages ol ncTE

and decrgases. Thus, there are generally total four c@
comparative halance sheet.
ILLUSTRATIONS

lumns !

From the

v DAk
following ; . ~omparalive =
Sheet: 1‘9W111g Information prepare a Compa ,
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nalilci22124' Prepare a Comparative
, position of the conceri.

W 31 March, 31 March,
| pa 2024 ) 2025 [3)
W ‘2*,88,000 6,00,000
Debentures - ,00,000 3,25,000
qundry Creditors 2,55,000 1,17,000
pank OVerdraft ' 7,000 10,000
rotal Liabilities and Capital 3,62,000 10,52,000
plant and Machinery 1,00,000 2,00,000
[and and Building 3,60,000 5,40,000
[pvestments 2,70,000 1,70,000
qundry Debtors 1,00,000 88,000
Cash in hand 32,000 54,000
| Total Assets 8,62,000 10,52,000
. Solution:
Comparative Balance Sheet :
Particulars 2024 (%) | 2025 R) Change o Change
Absolute )| }
EquityShaIeCapital 4,00,000 6,00,000 2,00,000 D
Debentures 200000 | 325000[ 125000 6%
SundryCreditors 255,000 1,17,000 138000 | (412
BankOverdraft 7,000 10,000 3000 4286
Total Liabilities
and Capital 8,62,000 (10,52,000 1,90,000 | ~ 22.04
PlntandMachinery 100000 | 200000 1,00000 100
'andandBuilding 360000 | 540000 180,000 G
Iestments J70000 | 170oe0|  @0oced | BT
Sundry Debors 1,00,000 88000 (12,000 (12)
e e 3000 | 54000 po0| A7
m:::tsisets 8,62,000 |10,52,000] 1,00,000 | 22:04
Follow; ol _
2023 Ng is the Balance Sheets of Threadline Ltd. for the yea%”s
Balance gheet and explain



Balance Sheets as on 31st March (3)

Liabilities 2023 2024 | Assets 2023 2024
Share Capital 3,00,000 4,00,000 | Land & Buildings 1,85,000 1,35,000
Reserves & Surplus 1,65,000 1,11,000 | Plant & Machinery 2,00,000 3,00,000
Debentures 1,00,000 1,50,000 | Furniture & Fixtures 10,000 12,500
Long Term Loan 75,000 1,00,000 | Other Fixed Assets 12,500 15,000
Bills Payable 25,000 22,500 | Cash at Bank 10,000 40,000
Creditors 50,000 60,000 | Bills Receivable 75,000 46,000
Other Current :
liabilities - 2,500 5,000 | Debtors 1,00,000 1,25,000
Stock 1,25,000 1,75,000
Total 7,17,500 8,48,500 | Total 7,17,500 8,48,500

sisApuv 7oWia3DIS 1p2oUDULT
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Solution:. Balance Shect of Threadline Ltd. for the ve ey
comp Y 03 8, 2024 © years ending

gistMafc’” — 2023 (7)] 202
M (112024 ?) | Change P Changs
: |Absolute %)
Wapﬁal: )
EqujtyShareCapital 300000 | 400,000 1,00,000 2
eseriesSurplus 1,65000 | 1,11,000 (54,000) B2.73)
rotal BQUity 4,65,000 (5,11,000 46000 9.89
ebenes 1,00000 |  1,50000 50,000 D
ngtemLoans 75000 | 1,00000 25000 3
current Liabilities:
BillsPayable 25000 22500 (2,500) (10)
Craditors 50000 | 60,000 10000 2D
Other Current Liahilities 2,300 5000 2500 100
| 7otal Current Liabilities 77,500| 87,500 10,000 12.9
Total Liabilities »,52,500 |3,37,500 85,000 | 33.66
Total 7,17,500 |8,48,500 | 1,31,000| 18.26
Current Assets:
CashatBank 10000 | 40,000 30,000 0
BillsReceivable 75000 | 46000 (29,000) (9
| Debtors 1,00000 |  1,25000 25000 5
Siock 125000 | 175000 50,000 D
Total Current Assets (a}3,10,000 |3,86,000 76,000 | 24.52
Fixed Assets:
Land&Buildings 185000 | 1,35000 (50000 | (703
Pant&Machinery 200000 | 3,00000 1,00,000 D
 umiture;Fitures 10000| 12500 2500 .
OtherFixed Assets 12500 15000 2500 2y
Total Fized Assets (b) 07,500 |4,62,500 55,000 | 13.49
.zz‘::ﬂ\ﬁ‘ise—t?(a)ﬂb) 7.17,500 |8,48,500 | 1,31,000| 18.26
“FIpretatiop

;9) 10 the comparative balance sheet of the company in 2024 shows

n

..-ﬁnabi cTease in fixed assets of ¥ 55,000 (13.49%)
1o and share capital showed
001 €spectively. So, the company pul chas

an increas€ o

where as long term
f¥ 75,000 and
ed fixed assets out
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et funds. So, there will be no chany
term e

of long-

Cilpitﬂ!‘ : e Qe ) Qs ,
(2} Current asscls showed an increasc of 24.52% and Cash
{2) Current asst

300%) stock also increased by 3 50,000. Current 1iabilities 30’00
(300%) st . 10’000 (]2_9%)_ So, the company vauired y OWe'k

an increase oiy N Sy o Clips
qssots from long-term fund. The liquidity positipn imum’"
FE TR ‘ pr ove

considerably. _ d by 3
(3) Reserves and surplus were decreased by ¥ 54,000 (32,79,

the company might have utilised the reserve for the ig
shares or for the payment of dividends.
The overall position of the company is satisfactory.
Comparative Income Statement (Profit and Loss Ac count i
An income statement shows the net profit or net loss resultiy :
the operation of a business for a definite period of time. A Compagr;t(') 3
income statement is prepared to show the net profit or loss fol'v
number of years in comparative form. By comparing inco;
statement for two or more years, it is possible to obserye th:'
progress of a business. 1
A comparative income statement contains the same columng
the comparative balance sheet and provides the same Wpe:d‘
information. E
i wi_
Illustration 3 e
From the following information prepare a Comparative Income:
Statement:

) So.
Sue of bOnt?-

Particulars 31-3-2024 (3) | 31-3-2025 [l
Sales 10,00,000 8,00,000
Cost of Goods Sold | 6,00,000 4,00,000
Adm. Selling and
Distribution Expenses 2,00,000
Other Incomes 40,000
Income Tax 1,20,000

Solution: ‘

Comparative Income Statement for two years 202@61 e-‘f'
Particulars | 2024 (%) (2025 ) Change %Chanlgj}%
= - Absolute (%) | '

1000000 | 800000 | (200000

I(;essf CostofGoods Sold | 600000 | 4,00,000 (200000
osPoit | 4o | 400000 | M

‘ - gExpenses; S fovisi s T
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2,00,000 | 1,40000 60000 | @000
: 200000 [ 2,60,000 60,000 2060
1t
(]j:;lcﬂ-jnoom¢s 2 3(?,(;.88 2 2(())’888 . e
th,xproﬁtbcforetax A U, 40,000 1667
; ,&qs;mcomCTax
sopometProf 120000 | 1,40000 20,000 1667
yeprofitafterincomeTax | LD | 140000 20000 | 1667

(stration 4 -
he following particulars pertaining to Wish Ltd. you are

| from t i
. ifquire d to prepare a comparative Income Statement and interpret

the changes:

[particulars 2024 (%) 2025 [3)
| (Gales 58,000 65,200
| cost of Goods Sold 47,600 49,200
| Administration Expenses 1,016 1,000
| Selling Expenses 1,840 1,920
| Non-operating Expenses 140 155
Non-operating Incomes 96 644
| Sales Returns 2,000 1,200
Tax rate . 43.75% 43.75%

Comparative Income Statement of Wish Ltd. for the years 2024

r_fand 2025

| Particulars 2024 (%) |[2025 {) | Change|% Change
: Absolute )

pris 58000 | 65200 720| 1241
Wi 200 | 1200 Go| 4000
 cles 56,000 | 64,000 8,000  14.29
;G 88:Costof Goods Sold 47600 | 49200 1,600 336
%h;:ss Profit (a) - 8,400 | 14,800 6,400  76.19
:,OPeraﬁngEXpenses | .
?%emng“SUahmExmn&s 1016 | 1,000 (19 (157
B wo| om| B e
4 Peratmg
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Expenses (b) 2,856 2.920 \\‘\\8

| <y 1

Operating Profit (8) - ﬁb) 5,544 | 11,880 o \2

i Hon O | ) 6,335 4

Add: Non-Operatnglacomps % 614 Uqy,!

5640 12524 &548 570-83

Lesst Non-OperatingExperjses 140 | 155 o 120
| 15

Net Profit before Tax 5,500 | 12,369 6,860 1y

LessTax 2406 5411 ’ 1243

| 3005 y

Net Profitafter Tas 3,004 | 6,958 3864| 1o

200 L 124y

Interpretation |
gl) There is a modest increase in sales. While gross

Lz?m‘eased, returns have come down by 40%, thich_ iSSales haye

sign. It points towards increased acceptability of the cinlllealthy

pany

products and customer satisfaction.

(2) The rate of growth of sales is considerably higher than th
of growth of cost of goods sold. This has resultedin a handsonferl?e
&

in gross profit of the company.

(3) There

is a marginal fall is administration expenses and g

marginal rise in selling expenses, which do not affect the overal
financial position of the company significantly.

(4) There is an

abnormally high rise in non-operating income

However, it can be attributed to the low base of the previous year
The increase in operating profit without considering the now

operating income has been impressive.

(5) The net profit before and after tax h
rate, since the tax rate applicable to both t

Both the figures have doubled in 2025.

(6) The overall profitability of the company is mor
[I. COMMON-SIZE FINANCIAL STATEM

common-size fi
] statement in whic
d as a percentage of :
s 100 per cent al ea
such a_S

| analysts:
well

Common size statement or
type of comparative financia
financial statement is expresse

total. The appropriate total is taken a
ion of this 100 per cent.

1ent or Vertiea

is shown as a proport

also known as 100 per cent Staten
size statement may be prepared for

statement.

ENTS
nancial sta

balance sheet as

h each item’
the appr°

AC ‘
5 iﬂcor.q

ave increased at the saml
he years is the same

e than satisfactory

tement 18’

nof th
ral
h ite!
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87 ‘"}féizc palance Sheet S

&0 mo | sie palance sheet, each item of asset is ghowy

no of total assets and each item of liability shown g
: ﬂg‘; ercentage of total liabilities and capital
Fown afotal assets). In o.the’r words, the total of the ag
ame as" bilities and c:apn.tgl is taken as 100 per cent g
> pofha the assets side as well as liabilitieg side

qppeari?gon of the total of 100.
o o

tatements are useful for evaluating the performance of the
e?e *s by considering each component Separately in comparison
busmeover all numbers presented. These statements also make it
to the ' assess performance over a number of years and enable
easier . .ons with data from peer companies in the sector which
coIIT;IS’ with the analysis of relative efficiency. :
he

gustration 5 .
ference to Illustration 1, Common Size Balance Sheet is

and capity] 1Jl
(which is the
S¢ts and algq
nd each item
is shown ag

gfg&;zd as follows:

golution:

common Size Balance Sheet |

rticulars 2024 (3) | 2024% | 2025 (%) | 2025%
of Total of Total

 BquityShareCapital 400000 [ 4640 [ 600000 | 5703

Debentures 2,00,000 2320 3,25,000 08

SundryCredlitors 255000 | 2058| 117000 | 1113

BankOverdraft 7000 | 0% 10000 | 0%

Total Liabilities and

Capital 8,62,000 | 100 [10,52,000 | 100

PlntandMachinery 100000 | 1160| 200000 | 1901

Landand Building 360000 | 4176 540000 | 5133

Imestments 270000 | 3132| 17000 | 166

SurdtyDebtors 100000 | 1160 8000 | 837

Cashinhang 2o | 3m| o0 | SB

Total Assets 8,62,000 | 100/10,52,000 | 100

P
~Tocedure of Preparing Common Size Balance Sheet

é‘;:}lfrir‘:e to.tal of the balance sheet as 100 per cent. Then express
€xam le M in the balance sheet as a percentage of total of 100. For
isy 4%6' In the above Illustration, equity capital on 31 March 2020

0,000. Total of the balance sheet on this date is ¥ 8,62,000.

|



Financial Statemel A"“‘{’fji el |
We can now calculate percentage of equity capital in t, - 83
per cent as follows: ta] ofloé

4,00,000

Equity Capital = m
calculation of other items in the balance sheet ; 1
S Magy

x 100 = 46.40%

Similarly,
For example:

2,00,000

I T = 0
Debentures 8,62,000x 100 = 23.20%

1,00,000
Plant and Machinery = g e9 000

x 100 = 11.60%

As on 31 March 2021, each item is calculated as a pe
£ 10,52,000. For example: Percent

Eoud . 6,00,000
quity Capital = 10,52,000

age Of

x 100 = 57.03%

o 5,40,000
Land and Building = -"‘“—‘10 52 000" 100 = 51.33%

In this way each and every item is calculated.

B .
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interpret the same,

W‘y“‘s
; eparc common size b'll”w‘””“»\\
'pl I‘ ance Sheets m

Solution:
Commomsize B

alanc

e Sheets of Viv

31.3.2025 (in¥ ‘000)

(1) There is n
o change in the cu
liabilities were decreased. rrent assets in 2025

comna 3

&) 'IPk:in. solvency position is good
A | : i
ek ?0 change in the cash position.

ek Ltd. for the yeqr
endl

n

g

partiouars | S22 31320
- — (%) | % of Total F)‘N
Capital&Reserves: °°fT0ta1 :
Equityshare capital 1,200 129 1200 |
Preferencesharecapital €00 65 60 124 |
Reservesandsurplus 1,800 194 2150 62 |
Long-term debts: 409 |
Debentures 400 44 40 |
Current Liabilities: 4
Loan 1470 158 1310 ?’
Creditors 3190 sl 2 S|l o0
' 2
g 4620 1 4610|  a)
Provisions 630 67 60 7
Total Liabilities 9,290 100 9,650 ¥ |
Fixed Assets: ’ Ey’
Netblock 2,130 230 2290 el
Current Assets: |
Cashandbankbalances 730 78 70 76
Debtors — ] -
e 1,660 178 1950 02 |
| o 3840 413 3550 37 |
ercurrentassets 780 85 70 80
7010 754 7010 Ty
Total Assets ' ’
9,290 100 650 100 |
Interpretation ’ 2 —

put CUffeﬁgf

(2) The ¢ i
current assets are more than the current liabilities: S0y thc
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8 e assets were increased by ¥ 1,60,000 (0.7%). 1t may be

n The 4 that fixed assets were purchased from working capita]

asSU financial position of th -
The overall fin P € company is good,
(5) _son Size Income Statement
m . _ .
co ement is similar to common size balance sheet. In the

. stat
This size income stfeltement, total sales figure is taken as 100
d each item is then calculated as a percentage of sales

gustration 7 . ;
ce the data given in Illustration 3 to prepare a Common Size

}icome Statement.

golution:

common Size Income Statement

WMS 2024 (%) | 2024 % [2025 (3) |2025 %
of Sales of Sales

Gales 10,00,000 | 100.00 |8,00,000 | 100.00

Less: Costof Goods Sold 6,00,000 6000 400,000 5000

Gross Profit 4,00,000 40.00 |4,00,000 50.00

Less:OperatingExpenses | 200,000 2000 | 140000 1750

NetOperating Profit 200,000 2000 2,60,000 250

Otherncomes 40,000 400 20,000 2350

Net Profit before tax | 2,40,000 24.00 |2,80,000 35.00

Less:IncomeTax

(50%ofnet profit) 1,20000 1200 | 140000 1750

| NetProfit after tax 1,20,000 12.00 |1,40,000 17.50

Procedure of Preparing Common Size Income Statement

Total net sales figure is taken as 100% and then each item

pearing in the income statement is taken as a percentage of

tsgles' For example, in the above illustration, sales of% 10,00,000 i-n
€ year 2024 are taken as 100 per cent. Then cost of sales is
Culated as a percentage of sales as follows:

Cost of gaods sold
Saleg

To
% Profit a5 4 % of sales =

C_alcu.l '
slmila:]y

x 100 =

6,00,000

4,00,000
10,00,000

10,00,000

x 100 = 60%

x 100 = 40%



Illustration 8

:1.
years 2024 and 2025. Convert them into Common- 3
ent on the profitability. 3
Income Statement of XYZ Ltd. for the year ending 31st March )
Particulars 2024 (3) 2025 (3) [Particulars 2024 )| 2025(R) |1 2
To, Cost of goods sold 11,90,000 12,30,000 | By, Gross sales 14,50,000 | 16,30,000 ?‘?
To, Administration %
expenses 25,400 25,000 | Less: Returns 50,000 30,000 ;
To, Selling expenses 46,000 48,000 | By, Net sales 14,00,000 | 16,00,000 ?l_‘
To, Interest 3,500 3,880 | By, Interest and G,
dividends 2,400| 16,100 |}
To, Net Profit 1,37,500 3,09,220
Total 14,02,400 | 16,16,100 | Total 14,02,400 |16,16,100
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uon
W 2024 (1)2024 (%) | 2025 7)[2025 (%]
| W 14,00,000| 100.00 |16,00,000| 100.00
(s Cos! of goodssold 1190000 8500 1220000 7658
aross Profit (2) 2,10,000]  15.00 | 3,70,000 23.12
o mmﬁng(;;{p(mﬂisi
Mminisimi.ion CAPENSES 25400 181 25000 156
slling expenses 46000 329 48000 300
Totaloperating |
expenses (b) 71,400 510 | 73,000 4.56
operating Profit (a) - (b) | 1,38,600 9.90 | 2,97,000{ 18.56
Add: Nm{,pgratmgm(mne 2400 017 16,100 100
1,41,000 1007 3,13,100 1956
Less:Non-operating
expensesandinterest 350 025 380|  ox
Net Profit 1,37,500|  9.82 | 3,09.220| 19.32
Interpretation

(1) The cost of goods in the year 2024 was 85%. It was reduced to
76.88% in 2025 and as a result the gross profit increased from 15%
in 2024 to 23.12% in 2025.

(2) The operating expenses were decreased from 5.1% in 2024 to
4.56% in 2025. So, the operating profit shows an .increase. -

(3) The net profit in 2024 was 9.82% to 19.32% in 2025. The net

 profitactually doubled during period. The profitability of the concern
8 satisfactory. 4

L. TREND ANALYSIS

Trend Analysis is a statistical technique that tries to determine

future movements of a given variable by analysing historical

trends, In other words, it is a method that aims to predict future
¢haviours by examining past ones.

Trenq Analysis Guidelines

* The trend ratios should be calculated only for the items which

4v¢ a logical relationship with one another.

The financig] statements of one financial year should be selected
iy a base statement, and financial items of that year should be
A5signed a valye of 100.

. ;I‘ o
E hen, trend ratios of subsequent years’ financial statements

a
¢ caleulateq by applying the following formula:
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A
.

Trend Ratio = T8

i

Absolute Figure of Financial statement under stucy

Absolute Figure of same item in base financial statcmu{t %109

» Tabulate the trend ratios for analysis of the trepg over

The trend ratio is calculated for major financig ite Petigg
financial statements to arrive at conclusions for imPOrtanTs In th,
ixternal factors such as government policies, €Cconomje Sifhar}ges
shifts in the distribution of income, technological advan uatmns:
population expansion, shifts in habits and tagteg egements
occasionally have an impact on the trend. Trend al’lal c., Mgy
straightforward method that doesn’t require laborioyg YSIs g ;

. ) Compl-Itati()ns

Trend Ratio study the financial statements of g company gu..
number of years. In other words, it is an extension of hgﬁze”
e, |

analysis to several years. Under this method, a representatiye

is selected as the base year and the values of items in the baseyea]

are assumed to be 100. Then the relationship of each iter, inyeax

subsequent years is expressed as a percentage of the same itenf];:

the base year. This means, when an item is expressed ag 100 al

other values expressed in term of the base year will reflect in trénd

upward or downward, in relation to 100. Any year may be taken ac

the base but generally the starting or initial year is taken as the

base year.

Trend Ratio may be used for both Balance Sheet and Profit and Loss

Account.

Advantages

¢ Trend Ratio analysis is of immense use in making a comparativt
analysis over a series of years. '

e It is easy to identify changes and interpret the same becaust
percentage figures disclose more than the absolute figures.

Limitations .

The analysis through trend ratios is subject to the following

limitations:

¢ The trend ratios are incomparable if there is inconsiste
accounting policies and practices. '

* The price level changes are represented in trend ratios:

* The trend ratios must be studied along with absolute dat
correct analysis.

* . While analysing the trend ratios, non-financial data cading
be considered; otherwise, conclusions would be m13

ney if

a for

ta should alst

e



Cost aﬂd Management Accounting

90

lustl"‘tion 7 Ny ion. i
1 . followmg mformatlon,‘ interpret the results of operations
Frommanufacturmg concern using Trend Ratios. Use 2021 as the

0

W 2021 }) 2022 (%) 2023 (%)
Pe—"" | 50,000 75,000 1,00,000
sales 40,000 60,000 0
© srchases , : 72,000
penses 5,000 8,000 15,000
ot 5,000 7,000 13,000
golution:
ms 2021 2022 2023 | 2021 | 2022 | 2023
(2) (%) ()| (%) | (%) | (%)
foales | 50,000 | 75,000 |1,00,000 | 100 | 150 | 200
purchases | 40,000 | 60,000 | 72,000 | 100 | 150 | 180
gzpenses | 5,000 [ 8,000 | 15000 | 100 | 160 |300
Profit 5,000 | 7,000 | 13,000 | 100 | 140 |260
Working: /

Sales - Base year — 2021

| 75,000
For 2022 Sales growth = 50,000 X 100 = 150 %

. 1,00,000

F —— = ww =
For 2023 Sales growth 50,000 ¥ 100 = 200 %

_Purchases
Base year — 2021

For 2022 Purchases growth = il x 100 = 150 %

| 8r 40,000 ?
4 72,000
tor 2023 Pu ] = ’ = ) 9
,, rchases growth 40,000 % 100 =180 %
“Xpenses |
39.83 year — 2021

8,000

5000
15,000
5000

or
2022 Expenses growth = x 100 = 160 %

x 100 = 300 %

l\Or 2 : g
i <023 Expenses growth =
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Profit

Base year — 2021
7,000
For 2022 Profit growth = cony ¥ 100 = 140 %

13,000

For 2023 Profit growth = —5‘60_0‘ x 100 =260 %

Illustration 10
From the following data, calculate trend percentages (2027 . ., .
base): as the

Particulars 2021 2022 ﬁm
Cash 200 76240 1\&)
Debtors 400 500 650 v
Stock 600 800 700
Other current assets 450 600 . 750
Land 800 1,000 | 1,000
Buildings | 1,600 2,000 | 2,400"
Plant 2,000 2,000 2,400
Solution: _ |
Assets 2021 (2022 2023 |2021 |2022 | 2023
(%) (%) (%) (%) | (%) | (%)
Current Assets '
Cash 200 240 160 100 120 | 80
Debtors 400 500 650 100| 125163
Stock 600 | 800 700 | 100| 133|117
Other current
assets 450 600 750 100| 133|167
Total Current '
A.ssets 1,650 [2,140 2260 | 100| 130 137
Fixed Assets |, ’
;al?f' 800 |[1,000 1000 | 100| 125|125
Pl‘: ‘i_hﬂgs 1,600 [2,000 | 2,400 | 100| 125[1%0
nt 12,000 2,000 | 2400 | 100| 100|120
Total Fixed
Assets ‘ | 9 il
4,400 15,000 | 5800 | 100| 114 ,13}/
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' gfz’// ALYSIS \rw-w\p\_,\,,\ A"“‘“M-—\.\ﬁ_m\'m{
.- OAN

. e th ost effcctivg and widely utilized methods for
one 'erpl‘cting ﬁnanCI{H statements is Ratio An
an W the numbe'rs- in the financig] accoun
on ho . Ratio analysis is useful for analysing
anot e, ;jmce and forecasting its futyre. R
‘_ d parties to assess specific fg
ce, including shareholders,
t, and analysts.

Ot analyging
alysis, 1t focuseg
ts relate tq one
a Company’s historicq]
atio analysig enableg
lacets of g Company’s
1erforman Investors, creditors, the
overnmen isi ‘
| Jlysis and decision-making, the accounting ratios provide g
Fozm rifiable link. It offers a foundation for both intra. and inter-firm

by risons. Only when the ratios are Compared to base period

| a .
?Z?;(i’ industry ratios, or standards will they be useful.

‘The ratio analysis cqncentrates on the interrelationship among
tne figures appearing in the financial statements. The ratio analysis

helps the management to analyse the past performance of the firm
and to make further projections.

Ratios normally pinpoint a business firm’s strengths and weakness

in two ways: '

« Ratios provide an easy way to compare present performance with
past. ‘

+ Ratios depict the areas in which a particular business is
competitively advantaged or disadvantaged through comparing
ratios to those of other businesses of the same size within the
same industry.

1. Meaning of Ratio and Ratio Analysis

A ratio is simply one number expressed in terms of another
number. In other words, a ratio expresses mathematical relationship
Dbetween one number and another. For example, the ratio of 200 to
100is €xpressed as 2:1 or as 2. Thus, aratiois calculated by dividing
one figure into another.

Example: Gross Profit = ¥ 20,000 Sales =X 1,00,000

Gross Profit 20,000

= = 0.2:1 or
Sales 1,00,000

Ratlg of gross profit to sales =

e i i . . .
tir;tam' ratios between two numbers covering a definite period of

Year is five times a
Year are expressed as a rate, e.g., stock turnover is five tim

An g0 . 4
3 ' i mati i 'ween
two g unting ratio shows the mathematical relationship betw

'®S which have meaningful relation with each other, e.g.
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ofit and sales, net profit and sales, Currept 9

oross pr
St ASsety

current liabilities, etc.
In financial analysis, a ratio is used as an index o o
evaluating the financial performance of a firm Thedstic fy
accounting figures contained in the financial Statemen; absolut;
be very meaningful. S gy R |
For example, a profit of Rs. 5,00,000 may look impreSsiv
performance of the firm cannot be judged without Compz' Bm the
net profit figure with the total amount invested to e TIng thie
If this profit of Rs. 5 lakhs have been earned on an inVestmelS Profy
1 crore, then the ratio of net profit to total capital emp10yeér€ of Ry,
(5 lakh + 1 crore) x 100 = 5% which is not a reasonable re 18 ony
capital employed. turn g
On the other hand, if the same profit of Rs. 5 lakhg are
an investment of Rs. 20 lakhs, the ratio of return on capital inyeg
is (5 lakh + 20 lakh) x 100 = 25% which looks quite impressiveS i
much better than 5% which is the earlier situation. Thi:nid
because greater the rate of return on capital employed, the highei
is the firm’s rate of profitability.

2. Interpretation of Ratios

and

car ned oh

(1) Comparison with Ideal Ratio: No single ratio may be used t
derive any conclusions. It should be compared to a commonl
accepted optimum ratio. For instance, a company’s current ratiois
determined to be 1.5:1. The management is not guided by this ratic
when it comes to its liquid position. However, it is widely acceptec
in the financial community that a current ratio of 2:1 is optimal
This is regarded as the optimum ratio, and comparing the actud
ratio of the aforementioned firm to this ratio will show thatit¥
unsatisfactory. Every kind of business has a set of ideal ratios tpa
are used to compare the ratios of individual firms and draw practicd
conclusions. A
(2) Comparison with Previous Ratios: A company’s Curltent ;ta::]
can reveal a pattern when compared to its previous r?tlos.iuaum
demonstrate if the company’s performance and financial Sihis Wi
haV? improved, declined, or stayed the same. If necessary: ction®
assist management in implementing corrt‘lctl"et.zl of
1;?3: lt;?lr;aiy , the company can calculate its average r?r; averdd
ree to five years and compare it to the indus ;

i ‘ atios
£1AS§IStance of Some Related Ratios: If some relatedoihe rat?
maenbmto account, the analysis and interpretatio? of $ s curt®

ay | eco;net more significant. Assume that a company

.
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di cating a comfortable liquid position. However. it will
" clear picture of the business’s liquidity wher,l botlh
ovide _ d acid test ratio considered together. Because there

4 18 stock in the current assets, it is possible that the current
w a suitable liqgid position; nevertheless, this could
o W) are moving very slowly and that the liquid
ii,ﬂdl-c-a i not as comfortable as it seems. When combined with the
?"P"i;telﬁt catio, the liquid ratio provides a clear picture of the
5'5‘lci'guidity'

" comparison with Rgtios .of Other Companies: It is helpful to
4 e company’s ratios with those of other companies operating
L e industry. This comparison reveals the strengths and
f the company’s performance and position. The
9:7:111}9 arison is helpful because businesses in the same sector deal
?With similar issues. For example, if the textile industry’s overall
’ t ratio is 20% and a specific company’s G.P. is, say, 15%,

oss profi . :
it indicates an unacceptable situation.

3 Classification of Ratios

Ratios may be classified as given on the next page:

Classification According to the Nature of Accounting Statement

' from which the Ratios are Derived. These are: :

' 1. Balance SheetRatiosThese ratios deal with the relationship
between two items appearing in the balance sheet, e.g.,
current ratio, liquid ratio, debt-equity ratio, etc.

2. Profit and Loss Account Ratios This type of ratios show the
relationship between two items which are in the profit and
loss account itself, e.g., gross profit ratio, net profit ratio,
operating ratio and stock turnover ratio.

3. Combined or Composite Ratios These ratios show the

- relationship between items one of which is taken from
Profit and Loss Account and the other from the Balance
Sheet, e.g., Rate of return on capital employed, debtor’s
turnover ratio, stock turnover ratio and capital turnover

ratio. ,

Classification from the Point of View of Financial Management

9 Objective These are:
1 Liquidity Ratios to test the abili
Current liabilities. |

Capital Structure Ratios to test the long-t

ty of a firm to meet its

erm solvency of
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ity Ratios to MEASUre the efficien ey ofq

. oﬁ‘tﬁbn
4. P;nl'T yRAT'lOS(Short-term Solvency)
Ul ' ;
1. LIQ ~nility of a firm to meet its current y
qeans abillt . rent liapijs,.
Gy e therefore, try to establish a relationg
lquidity 1;;t»ilif§é‘5> which are the obligations soon
mu;mzfm:n't qssets, which presumably provide the s Ing dy
and cCurre < f ~. A W \ . . ‘ u W
w‘hich these obligations will b‘f met. In other words, therfe frop,
~atios answer the question: ‘Will the company probapyy Quiyy |
its obligations when they become due?’ € ah), a
The failure of & company to meet its obligations due '
adequate liquidity will result in bad credit ratings, loss o
confidence or even in law suits ag:alnst the company. Th
are commonly used to indicate the liquidity of b

*quuidit\\'

S |
hlp bet The ‘
eCOm- 8

meetl
10 lack o
¢ fOIIOWin ]

ratios .

Important Liquidity Ratios

i. Current Ratio

ii. Liquid Ratio/ Quick Ratio
i. Current Ratio (Working Capital Ratio) fi
This ratio is most commonly used to perform the Shorttem; |

financial analysis. Also known as the working capital ratio, thjg
ratio matches the current assets of the firm to its current liabiiitiessi

Formula: |
Current Assets
Current Liabilities
gurr_ent Assets Current assets include: (a) Cash in hand and at
Daik’ (b) Readily marketable securities, () Bills Receivable, il
(ﬁe PtTQTS 1§SS provision for bad and doubtful debts, (e) Stockin trade,’
cdur: pa;cl E3Penacs, ‘(g) Any other asset, which, in the normal’
‘C ¢ of business, will be converted in cash in a year’s timé.
by ‘:g::tsljal?ﬂities These include all obligations maturing within
Over dr;z b (S)I as: (@) Sundry Creditors (b) Bills Payable (c) Ba.nk:
expenses (g) Prosts Tax Payable (e) Dividends Payable fOutstand™®
Significa 9) Provision for taxation (h) Unclaimed dividends:
Provides :ll:e(:“u?;d Objective of Current Ratio The current ratilo:
. ul insight into the short-term financial situati® al

-

|
{

Current ratio =

v 55 dicatesz
tio 11 ot

ts curr



«-"’"'r“"‘
| *-‘f’."; Cm]\rerst’-l}’- a comparatively low current rafy
il > smpany will struggle to make its payments

bF e , e .
nat - current ratio of 2:1 is considered satisfactory. Ta'giH}

i\”“‘ﬂf} art ent assets sholul.d be twice the amount of ’
“‘"’(-ﬁt}eS- If the Cu.rrent rath is 1:1, it means that funds yiecllzi1 rgent
}igbfﬂlt qssets are Jus‘t sufficient to pay the amounts due to v . N
_‘io s and there ‘wlll be nothing left to meet the expenses irr;ﬁlclﬁ
G curl'entbf incurred. Thu§, the ratio should always be mor
L A very high current ratio is also not desirable becaus 'i
the? g idleness of funds which is not a sign of efficient ﬁnan:i;l

manﬁgemen '

The following ;s the Balance Sheet of Bharat Manufacturing Co. Ltd,

Wh, 2023:
Liabilities (%) Assets (?)
Equity Capital 48,000 |Plant and Machinery {90,000
profit and Loss A/c|12,000 Sundry Debtors 18,000
Debentures 30,000 |Stock ' 24,000
sundry Creditors 46,800 [Cash at Bank 4,560
Taxation Provision |1,200 Prepaid Insurance |1,440

1,38,000 1,38,000
data, current ratio is calculated as under:

From the above
Current Assets 48,000
Current Ratio = —— =
Current Liabilities 48,000
Current Assets = Sundry Debtors + Stock + Cash + Prepaid insurance
=18,000 + 24,000 + 4,560 + 1,440 =X 48,000
Current Liabilities = Sundry Creditors + Taxation Provision =
146,800 + 1,200 = T 48,000

i. Quick Ratio

This ratio is also known as acid test ratio or liquid ratio. Itisa more
zﬁvgre test of liquidity of a company- It shows the ab111.ty of a
| t;l Siness to meet its immediate financial commitments..lt is used
9 supplement the information given bY the current ratio.

| Fﬂrmula:
Quick Rygj - QUICK (or Liquid) Assets _
bl Current Liabilities
nses)

- Cury ' |
 ~-I°Dt Assets - inventory - Prepaid Expe€

Current Liabilities
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Quick assets and quick liabilities: The .q.u"*'k AsNets o 33
debtors (excluding bad dcl?ts) anc:l secumtle's which cay, bgdec i
without difﬁculty.‘StOf:k}s not mclL.lcied in quick aSsetgrQalecE
purpose of this ratio. Slmllarly-, prepaid ext_)en S€s are ajq, or t
as they cannot be converted into cash. Liquid or quick fxcluc] :

=y ey
refer to all current liabilities except bank overdraft, Iab]liﬁeg
Taking the data given above, calculate the quick ratjq _

Solution.
Quick Assets = Cash at bank + Sundry Debtors = 34,560 + 2 a0
,00(

=% 22,560 0
: iabilities = Sundry Creditors + Taxati Provis; |
Quick Liabilities On Provisjon =
£'1,200 = T 48,000 080
22,560
Quick ratio = 48.000
Significance and Objective of Quick Ratio Quick ratig ig a
s i aa morg
rigorous test of liquidity of a firm than the current ratio. Whe,
quick ratio is used along with current ratio, it gives a better p; i
3 e : et T picture
of the firm’s ability to meet its short-term liabilities out of its short.
term assets. This ratio is of great importance for banks ang
financial institutions.
Generally, aquick ratio of 1:1 is considered to representasatisfactoﬁ
current financial position. In the above solution, the quick ratio of
0.47:1 is not at all satisfactory because it is less than 11, On
account of such a low ratio, the business may find itself in serious
financial difficulties. ' |
2. CAPITAL STRUCTURE RATIOS OR GEARING RATIOS
(Long-term Solvency) ] !
Capital structure ratios are also referred to as gearing ratios,
solvency ratios, or leverage ratios. These are used to assess ¢
company’s long-term viability. A company’s long-term solvency
is determined by two factors:
(i)  its capacity to pay back principal when it is due and ‘_
(ii)  its consistent interest payments. To put it another Wgﬁ
long-term creditors, such as debenture holders an-d ﬁn??heil
institutions, are concerned with both the securltj./‘l st
loan amount and the company’s capacity to pay I efthé
i : ity 0
They, therefore, also consider the earning Capa‘?ft{ntereg
company to know whether it will be able to pay © of a fif
on loan amount. Solvency ratios judge the ability
to pay off its long-term liabilities.

=0.47:1
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capital Structure Ratios:

Debt—eqwty ratio
| . Pproprietary ratio
.t erest coverage ratio
v, Capital gearing ratio
¢ Debt.equity Ratio
i?‘his ratio attempts to measure the relationship between long-term
T pts and shareholders’ funds. In other words, this ratio measures
;;g:e relative claims of long-term creditors on the one hand and the
} |aims of OWners on the other hand, on the assets of the company.
iﬁ*(;‘his ratio is calculated by any of the two methods:

?Method I
Long - term debts

hareholders' funds

{E?Long-term debts include debentures, long-term loans, say from
?ﬁnancial institutions, etc.

g'shareholders’ funds, on the other hand, include share capital
|(both equity and preference) and accumulated profits in the form of
\general reserve, capital reserve and any other fund that belongs to
'the shareholders. Past accumulated losses and deferred expenditure
like preliminary expenses should be deducted while computing
'shareholders’ funds.

‘Method II

E;Debt_equity Ratio = S

Total debts (short - term + long - term)
Shareholders' funds

Total Debt-equity Ratio =

. External Equities

~ Internal Equities

Total debts or external equities include all outside liabilities, both
short-term and long-term. In other words, external equities include
'debentures, sundry creditors, bills payable, bank overdraft, short-
and long-term loans, outstanding expenses, taxation provision,
Proposed dividend, etc. Internal equities refer to shareholders
~f1fnd8, as explained in method I. | |

Significance ang Objectives of Debt-equity Ratio This ratio shows
. ‘e Ielative amount of funds, supplied to the company, by outsiders
and by owners, A low debt to equity ratio implies a greater claim of

;0 Ners on the assets of the company than the creditors. On o
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other hand, a high debt-equity ratio indicates that the ¢l4; 9g
creditors are greater than those of the owners, Almg of th ‘_
The debt, equity ratio of 1:1 is genera‘lly acceptable. Frop, 1
of view of the company, the llowe.r this ratio, the less the the Do
has to worry in meeting 1‘ts fixed obligations, This Co.mpany ;
indicates the extent to which a company has tq e Tatig algy |
outsiders for its financial requirements. In the long_terf:fnd Upoy,
condition of a business, the debt-equity ratio enjoys tﬁn Cia]
importance as the current ratio in' the analysis of hhe Samq -
financial position. Short-te
ii. Proprietary Ratio
This is a variant of debt-equity ratio. It measures the relati |
between shareholders’ funds and total assets. Its formuly ;Onshi .
s:

Shareholders / funds

Total assets

Shareholders’ funds comprise ordinary share capital, preferencs |
share capital and all items of reserves and surplus. Totg ass-fl -
include all tangible assets and only those intangible assetg whiits
have a definite realisable value. : | '-_

Significance and Objective of Proprietary Ratio Proprietary ratig
shows the extent to which shareholders own the business and thus
indicates the general financial strength of the business. The
higher the proprietary ratio, the greater the long-term stability of
the company and consequently greater protection to creditors,
However, a very high proprietary ratio may not necessarily be good
because if funds of outsiders are not used for long-term financing,

a firm may not be able to take advantage of trading on equity.

Proprietary ratio =

Example
Balance Sheet
Liabilities I | Assets 3|8
Equity Capital 1,50,000 | Goodwill (atcost) 50,000
10%Preference Capital 50000 | Plantandmachinery 1,80,000
Generalreserve 70000 | Landandbuiding | 12000 |
Profitand Loss Account 30000 | Stockintrade 60000 |
‘9%Debentures 100,000 | Investments 40000 |
SundryCreditors 05000 | SundryDebtors 300
Wagesoutstanding - 5000 | Cashandbank 15’023
| 5,00,000 500970
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t-Equity Ratio; (ii) Proprietary Ratio.

f Method I
Long - term debts

: cht,equity ratid = gpareholders funds
Debentures
uity Capital + G. Reserve +P&LA/Jc

= pref. Capital +Eq

1,00,000
= £5.000+1,50,000% 70,000 + 30,000
1,00,000 :
g ———I'F 1:3 or 0.33
= 3,00,000

o of 1:3 indicates that for every three rupees of equity, the
pee one by long-term debt. In other words, the

' This rati
e assets are three times the claims of

‘firm has raised ru
' claims of owners on th

f debenture—holders.

‘Method II
Total Debt

‘Total Debt—equity ratio = e
f Shareholders Funds
pilities 2,00,000
~ 3,00,000

~_ Debentures + Current Lia
= 2:3 or 0.67

Shareholders Funds

;r(ii)P e _ ghareholders Funds
(1) Proprietary ratio = -
: : Total Assets

000 3,00,000
_ 2T = 3:50r 60%
5.00,000

atio (Debt Service

1,50,000 + 50,000 + 70,
5,00,000

i,

énterest Coverage R
Mhie harges Cover)

Ee s Tatio i 1

bay psrtilg dl_ndmates whether the business
E - ically the interest charges:

Ratio or Fixed

earns sufficient profit to
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Formula: ;7

Interest C

=

=,

=

overage Ratlo =

Earnings before tax and interest (EBIT)

Ei;e—g};tcres;hargcs (i.e. interest on debentures and 101'18 ~term, ;
0

; ang) |/
Significance and Objective of Interest Coverage Rati, " ‘ns)

is very important from the lender’s point of view becausge j; ind§ Tatjo

the ability of a company to pay interest out of its profitg Th lcates'; s
also indicates the extent to which the profits of the Compals ratio]
decrease without (in any way) affecting its ability tq n;l Y May}
interest obligations. The standard for this ratio for gp indiet il

y is that interest charges should be covered six ¢, :tri"‘

=

2

.
-\ ¢

T

—3
_

compan
times. |
From the following, calculate the interest coverage ratio:

Profit after charging interest on debentures and tax = ¥ g o |
Interest charged = ¥ 5,000, Provision of tax =X 10,000 bt

Solution:

: Earnings before tax and interest (EBIf) 1
Interest Coverage ratio = fd
i

Interest charges 1.

|
_ 25,000+ 5,000 +10,000 40,000 qﬂi
B 5’000 - 5,000 = 8 times VI‘J‘
L

iv. Capital Gearing Ratio: L

This ratio shows the ratio of preference capital plus debentures tod
ordinary capital . Put otherwise, it is the proportion of dividendf;i#
bearing and fixed-interest capital to regular capital. ‘
A company’s capital structure is considered highly geared if this
ratio is higher. In these situations, the company’s ordinary shares
will be speculative since the rate of return on ordinary CElPit?IJ 'wﬂl;_
rise significantly as a result of a slight increase in profit. This 154
profitable but risky situation. |

o

>

Fixed Interest Bearing Capital

Gearing Ratio =

Ordinary Capital

Ehe; higher tbis ratio, the more unstable will be the o

ie:;:ause major share of the profit will be absorbed. by

i?u:tr eSt- and. preference dividend and there wil
uations in the rate of equity dividend.

2 ' i |
J . d
i ;
B : !



Cost and Management Accounting
P et

« suggest that while Comle‘Fing this rat
+ funds must be compared with preferen
|ders means that reserves and other free
It uity share capital. (But the general

to nly if they are sub 1 ;
| added oniy y stantial 1.
De"a 101,11d

t]1155 mount)- £ . ¥ g
it a "0 VER RATIOS (Performance Ratios or Activity Ratios)
TUR tios are used to indicate the efficiency with which
un? rdr ?esour ces of the firm are being 1.1til.ized. These ratios are
sets < turnover ratios because they indicate the speed with
0" a ots are being converted or turned over into sales. These
\vhich ass s express the relationship between sales and various
(ati0S: thuhi’gher turnover ratio generally indicates better use of
S?ts. ?esources which in turn has a favourable effect on the
iportant Turnover Ratiof

[nventory turnover ratiq
l. .
Debtors’ turnover ratio.
Fixed assets turnover ratio

io, the equity
Ce capital ang
reserves must
opinion is that
€. having a very

ii.
iii. -
v, Working capital turnover ratio

v, Capital turnover ratio

vi. Creditors turnover ratio

i. Inventory Turnover Ratio (Stock Turnover Ratio)

This ratio is calculated by dividing the cost of goods sold by average
inventory.

Formula:

Cost of goods sold

I s =

entony Tarnover, Ratio ~ Average Stock (or Inventory)

Where Cost of goods sold = Sales — Gross profit

R Cost of goods sold = Opening stock + Purchases + Carriage

I:Ward and other direct expenses — Closing stock

"°T38e Stock = 1/2 (Opening stock + Closing stock)

goéz Tatio thyg establishes the relationship between the cost of

C‘irri's . during a given period and the average amount of stock

Alte & 1ring the period. | | |

invento v¢ Methog. When cost of goods sold figure is not available,
Umnover ratiq may be calculated by the following methods:
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ﬁ nanCia I e e T A e P e e e
3 i e~
P s Gan W

A.-sfnmw'r"‘m ) .y
Sales ~. A0

T ) i() e N Q 3
Inventory Turnover Rat Average Stock (af selling
Sales

Ratio = :

- irnover RN et L
Or Inventory Turno Average Stack (ay Cos)

Example
: ¢ = ¥ 29,000 Purchases = ¥
Opening Stock = ¥ 29, : 2,42
¥ % 20,000 Gross Profit = 25% of sales 200 Sal |

Calculate stock turnover ratio.

Solution:
In order to calculate this ratio, figure of closing stock is '
which is not given in the question. It is thus computeq a5 foli?qulret

preparing the Trading Account: ' OWs by
Particulars Amount ¥ Particulars | Amount
To Opening Stock 29,000 By Sales 320 00;
To Purchases 2,42,000 By Closing Stock ’
To Gross Profit (Balancing Figure) 3100
(25% of 3,20,000) 80,000 ‘
Total 3,51,000 Total 3,51,000
Cost of goods sold = 3,20,000 - 80,000 =¥ 2,40,000 -
OR = 29,000 + 2,42,000- 31,000 =% 2,40,000
29,000+ 31,000
Average stock = P =¥ 30,000
Cost of goods sold  2,40,000
= = 8§ times

Stock Turnover Ratio = Averagestock 30,000
Significance and Objectives of Inventory Turnover Ratio [nventoy
or stock turnover ratio indicate the efficiency of a firm’s inventory
management, This ratio gives the rate at which stocks are Co;}vgrte
into sales and then into cash. A low inventory turnover ratio s q
?'ndicator of dull business, accumulation of inventory, m;ﬁlry
Investment in inventory or unsaleable goods, eétc. Generg it
speaking, a high stock turnover ratio is considered better :e 0
indicates that more sales are being produced by each e ot
Investment in stock but a higher stock turnover rati nr::gﬂtﬂ
always be an indicator of favourable results. It may be the¥ f.stock

a very low level of stock which results in frequent OUt-fneenﬂg
Positions. Such a situation prevents the company torr
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PP

q | 104 g demands and the company cannot earn maximum
Q‘x stom
\‘\g cl.l

. proﬁts- high and too low inventory turnover ratio may not be good
; Thus’ht;fl d be investigated further. A company should have a proper

an turnover ratio so that it is able to earn a reasonable
. yell
nve” " ¢ profit.
: ot p
0, | parg?

Lo pebtors Turnover Ratio (Receivables Turnover Ratio)
1, catio indicates the relationship between net credit sales and
ptors. It shows the rate at which cash is generated by the

f debtors. It is computed as follows:

8’& . Credit Sales
'funr; pebtors Turnover Ratio =

This
irade de

Average Debtors

The term debtors include trade debtors and bills receivable. Doubtful
A{%’ debts are not deducted from debtors. Moreover, debtors that do not
3 arise from regular sales should be excluded, e.g., a bill receivable
’ from buyer of an old plant and machinery should be excluded.

Example
From the following information, calculate Debtors Turnover Ratio:

1ui Total sales for 2021 =% 5,00,000 Cash sales for 2021 = ¥ 1,00,000
mDebtors on 1 January 2021 =% 1,90,000 Debtors on 31 December
2021 =%2,10,000

Solution:
Credit sales are total sales minus cash sales.

LS

Credit Sales 4,00,000
Average Debtors - 2,00,000

[Average Debtors = ¥ (1,90,000 + 2,10,000) =  2,00,000.

IB?j‘_Average Collection Period The debtor’s turnover ratio is usually
Supplemented by average collection period. The debtor’s turnover

ftitio together with average collection period involves the following
eps:

Debtors Turnover Ratio = = 2 times

Net Sales (Credit)
a ) No. of working days in a year
If’?ﬁllo vfllslculation of average collection period — This is calculated as

Days in the year

wWer o
;¢“§ *8¢ Collection Period = :
Debtors turnover ratio
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it De btors
- % 303 days

or. alternatively = Sales (Credit
dit sales for the year =¥ 5,40,000 Debtor
at the -

he g

o
|
5

Suppose — Cre
=¥ 90,000
Debtors i

ection period = Sales (Credit) * 20° days = 90,00 |

Average coll
5,40, 007 &
365 = 61 days. ;000 R
Thus, debtors represent uncollected accounts in respect of61 i
ayg

of sales. In this casé debtor’s turnover ratio is as follows:
5,40,000 - q
1

Debtors Turnover Ratio = “’9“0"'0' '0"'0' — = 6 times |

Average collection period may also be calculated as follows: 1

lection period = = = E‘g
Average collection P Debtors turnover ratio 365/6=61day
]

d Objectives of Debtors Turnover Ratio Th
significance of this ratio lies in the fact that debtors constitute j
of the important items of current assets and this ratio indicatesg’é
to how many days’ average sales are tied up in the amount 01
debtors. The efficiency of debt collection is also indicated by this
ratio. A higher debtors turnover ratio indicates that debts are beiné
collected more quickly. Changes in this ratio show the changesif
the company’s credit policy or changes in its ability to collect from
its debtors. This ratio is an excellent supplement to the informatior

provided by current ratio.
Fixed Assets Turnover Ratio

Days in the year

Significance an

iii. ;
which the firm is utilizing

This ratio indicates the efficiency with, :
its investments in fixed assets such as plant and machinery, ant
and building, etc. It is computed as under:
; Sales (or Cost of Sales)
Fixed Assets Turnover = ——
Net Fixed Assets ol
The term net fixed assets mearn depreciated value of fixed a8 b
Significance and Objectives of Fixed Assets Tum",",ertgﬁo
Generally speaking, a high ratio indicates efficient utfhthatth'
low ratio may sight

fixed assets in generating sales and a

firm has an excessive investment in fixed assets.
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" following figures, calculate Fixed Asgets Turnover ratiq

from 00,000 Gross Profit = 20% on sales pi |
=X 10’ ¢ e 1xed ASSQ[S _
Sa;eSQ 50,000 Less Depreciation = 50,000 Fixed Asgets ﬁ:,?)si

golutiom

It

i

o Assets Turnover Ratio = Cost of Saleg / Net Fixed Assets
00,000 / 2,00,000=4:1

" Working Capital Turnover Ratio
iv.

s ratio indicates the efficiency or inefficiency in the utilization

glivo rking capital in making sales. It is computed as follows:
- Rat Sales (or Cost of Sales)
, i over Ratio = '
Working Capital Turn Net Working Capital

The term net working capital means current assets minus current
liabilities.

significance and Objectives of Working Capital Turnover Ratio
A high working capital turnover ratio show the efficient utilization
of working capital in generating sales. A low ratio, on the other
‘hand, may indicate excess of net working capital. This ratio thus
shows whether working capital is efficiently utilized or not. This
ratio is considered better than Stock Turnover Ratio because it
shows the utilization of the entire working capital whereas stock
turnover ratio indicates only the turnover of inventories which is
only a part of the working capital.

Example

}f‘;r om the following information, calculate Working Capital Turnover
atio:

Sales = ¥ 10,00,000 Gross Profit = 20% Current Assets = 2,50,000
Current Liabilities = 90,000
Solution,

Cost of Saleg = Sales — Gross Profit = 10,00,000 - 20% =% 8,00,000

QE;OWOrIdng Capital = Current Assets — Current Liabilities =
%000-90,000 = 7 1,60,000

Cost of Sales 8,00,090.
T =
Net Working Capital 1,60,000

W()r :
King Capital Turnover Ratio=
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ial Stat
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= 5 times 10}
~

v. Capital Turnover Ratio
This ratio shows the relationship between St
eS (0
r

and the total capital employed. o]
i aes)‘

Formula: )
Sales (or Cost of Sales) 1

Capital Turnover Ratio = Total Capital Employeq
The term capital employed includes the 10ng~term liahi

of sal

total of shareholders’ funds. From this are deducteq no litjeq k-
assets (e.g., investments) and fictitious assetg lik n.Operélti dj

expenses, discount on the issue of shares, debit by
and Loss Account, etc. Thus,
Total Capital Employed = Equity Capital + Pref. Capita]
N R PR g + Re .
+ Debentures + Long-term Loans - Fictitious Assets — Non Seryeg
Investments "Operatin‘g_
It should be noted that capital employed as used ip thi :
. . 18 ratig io
computed in the same way as used in Return on Investme 0
discussed in Profitability Ratios later in this Chapter. ot Ray
Significance and Objectives of Capital Turnover Ratio Tp;
. ) : : 10 This ratig
shows the efficiency with which capital employed in a businegy i
used. A high capital turnover ratio indicates the possibility :;
greater profit and a low capital turnover ratio is a sign of insufﬁcientJ*
sales and possibility of lower profits. J
vi. Creditors Velocity or Creditors’ Ratio: o
We have seen in the above paragraph, the debtors’ ratio indicaté§
how many days it takes to recover the money owed for credit sales.
Similarly, the velocity of our creditors determines how many daygi
we have to pay them for credit purchases. Assume that the. cred;ﬁ;;
period is 45 days, meaning that our creditors grantus a credit terml
of 45 days. If the creditors’ velocity is 30 days, meaning that “{;
make payments within 30 days, it indicates that we do not ful._3
utilize the credit period that is granted to us. bl?
Suppose at the end of year our creditors are ¥ 5000, .bills,pal}’o a::lt%
¥ 1,000 and credit purchases ¥ 1,46,000, then the creditors’velo™
will be found out as follows:

ance of Prg'g{f

(Creditors + Bills Payable)
Average Daily Purchase

Creditors’ Ratio =
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408 . 1,000  Rs.6,000

4 +R "//,A.,._.-— = — = 1
3 £0/0/466 Rs.400  |>days
s
: i Rs.1,46,000
- rchases = =

o average daily PY 365 1AQD
&
oR . .
| . (Creditors + Bills Payable)
"creditors Velocity Credit Purchase IO

. 000+RS'1’OOO) Rs. 6,000

| x 365 = .
B2 500 Rs1,46,000 ~ °0° 7 19 days

" Rs. l,
| _ditors Turnover is to be calculated, it will be computed in the

IfCr as debtors’ turnover.

same W&y
‘ Credit Purchase

Creditors Turnover = average Creditors

reditors Ratio or Average Payment Period is to be calculated on
f Creditors Turnover, it will be done as follows:

(360 or 365)

Creditors Turnover

Ifc
‘the basis O

Creditors Ratio =

Ilustration 11
The following Balance Sheet of Lucky Co. Ltd was prepared on 31¢
March, 2025

Liabilities 3 Assets i

Share Capital 2,30,000 |Land and Building  {3,00,000
General Reserve [1,00,000 |Plant and Machinery |1,80,000
Debentures 2,20,000 |Debtors 1,90,000
Profit and Loss A/c|1,70,000 |Cash in hand 12,000
‘C_feditors 1,30,000 [Cash at Bank 1,88,000
Bils Payable 50,000 |Preliminary Expenses|30,000
— 9,00,000 | 9,00,000

Sal .
%S during the year 2025 amounted to ¥ 4,80,000.

Caleulate: 1y o
Ragi late: 2) Fixed Asset Turnover Ratio, b) Working Capital Turnover

Ratio, .
ol ' © Capital Turnover Ratio.
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(a) Fixed Assets Turnover Ratio .

4,80,000 wl
s §

4,80,000 s
3,(50,000'%].80,00() 4,80,000 1 time

Fixed assets = Land and building + Plant gy magl
’ ac ]in
(3]'y

Saleg

(b) Working Capital Turnover Ratio =
Net Working -
S ~aDitg)

4,80,000
- 2.29 times

e e AR T g
=

~ 2,10,000
Net Working Capital = Current Assets - Current Liabij
Ultieg

Assets = Debtors + Cash in hand + Bank Balance = 1,90,000.," e
+ 1,88,000 = X 3,90,000 Current Liabilities = ¢po 00" 120
Payable = 1,30,000 + 50,000 = % 1,80,000 Net WOrc;{ci gOré + Bij

8 Capity

3,90,000 - 1,80,000 =X 2,10,000
(c) Capital Turnover Ratio = Sales / Capital Employeg

4,80,000
—— = (0,7 times

~ 6,90,000
Capital employed is Fixed assets plus Net workin
4,80,000 + 2,10,000 =¥ 6,90,000.

Altematively, Capital employed may be computed as follows:

g capita, {

Particulars |
Share Capital | 2,30,0001f
Add: General Reserve 1,00,000
Add: Profit and Loss A/c 1:70,000?
Add: Debenture 2,20,000°

A 7,20000°
Less: Preliminary Expenses 30’000‘»‘;‘
Capital Employed A 690000
llustration 12 S:
From the information given below, calculate the following ra't ]
) Quick Ratio (ii) Stock Turnover Ratio (iii) Debt-Equity e



¥ MW
i - Assets ¥ 5,00,000; O i

110 , current ,JU,UVU; Upening Stock ¥ 5 .
W ion £ 50,000; Cost of Goods Sold 3 12,00,000-%?233'

1

LS~ = o S —

- Measured in terms of profits. Profitability ratios
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f?!, StOC . Indirect expenses ¥ 20,000; Equi ;
g 000 ; Bquity Share C
clg;tfz’og’ 100/0 preference Share Capltal 4 3,00,000a§)12t$:
100007 5,00,000; Current Liabilities ¥ 2,00,000; General
Ul 0
',.Deb:r?/e ¢ 1,00,00
o5
golutio”
Quick assets 1 5,00,000 -1,50,000
) quick rati0 = cyrrent liabilities 2,00,000 i
3,507000 = ]_751
2,00,000
. Cost of goods sold
(i) stock turnover ratio = Average stock
12.00,000 12,00,000

// — - .
T %(5o,ooo+1,5o,000) 1,00,000 12 times

Long - term debts
- i tio =
fii) Debt-equity ratlo = ‘o eholders funds

2,00,000 2,00,000
©7.00,000 +3,00,000 +1,00,000 ~ 11,00,000 B

' 4, PROFITABILITY RATIOS
 Every business should earn sufficient profits to survive and grow

of a business is

over a long period of time. In fact, efficiency
are calculated to

l‘:asure the efficiency of a business.
. Portant Profitability Ratios

i1
i,
i
" Re :

v, trn on investments

Gross profit ratio
Net profit ratio
Operating ratio and expense ratios

i, ?tum on equity
Vi, ™ings per share (EPS)

ivi
deng payout ratio
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e i

" i Raie SN
Dividend yield ratio
ix. Price earnings ratio \
Profitability of a pusiness may be measured jp oot
1. Profitability in relation to sales
9 Profitability in relation to investment.

on to sales indicates the 4

PEPEP L

viil.

ofitability in relati
profitability Moyp

rupee of sales. Similarly, proﬁtability in relatioy, \ of brog,
indicates the amount of profit per rupee inVeSted to invey, i
company is not able to earn a satisfactory returp o in assetsme‘l
will not be able to pay a reasonable return to jtg ; D inyeg,, > If;
survival of the company may be threatened, NVestopg ; xfgt’}

1. Profitability Ratios Based on Sales

These ratios are:
i. Gross Profit Ratio |
ii. Net Profit Ratio
iii. Operating Ratio

i. Gross Profit Ratio (Gross Profit Margin)

This ratio expresses the relationship between
sales. It is calculated as follows:

Gross Profit Ratio = Gross profit / Net sales x 100

Net sales mean sales minus sales returns. Gross pr fit i -
minus cost of goods sold. This ratio, thus may also bp Olit is saleg
follows: © Computed g

PSRRI SR SN ST

{
4

Net Sales - Cost of Goods sold

Gross Profit Ratio =

Net Sales _ *100
This ratio is usually expressed as percentage.
Example ,

Net sales = ¥ 10,00,000 Cost of goods sold =¥ 7,50,000

Gross Profit = Sales - Cost of - i
2,50,000 of goods sold = 10,100,000 - 7,50,900-?

Gross Profit Ratio = Gross Profit sTbole 2,50,000

i Net Sales 10,00,000
igni L 1 |
ingi?at:: a::;e and Objectives of Gross Profit Ratio Gross profit rati0
the sellizsl ¢ average margin on the goods sold. It shows Whetheg

8 Prices are adequate or not. It also indicates the exter”

to whi - :
°h selling prices may be reduced without resulting i? loss?*
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» 2 proﬁt ratio may indicate a higher cost of goods sold due
. 47055 ¢ of production. It may also be due. to low selling prices,
Aloigher coS rofit ratio, on the other hand, indicates a relatively
to;:igh Ossdpis a sign of good management. A gross profit ratio may
,zwer c0S by taking the following steps:
176 inc eg',ls cost of goods sold, selling prices remaining constant. (ii)
o selling prices, the cost of good§ remaining constant, (ii)
lﬂcreaszﬁg the sale of those goods which have a higher gross

margin.profit Ratio (Net Profit Margin)

X t : : (% 4,
i Ne « two variations of this ratio: (a) Net Operating Profit Ratio;
pere a- Profit Ratio.

ating Profit Ratio This is the ratio of net operating

er )
a) Net OP ales. Its formula is:

profit t0 net s

Net operating profit

] o . L X
Net Operating Profit Ratio Net Sales 100

Vet operating profit is the gross profit minus all operating expenses.
Ogerating expenses consist of the following:

i) Administrative expenses, like direc?or’s fges, legal expenses,
office salaries, rent, insurance, etc. (ii) Selling and dls.tnbutlon
‘expenses, like advertising, travelling expenses, salaries and
commission of salesmen, etc.

Thus: :
Net Operating Profit = Gross profit - Adm. and selling expenses.
[b) Net Profit Ratio _

This is the ratio of net profit to net sales. It is computed as:

g Net profit
Net Profit Ratio = et x 100
Net Sales

Tht‘:'concept of net profit is different from net operating profit. In
@eulating the net profit, all non-operating expenses and losses
S‘gv loss on sale of old assets, provision for legal damages, etc.) are
“Sodeducted ang all non-operating incomes (e.g., dividend income,
Crest received on investments, etc.) are added. Thus,

N . -

;é Profit = Net Operating Profit + Non-operating Incomes — Non-
3 ;atlng Expenses |

T Net '

5 Profit = Grogs Profit — All expenses + All other incomes

Ulne ‘ ‘
Profit. accountan,ts deduct income tax also for calculating the net
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significance and Ol?jectlves c?f Net Profit Ratj, n:'c‘ v
or net profit marginis the Ovelall_ mgasure of a firm’g Net p\rN~
each rupee of sales into profit. It indicates the efﬁcie~ a ihtytl ratiﬁ“
« business is managed. A firm \\.nth a high net prbrn_c A
advantageous position to survive in the face Ofu "atig i, Ny
preduction and falling selling prices. Where thg : NSinge Mg
low, the firm will find it difficult to withstang these

conditions.
Comparison of net profit ratio with other firms i the

or with the previous years will indicate the scop N
This will enable the firm to maximize its effjc;

Factors Affecting Profit Margin

While considering the profit margin, the followip,
be carefully considered.
(a) Depreciation provision: The technique of Providing g ,
must be taken into account, especially when compars & CPrecipy \‘i
. ; . Parin ac 01{
profit margin to that of other companies. Different Com OMpapys
employ various depreciation strategies. The amount ChaI;ames may
be higher if depreciation was provided on SLM thap g?d woug
charged using the declining balance approach. As g reSuli it Werg
scenario shows less profit, whilst the second scenarig Wili the ﬁrg
indicate more. The profit margin is impacted if th Seemg

- . > depreciatioﬁ‘
method is altered. All of these must be taken into account hy 1
analyst. Y the

(b) Other Incomes: Other incomes shown in the financial statemer;;»é
inflate the profit margins but it is non-operating income, Ohli

operating profit should be used to determine profitability becaus
significant other income will provide the misleading impressiop|

(c) Stock valuation: The profit is significantly impacted by st
valuation. Overvaluation of opening stock would lower the grbéi
profit margin. Both gross profit and net profit margin will increas|
when closing stock is valued at a higher price. 4

Illustration 13 ; ¥

The following is the Trading and Profit and Loss Account of XYZ Lf;
for the year ending 30 June 2024. "

ro
tYDeS Of a

€1 k

e for i Ny |
or “nprove u&tr}};
en(:y_ n'lent;

e tq

Particulars Amount ? | Particulars Am_"ﬂn,tig
To Opening Stock 38,000 | By Sales 2’50’009’5
To Purchases 1,57,750 | By Closing Stock 49,25(3%
| To Carriage Inwards 1,000 5
To Wages 2,500 L —

S



Cost and Management Accounting

14 ' |
ot |

ToZ.j 2,99,250 | Total 2,99,250
7ot - _glars Amount 7 | Particulars Amount
paI: Cxpenses | 50,500 | By Gross Profit | 1,00,000
To - ing Expenses 9,500 | By, Non-Operating
To0 ¥ Incomes (Dividend) 3,000
70 interest pal 1,000
o Net profit 42,000
ot 1,03,000 | Total 1,03,000
/
calculate: (a) Gross Profit Ratio; (b) Net Profit Ratio; (c) Net
operating Profit Ratio.
Solution:
Gross Profit 156 1,00,000

, tio= X ok (106 =40%
eross Profit Ratio™ "y igoe 2,50,000 10073
{ . Net PTOﬁt 100 425000 0

= X = ESSFE =K = -
@)Net?roﬁt Ratio Net Sales 2.50,000 100 = 16.8%
Net Operating Profit
[c) Net Operating Profit Ratio = x 100 =
Net Sales

40,000
250,000 100 =16%

;NEI‘ Operating Profit = Gross Profit - Selling Exp. — Adm. Exp. =
100,000 - 9,500 - 50,500 = T 40,000
iii. Operating Ratio and Expense Ratio

':'ehlis ’is alsP an important profitability ratio. This ratio explains the
ationship between cost of goods sold and operating expenses on

th,
?e one hand and net sales on the other.
Ormula;

Cost of goods sold + Operating eXpenses

I ahgye I Net Sales
8t of Hustraﬁ()n, operating ratio is calculat
*W : gQOds SQld. = Opemg StOCk 4 Pu.rChaSeS

by ages .
49950 - Closing Stock = T 38,000 + 1,57,750
' ¢ 1’509000

_Qper&ﬁng Ratio = x 100

ed as under:

+ Carriage Inward
+ 1,000 + 2,500 —



;Selling and distoverheads

, '»Net‘Sales
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S N L
. T i, P u
R g T o T o

Anerating Exp. © Selling Expenses + Ady N i
Operating Exy N N, I"'\W*nsm e Uk

50,800 = ¥ 60,000 X 9,500.1
1.50,000+ 00,000 210,000 ]
Operating Ratio = Wb )= ™ ’ 4
Qperating Ratwo 2.50.000 255005 * 100 - 8 |
9o,

The 849% operating ratio indicates that for every ¥ | of
operating cost is 84 paise. This means that the re ﬁl'li Net salq
is the operating profit for every one rupee of g alc; “Im

Hiustration, net operating profit ratio is calculateq an ¢ Sivey
operating ratio plus operating profit ratio is equal tq 10%)6“/, N
Significance and Objectives of Operating Ratio Ty, Per oony
ratio is the yardstick to measure the efficiency Wit(; OPeratjys
business is operated. It shows the percentage of net sq Which o
absorbed by cost of goods sold and operating expensees thaft_i
operating ratio is considered unfavourable becauge itsi A hi _15
smaller margin of profit to meet nonoperating expenses ESVest
other hand, a lower operating ratio is considered a good s‘ignn t:

Expense Ratios
These ratios present the relationship that exists between eqg
item (or group) of expenses and the net sales. It indicates
portion of the sales which is consumed by the various items o

operating cost. These ratios thus provide break-up of the operating

ratio. Same of these ratios are:
Direct material cost

(a) Raw Materials Ratio = x 100

Net Sales

Direct labour cost
{b) Labour Ratio = x 100
Net Sales

Factory overheads

(¢c) Factory Overheads Ratio = x 100
Net Sales

‘ Cost of goods sold

(d) Cost of Goods Sold Ratio = = — x 100
Net Sales

Office and admw <100

PENERROE

(e) Administrative O (8 e e e
‘ verheads Ratio Net Sales

() Selling and Distribution Overheads Ratio =

i S TS X .1 00
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‘16,‘, ‘“ ut)' R;t‘og baned on Investments
| ,1;0 “b: (urn ot
Re

furn on ~
' 2t o Inve stment (ROI) or Return on Capital Employed

(nvestiments (ROI, and

gharecholder’s Fatiity (ROE),

. mos! important test of profitability of a business. It

: o e ‘t’h“ overall profitability. It is ascertained by comparing

| mwur;tﬂ”’r ned and the capital (or funds) employed to earn it. It is
, profit & |
"n;}'zlatx:d as follows:

gelling and distoverheads
‘gol*  Net Sales
.4 ratio i8 gencrally expressed as a percentage. The term capital
: T::ployed is computed as follows:
‘ uity Share Capital + Preference Share Capital + Reserves and
other Undistributed Profits + Long term loans and Debentures -
‘ Fictitious Assets (e.g., Preliminary Expenses) -Non-operating Assets
4 Investments)
Alternatively, capital employed may also be computed in the
following way: )
Fixed Assets Cost - Depreciation + Net Working Capital fi.e., current
assets minus current liabilities and provisions)
The return on capital employed is dependent upon two factors, viz.,
filnet profit ratio, and (ii) capital turnover ratio. Thus:

(8
% 100

Profit Profit Sales

fore TN .
Capital employed Sales Capital employed

lustration 14

"r;’m the following Balance Sheet of Modi Steel Ltd, calculate
~ on Investment (ROI).

ﬁ% Amount (%) | Assets Amount )
,,ne;a] apital 5,00,000 | Land & Building 4,00,000
| enturReserve 1,00,000 | Plant and Machineﬁy 3,00,000
Credit(,rs ° 2,00,000 | Stock 70,000

50,000 | Debtors 30,000
Tote) Cash at bank 50,000
Wiy e 8,50,000 | Total 8,50,000

hey Inf°"ma )
tion: Net Profit for the year is ¥ 1,20,000 and sales




lysis
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year is ¢ l0,00,000.

Fin

for the
Solution:
Net Profit
I)= ;

Return on [nvestment (ROI) Capital employed . 1’20,000:
« 100 = 15% %
Capital employed is calculated as follows:

Particulars —_—

_\-

Share Capital
Add: General Reserve

Add: Debentures
Capital employed
Alternatively, it may also
be computed as follows:
Land and Building

Add: Plant and Machinery

Fixed Assets
Add: Net working Capital:
Current Assets — Stock 70.000

Debtors 30.000
Cash 50,000

Total Current Asset 1,50,000
Less: Current Liabilities (Crs.) 50,000 1,00,000

Capital Employed 8.000.8
Significance and Objectives of ROI: ROI is the only r;tio’ - L
satisfactorily measures the overall performance of a busines:] fr:fh
the point of view of profitability. This ratio indicates how well
management has utilized the funds supplied by the owners an
Credl.tors, In other words, this ratio is intended to measure the
earning power of the net assets of the business. The higher the ROL
the more efficient the management is considered to be in using the
fur}ds évailable. In fact, this ratio can also be advantageously us
o éudglflg the performance efficiency of different firms in differenf
industries. Management also uses this ratio for decision-making:
purposes. i
Ilustration 15

LR
irilfzrglnapmal statement of the company contains the foll
ation for the year ending 31-03-2024

owin’
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Cash 1,60,000
gundry 4Pt 4,00,000
ort term investment 3,20,000
stock | 21,60,000
prepaid EXPENISES 10,000
fotal current assets 30,50,000

| current liabilities 10,00,000
10% Debentures 16,00,000
pquity share capital 20,00,000
Retained €arnings 8,00,000
gtatement of Profit for the year ending 31-03-2024
mars Amount (3)
'521-;—(20% cash sales) 40,00,000
Less: Cost of goods sold 28,00,000
Profit before interest & tax 12,00,000
Less: Interest 1,60,000
Profit before tax 10,40,000
Less: Tax @ 30% 3,12,000
Total 7,28,000

Calculate: (i) Quick ratio, (ii) Debt equity ratio (iii) Return on
capital employed, and (iv) Average collection period (assuming 360
days in a year)

Solution;

Quick assets

| Quick liabilities

8(1)11(:1{ assets = Current assets — stock — prepaid expenses =
0,000 - 21,60,000 - 10,000 = ¥ 8,80,000

] Quick ratio =

: 8,8
Quick ratiq < 280,000 - 0.88:1
10,00,000
(i) Depyy equity ratio = Long term debts

—

Shareholders funds

5--25,00,000

s
90,0005 00 0og = 0-57:1
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fiii} Return on capital employed (ROCE) =

Profit before interest and tax

~ Capital employed M
12,00,000
by = 0
44, Oo, OOO X 100 27027 /O
Sundry debtors

(iv) Average collection period =
Credit saleg X 360 dayg 4

4,00,000
32,00,000
DuPont Analysis
This analysis was started by the DuPont Corpol—aﬁOn .

for performance measurement. A simple mode] of Dulg USAjy, ’
0 f

analysis is given in Fig. 3.1. nt ﬁnan' .
Cig

x 360 = 45 days

Amounts have been taken from Ilustratign 14. Requi: 3
ROTI = 15% as computed in Ilustration 14 - fatios gref
Net Profit 1
Net profit= — x 100 = w x
Sales 10,00,000 * 100 =129,
Sales 10,00,000

Capital turnover ratio= ———«— NN 1 Mt g
Capital employed 8,00,000 " 125

Thus:
ROI = Net Profit Ratio x Capital Turnover Ratio
Fig. 3.1: Simple Model of DuPont Chart

[ROI = Net Profit Ratio x Capital Turnover Ratio

~ NetProfit
T —s— T 1 %1,20,000
NetProfit ‘230 0
Ratio 12% -
) : ales !
~710,00,000
| ROl (15%) A X —
T cales
— , %10,00,000
Capital Tumover —
~ Ratio1.25 ol En %’M

Fig. 3.1
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190 on ghareholder’s Equity

1 Retflﬂ; ned by business owners; thus, they are natura]
St 18 . the return on their investment in the company’z
ot 'of; . This is measured by return on shareholders’ equity.
opefa - am ount f’f money owned by shareholders is referred to as
he holdefs’ equity. Paid-up equity -share capital, preference
(tal, TESETVES, surplus, etc. are all included. “Value of Net

hare ”9}153’ nother name for shareholders’ equity.

rn on capital employed measures the profitability in
Th .Zn 1o funds supplied by both the owners and the creditors,
this ratio measures the profitability in relation to only
W e funds. So, it is also known as Return on Proprietors’ Funds or
1 Rme on Owners’ Funds or Return on Shareholders’ Investment.

his ratio establishes the felatio‘nship between the net profit
'available to equity shareholder and the amount of capital invested

' py them-

‘Formula: | & '
Return on Shareholder’s Equity Capital

 Net Profit after interest taxes and preference dividend
| x 100

1 ~ Equity shareholders funds
Net profit for the purpose of this ratio is taken after dividend payable
to preference shareholders, if any. Equity shareholders’ funds
include equity capital, reserves and other undistributed profits.
Since they bear all the risk, equity shareholders are the company’s
true owners. Therefore, a more thorough analysis of the Return on
Equity (ROE) is required. The DuPont Analysis, which divides the
ROE ratio into its three crucial parts, accomplishes this. These
three elements of performance evaluation are equity multiplier,
asset turnover, and profit margin.

Du Point Analysis

?OE = Net Profit Margin x Asset Turnover x Equity Multiplier

€.

ROE = w Sales Total Assets

X X :
Sales Total Assets Equity

Net :
’howpvgr,Oﬁt wmar Asset turnover ratio assesses
| ; ity multiplier serves as

i he DuPont Analysis,

gin shows profitability,

Mpan ;
Mak;, Y an raise its ROE by keeping

n .
4 8 effective use of all of its assets, and using the most leverage
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possible. The comp‘any must loqk at. these i lay
performance metrics if the. ROE declines in order tg 5 e finan
cause of the decline and implement correctiye measetermineep !
e Return on Common Equity: Preference Sha"ehold Ureg. th.
shareholders are two different categories of Sharers &
firm. It was found that the previous ratio could ;holde_.rs l‘ll
return accessible to both kinds of stockholderg Hete ine ltlh
ratio shows the profit available to only equ; e S.h owever’ th“
relation to capital invested by them. The divizreholders
preference shareholders must be subtracteq from tt;-lnd
this purpose. All reserves and net profits that itEan e o
equity shareholders are included in the equity ShcceSSible o
funds, in addition to the paid-up equity share (:<':1pita1""\r eholderg‘

()
Ue ta
Proft 4

Net Profit After tax = :
Return on Common’s Equity = . Pref'DW'
Equity Share Capital X 100

The ratio is important, as it indicates profitability of 4 firm frq 4
viewpoint of real owners who are ordinary shareholders whoni,th:
all the risks of business. It signifies the success with ,which .;
management has been able to earn enough returns on fund
supplied by the proprietors. i
Significance and Objectives of Return on Shareholder’s Equi
This ratio shows the profit percentage for equity shareholders, A
high rate of return on equity shareholders’ funds is favoured by
investors and a higher market valuation is placed on such shares}
This ratio is used for inter-firm comparison, to judge the comparative
profitability of different firms. 1

vi. Return on Total Assets 1
The return on total assets implies how the funds supplied by botf
owners and creditors are utilised in business. Thus, it measurey
the overall profitability of the business. The assets may be (1) T°t
Assets or (2) Fixed Assets or (3) Tangible Assets.

Return on total assets (ROA) is computed as below:
Net Profit after Taxes < 100 ‘
: Total Assets ' o5
Amounts have been taken from Illustration 14. Requ1red ra

RS'17201000
=
" Rs.8,50 000 X 100 = 14.12%

Return on Total Assets =
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122 g per share (EPS) T S
n

- par res the earnings per equity s} e i

AP easu : Yy share, i.e., it meagyre

i rai‘i‘cabilit}’ of the firm on a per share basis. It is calculated a:
pro

5
follo® Net Profit after taxes - Preference dividend

e —

s e e,

.ngs PEF share = No. of equity shares

. e of the most commonly quoted and widely publici

g P? ;5 :; - anting Standard (AS) 20 - Earning Per Sha};*ephailgzsrc:
fatlos'man datory in nature by the Institute of Chartered Accountant
madgia Accordingly, each company should show earning per share
of Indid- t and Loss Account. EPS is commonly studied by potential

0 s profit and Loss ACCOUTE 2 Sammon]
i for making investment decisions in share market.

investor . o
i pividend Payout Ratio (Or Payout Ratio)
vl ') . .

. dicates the percentage of equity share earnings distributed as
gixl;idends to equity shareholders. Its formula is:

| Dividend per share
pividend Payout Ratio = g iho her share (EPS)

1; Dividend Yield Ratio

pividend is declared by a company as a percentage of par value or
p value or a specific amount per equity share. Dividend yield

paid-u
ratio is:
Dividend per equity share

Market price per equity share

This ratio is important for those investors who make investment
decisions for the purpose of earning a reasonable yield on the
amount of investment.

& Price Earnings Ratio (P/E Ratio)

This ratio is the market price of shares, expressed as multiple of
tamings per share (EPS). Its formula is:

bividend Yield Ratio =

Market price per equity share
PIE ratio = = price per equity

; Earning per share
I:g ratio guides investors to decide whether to buy shares of a
?9’&?3' or not. For example, if earning per share of a company is
63 its market price is ¥ 63 per share, then its P/E ratiois 7 (1.e:.,
Sever? ?) +In other words, market price of every rupee of earning 1s
Purch, ‘mes. Accordingly, an investor can decide whether to
3¢ share of a company with a P/E ratio of seven.
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[lustration 16 :
I e the summarised Balance sheets. yq o
Wi

The following a&r
to comment on
(1) Changes.in the
liquidity ratios.
(2) To comment on
assets and earnings per

To comment on the capit

the profitabﬂity with the help of ret
share. . u
al structure of the company 4

liquid position of the company with ¢,
e hel ',"»
P

Ton o

I(i)lp of Proprietary Ratio
Net Profit after interest a.nd taxes are I 30,000 apg . i
respectively. Rate of taxes is 50%. 35,00%‘
Balance Sheets : 1
[Particulars Note No. 2023@%
[A] Equity and Liabilities: “\(?)
[1] Shareholders’ Funds: ;
(A) Share Capital:
Equity Shares of X 100 each 1,00,000 1,50,0003
10% Pref. Shares of ¥ 100 each 50,000 50,000:
(B) Reserves & Surplus:
Reserves 2,00,000 1’50’000, |
[2] Non-Current Liabilities:
12% Debentures 1,00,000 1,00’000»3
[3] Current Liabilities: ;
Proposed Dividend 20,000 20,000'1 |
Other Current Liabilities 80,000 | 1,20,000
TOTAL 5,50,000 |5,90,000 |
[B] Assets: '
[1) Non-Current Assets:
Fixed Assets (Fixed Assets |
less Depreciation) 3.50,000 | 4,90,000
2] Current Assets: Stock 1,50,000 60,000
Debtors 40,000 35,000‘ |
Cash 10,000 5,000.:
| TOTAL 5,50,000 fw
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-

| solutio"' Current Assets
et Rati® = o rrent Liabilities
w

RS-Z’OO’OOO
// =
023 = Rs.1,00,000
Rs.l,OOsOOO

e —
r2024 = RS- 1740’000

atio indicates the working capital position. There has

o2
=0.71:1

|

o

? r ) . .
:Currer;tnsi Jerable deterioration in the current ratio. On one hand
. C ’

peet? . assets have been reduce.d to almost half of what they were
Curregar whereas the current liabilities have increased by nearly
IaStyNo;maHY» this ratio should be 2:1 i.e. the value of current

4000& should be twice the current liabilities.
) aSSe .
Liquid Assets

S(B) Liquid Rati0= "~/ rent Liabilities
where, Liquid Assets = Current Assets — Stock and

Rs. 50,000 e
: = =0.5:1
For 2023 = Rs 1,00,000
Rs. 40,000
=(0.29:1

|

For 2024 Rs.1,40,000
Theliquid ratio is a better indicator of liquid position of the company
'and shows whether the company will be able to meet its current
obligation due for immediate payments at a short notice. The ratio
(forthis company during 2023 was unsatisfactory and has deteriorated
to such an extent during 2024, that the company would be facing
‘”ﬁnancial crisis, if immediate corrective steps are not taken to
Improve this situation. It may be suggested that the company

:ho}ild issue either shares or debentures to improve its liquid
0sition,

Net Profit after Taxes

(C) Return on Total Assets = Total Asset X:IOO
o ssets
hangg . Re:30,000
= [ 0
RS. 5’50’000 X 100— 5.45/0

for 2094 . Rs-35,000

Rs.5,90,000 * 1007 59%%
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There has been a slight improvement in this rq;, i b |

revious year. But no final opinion can be gjyep, Comp, 3
p 1 hi R as tg w ared
ratio is reasonable or not, unless this ratio is COmpareq | hey, g

of similar companies in the industry. O the :ttl
. ) Net Profit After Tax - Pref Dy 0

(D) Earnings Per Share = No.of Equity Sharesl\ndend
Rs.30,000-Rs. 5,000  Rs.25 00g

For 2023 = 1,000 = m\ %95
Rs.35,000-Rs. 5,000 Rs. 30,000

i Rs.1,500 B 1,000 %20

The EPS has declined during the current year ag compareq 1 th

previous year, which is not satisfactory. However, normagy, . .
of T 20 may be considered to be satisfactory. Y an Rpg

Proprietors Funds

iet Ratio =
(E) Proprietary Total Assets %100

Rs. 3,50,000
For 2023 = &<.5.50,000

x 100 = 63.64%

Rs. 3,50,000 ,
= (0] E
Rs.5,90,000: 11 w0 it

The ratio indicates the proportion of funds contributed by the
proprietors. The higher the ratio, the stronger is the financial
position of business. The ratio during 2023 shows a comfortablg
position which has gone down in 2024 showing a deterioratih.
financial position. The proprietor’s funds have remained stationary
during these two years against which total assets have increaset;
by nearly ¥ 40,000. Such a declining trend must be arrested, as th;
existing position is not satisfactory.
Illustration 17
From the following statements of Prime Company Ltd. for th?éﬁ;
ending 31st March, 2024, you are required to rearrange the! ol
in the form of Financial Statements suitable for analYSlfseaCﬁ;
calculate the following ratios and state the significance o
such ratio:

(1) Current ratio (2) Acid-test ratio (Liquid ratio) (3)
-4 StQCk turnover ratio (5) Debtors’ Ratio and Debt

For 2024 =

vel

il

()perfsl'[in
ors’ T

S
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W N;te Amount | Amount |
(7t — 2 (%) (%)
” and Liabilities:
?) queholderS’ Funds:
» [II sh are Capital
[ sh Fquity ghares of ¥ 1 each 50,000
50;000 e & Surplus
& Re::’ Reserve 40,000
e Loss Afc 15,000 | 55,000
PrOtZ[urre nt Liabilities:
gle ik 20,000
OTAL 1,25,000
Bl Assets:
(] Non—Current Assets:
Fixed Assets:
{and & Building 50,000
Plant & Machinery 20,000 | 70,000
2] Current Assets:
Stock 15,000
Debtors 25,000
Cash & Bank 15,000 55,000
TOTAL 1,25,000
Dr. Profit and Loss Account for the year ending 31/3/2024 Cr.
Particulars Amount (%) |Particulars Amount (%)
To Opening stock 25,000 | By Sales 1,380,000
To Purchases 1,05,000 | By Closing stock 15,000
To Gross Profit 65,000 |
< 1,95,000 1,95,000
3 Adnl:' RS ’ Amount (%) | Particulars Amount (%)
b . I’:ll::traﬁve Exp. 23,000 | By Gross Profit 65,000
I To Finanie }’;P- 10,000
1To Neg Prof: R 2,000
1 it 30,000
65,000 65,000
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Solution: T
Current Assets Rs.5 %
- : \- ..i._,_‘ — \WS' . 5) 000

e
oo,

{1) Current Ratio = - =0 iabilities Rsf_g(’) 2 7
The standard for current ratio is 2 : 1, Whereag,th: 754
Sa

Cornpany is 2751 Slgnlfylng that fOI‘ eVery ?: 1 of . me :
the company is having ¥ 2.75 worth of current as Urreng liaﬁ? ’
affairs is quite comfortable and looking to the xfsets, The stllitié
assets mostly comprise liquid assets, it cap bact that Cua :i
company will be able to meet its current liabilitieg V:tseud atrre’i
when they arise. 1th case, ,. atl}ll
Liqui ¢

(2) Acid-Test or Liquid Ratio = quid Assets
Current Liabilities

Note that the two ratios, liquid ratio and acig test rat;
here to mean the same ratio. atio ape sed
Rs. 40,000 ‘

Acid-Test Ratio = Rs. 20,000 =2:1
This ratio indicates the ability of the company to meet it
obligations without delay. The standard may be tak; S Currepy
whereas in the case of this company the ratio is ag hiILaS L,
Hence, the company would be very easily meeting itg sgh as 21
obligations as and when they fall due. OTt-term
(3) Operating Ratio =

Cost of Goods Sold + Operating Expenses

Net Sales

Rs.1,15,000 + Rs. 33,000
Rs.1,80,000

x 100

x 100 = 82.22%|

This calculation shows that for sale of every X 100, the operating
expenses take up ¥ 83.33 leaving X 16.67 as net profits for the
proprietors. It signifies the efficiency of management. 1t is difficult
to comment on the efficiency with which the business is managed

only from this figure of 83.33%.

Comparison with the figures of othe _
and also with the past figures of the same company !

before any opinion can be given.

| | Cast of Goods Sold M P 75’ |
(4) Stock Turnover = = 00 >
. ‘ Average Stock Rs. 20,

r units in the same business
s required
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(48 opening Stock + Closing Stock

Ack = 2
oraf° 510¢
AV

00
00 = Rs. 20,000
: 05,
RS 0 '

icates the speed with Whif:h the stock is turned over,
his ratio, the more efﬁc1e1_1t is the management of
e & this particular case, the stock is turned over 5.75 times
ales Il’lhe year OF in other words the average stock is sold out

dufing; woeks (52 5.75). This may be treated as satisfactory
ithin

o ind
' ratlo

er.
urnov final opinion can be formed only after comparing this
Howevgi ‘h those of other companies in the same business.

figure
Debtors + Bills Receivables

(5) pebtors Ratio = Average Daily Sates

0
_ES,-Q,?:% =50 days
" Rs.500
Rs.1,80,000
[Average daily sales = 360 Days = Rs. 500

Note: It is interesting to note that in order to arrive at the figure of
daily sales, it is a common practice to divide the annual sales by
365. However, some suggest that it should better be divided by 360.
[fworking days only are taken into account, then the total sales

mustbe divided by 300 excluding non-working Sundays and holidays
from 365,

Alternative Method:

_ . . |
Debtors Ratig = ebtors + Bills Receivables 360

Credit Sales

- Rs.25,000
- _%8.25,000
Rs.1,80,000

=90 days

x 360

Debtors Tul‘nover N Rs.1,80,000 ——
Rs. 25,000 '
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Days |
%9_0-_——&—2—— =50 days &

Debtors Ratio= - 79

As opening debtors are not given, we have taken clog;,

instead of average debtors.

The debtors ratio or the average collection period indj |
efficiency or otherwise of the collection department. It ig anteS thé
give any judgment from the simple figure of 50 days ulfﬁcult
average collection period of the whole industry is givex’l I?less the |
is taken to be the average collection period, then this t;lgu?)O dayg
days shows an unsatisfactory credit and collection policy Te of 5

o

g debtol‘g? ,»

Illustration 18 |
The following are the Balance Sheets of Alpa Ltd. as on 31/3/20 2
By )

and 31/3/2025:
Balance Sheet if

Particulars Note |31/3/2024 | 31/3 /2025%
No. ) R

[A] Equity and Liabilities:

[1] Shareholders’ Funds:

(A) Share Capital:

Equity Sharesof 10each 50,000

7% Preference SharesofX 10each 1,50,000

(B) Reserves & Surplus:

ReserveFund —
Profit&LossA/c 5000
GeneralReserve 8,000

[2] Non-Current Liabilities:

MortgageLoan 50,000

[3] Current Liabilities: :

BankOverdraft 15000
OtherCurrentLiabilities &Provisions 7500
TOTAL 2,85,500
[B] Assets:

[1] Non-Current Assets:

Fixed Assets 1,80,500




| 80 sets: Sto . il 45000 |
000 87000

e

v
i M
| Cash and Bank Account Cr.

Cost and Management Accounting

ptor® 5000 4000
2,85,500 | 4,02,500

S —

. [ Amount (%) [Particulars Amount (3)
W [ 7,10000 [ByBaquityShareholdersA/c| 1500000
gaanceP y 650000 [ByBalanceC/f 410000
S e”ttire ac|  sm0|
Tol3°/;ﬁ prem AfC 50,000
ToSeC 19,10,000 ' 19,10,000
—
' Profit and Loss Appropriation Account Cr.
'D:rt i 31/3/24/31/3/25] Particulars [31/3/24[31/3/25
:memd S0{  2500| ByBalanceB/f| 4000 8000
{——— 50000  2500|ByProfit 20000| 12500
roPre.ShareDividend 10500 10500
ToBalﬂIloeC/f 8,(11) 5,000

24,000| 20,500 24,000| 20,500

| gales for the year ending on 31/3/2024 was ¥ 12,00,000 and for the
' jear31/3/2025%9,00,000. After studying the financial statements,
' wlculate the Liquidity Ratios, Activity Ratios and Capital Structure
' Ratios. _
Solution: The financial position of the company may be examined
from various angles:

Current Assets

Current Liabilities

(1) Current Ratio =

Rs.1,05,000

g - o9 0

Rs. 22,500

aps . Rs:1,36,000

PLiquig gy, . Liquid Assets

Current Liabilities




131":
Rs. 65,000 ¥ )

e =2.,89:1

2024 = pq. 22,500
Rs. 91,000

T =92275:1

2025 = Rs. 40,000

Looking to the liquid position of the company, it is seen th

: a
from 4.7:1t0 3.4:1, while the liquid ratiot If;rr |
S alsa

ratio has declined
gone down from 2.89:1 to 2.275:1. However both the ratigg 50/
are mOré §

than satisfactory. But it must be investigated whether th

comfortable liquid position is not due to accumulation of |
e to loose collection policy. Slow_{g

o

moving stock or du
Sales : i
(3) Stock Turnover = Average Stock 2

Rs.12,00,000 0
2024 = T1s.40,000

Rs.9,00,000

= =21
2025 = "Rq. 42,500 2 | !

The stock turnover has been calculated with the help of sales, 1n i
the absence of any information regarding cost of sales. The stock §
turnover has declined from 30 to 21 during the current year,: :
However, both the figures are considerably high. Again, it must he §
checked whether this high ratio is not due to slow-moving stock.

(4) Sales: Looking to the figures of sales for both the years, it is’
revealed that sales have declined by 25% during the current year
as compared to the last year. The matter needs to be investigated
and immediate steps must be taken to stop the decline in sales.

We now compare sales with fixed assets to see how fixed assets ar¢.
being used in business.

Sales

Fixed Assets

Fixed Assets turnover =

Rs.12
Rs.1,80,500 o

| N
2005 o —3-2,00,000 3381
Rs.2,66,500 O 5

Thls rati . . .
fixed assztslilggesjts unsatisfactory situation. The mves-trgeQOQ‘h
A5Sets has increased during 2025 as compared wit
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~ e 5
N Sy i kg

¢ :2 i, ;A"w’."__r(.;""”ﬁl-"'*.i~\"\ “ y ‘-»‘ W . .
39— ve dectined from 2 12,00,000 t0 9,00,000 which has
e saleh patio to & great extent. The matter needs to b;‘

b gpstit < There has bece ongiders bl : .
VT ors Ratio: Thew has bex b a considerably decline in sales

debtors have increased, This suggests a very
« collection policy. - .

P
A
-
k=]
D

: 5,

\ g tory ‘
s&&ﬂ““ § npute Debtors Ratio:

Nl us v o

N Rs. 12,00,000

1\ | oo Daily Sales = LT w3 g
%% B 024 Average Daily Salc 360 Days {3,333

Rs. 60,000

e T o) " » i "
Ratio = oo 3333 Lo ds

‘bebtors
Rs. 9,00,000
2025 = Average Daily Sales = "3 oo =T 2,500
' Rs. 87,000
— = 35 days

pebtors Ratio = Lo sho
;rhe ratios of two years show a very disturbing situation. The
collection period has been doubled. The collection on account of
\eredit sales for last year took only 18 days, while it has increased
I 1035 days during the year 2025, indicating a slack collection policy.
Wifthis situation is not remedied it would lead to great amount of bad

W(6) Payments: The current liabilities have been doubled during
119025 as compared with 2024. As the sales have declined, there is
no likelihood of increases in purchases, and so the increased
dereditors indicate that payment is made on time to creditors. This

¢may also result in loss of cash discount,

4[7) Returns: From both the viewpoints of Returns on Capital
Employed and dividend declared on Ordinary Share Capital, the

Situation is unsatisfactory:

Rs. 20,000

f__/lFor 2024: Return on Capital Employed = Rs. 2.63,000 ity

| =7.6%

o 2025 e

i : Retu ite b 00 © 100

P rn on Capital Employed Rs. 3,62,500 5
=3.5%

s
“arly shows that Return on capital employed is reduced to
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Ordinary shares. [
unsatisfactory. Th

p cture: The capital gearing is Ve
(srzeffgiﬂ::teaihzzucapital during 2024 was three time
phare capital and even mortgage loan was equal to
iapital. The loan has increased to.tl.lree. tll’I.leS the or dinary |
This signifies that most of the profit is <.111str1buted by way ofy
and Preference Dividend. The outside <,i€bts are in
shareholders’ funds. In 2025, the owners’ funds were 3
while the outside liabilities were I 1,90,000. Aqj these

situation of under capitalisation. To remedy this situat

be suggested that

€c
t has been reduced from 10% tq 5%. It li:red .
e reason seems to be decline in saleg totale

ry high
S the
ordin

.. ‘g
Ordin,..
shz?f
Apity)

Uggest .

: c
lon; lt Qan

(1) Efforts must be intensified to increase sales considerably
(2) The collection policy must be strict one

(3) The production must be increased, as the inveg

assets has been made

(4) Additional equity shares must be issued and m

be redeemed.
Illustration 19

Muskan Limited has been in existence for tw
important facts from its published accounts ar

0 years.
e given below.

tment in lee d

ortgage loan musi

The mos

Particulars

3,08,000 |°

 Proposed piv:
Toray, < Dividend

Note| 1st year [2nd year
No. (%) )
[A] Equity and Liabilities: |
[1] Shareholders’ Funds:
(A) Share Capital:
Equity Shares of ¥ 100 each 1,00,000 | 1,00,000
(B) Reserves & Surplus:
Reserves 10,000 20,000
Profit & Loss A/ c 14,000 [ 2,000
[2] Non-Current Liabilities:
Loans on Mortgage 1,10,000 80,000
[3] Current Liabilities:
Bank Overdraft —| 200
PrOVi.Sion for Taxation 34,000 13’888
.Credltors 30,000 ?2’000
10,000 !

40,00

&
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a ps® _Curl'ent Ass De. reciation 2
;[1]ﬂoﬂd pssets less DeP /08,000 1 1,98,000
' Fixe ot AssetS:
iz C“rr:—m-trade oo | S
toC ; 40,000 | 80,000
Y? Debw; sank Bal. 30,000 2,000
;; Cash 3,08,000 [3,40,000
| TOTAL profitand Loss Account for Two Years Cr.
: M«-"{geaﬂ Year II | Particulars | YearI [YearII
.;‘ W"f ByBalanceB/f — | 14000
A 'l‘o[ﬂt‘ireston 2400 | 480
¥ ’ ortgagem?n ByProfitforthe
{roDiet™ ok
b . 10000 | 30000 | (afternormal | 80400 | 60,800
Rﬂnunefauon running
! Topr(?visionfof 34000 | 13000 | costand
Taxﬂﬂ‘:;n ] 10000 | 15000 | depreciation)
' g?::ﬂsferto Res. 10000 | - 10000
! ——! 14000 | 2000
E 80,400 | 74,800 80,400 |74,800

¢ Net Profit before Interest and Tax

\ﬁﬁrst y

You

—’a'r';gformed that the total sales amounted to ¥ 6,00,000 in the
ear and ¥ 5,00,000 in the second year. Examine the details

from the point of view of (i) Profitability (ii) Solvency position (iii)
sales and (iv) Capital Structure.

(A) Profitability Ratios:

%(1) Return on Capital Employed =

Capital Employed

X 100

gMake such other computations as seem expedient to you and write
“a thorough over-all internal analysis of the company.

| %Solution:

¢
b

(Here Capital Employed = Share Capital + Reserves + Profit and
Loss A/c + Loans on mortgage.
Profit would be before interest, taxes, dividend and transfer to

Reserve.
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e P T

e o o i, -
S

——
- .‘\\\

1st Year = T 80,400 ~ Dir. Remuneration 10,000 Q 70 a0 183

2nd Year = ¥ 60,800 - Dir. Remuneration ¥ 30,000 « y 30,3
* nLOO)

Rs, ?70. 400
Rs.2,34,000 % 00

1st Year: Return on Capital Employed =

30.09%
_ RS.SO,SOQ
ond Year: Return on Capital Employed = -~ =27
Rs, 2,02,000 X 10q .
15.25%
Net Profit after Taxes
Owners' Funds = —— = TN
(2) Return on Ow Shareholders' Fupgg X 100
(Here the Net Profit would be after interest ang taxes
the actual return available to owners (shareholde \
ascertained)
1st Year =X 80,400 - 2,400 - 10,000 - 34,000 = ¥ 34,000 4

2nd Year =¥ 60,800 - 4,800 - 30,000 - 13,000 = ¥ 13,9q

» 50 that!
1S) can by

Rs. 34,000

1st Year = Rs.1,24.000 x 100 = 27.4%
Rs.13,000

2nd Year = Rs.1,22.000 x 100 = 10.66%

(3) Return on Equity Share Capital =

Net Proﬁt After Tax - Pref.Div,
Equity Share Capital

(Here only that profit will be taken which is available to eqll_it)"
shareholders. Thus, Net Profit = Profit - Taxes - Interest - Pref. Div)

x 100

—_ Rs. 34,000

st = ~ X = 34%

st Year Rs.1,00,000 x 100 = 34%
Rs. 13,400

2nd Year = x 100 = 13%

Rs.1,00,000

Net Profit (After ’I‘g;g)'
Sales

(4) Net Profit Ratio = x 100

Rs. 34,000
" Rs. 6,00,000

Ist Year = x 100 = 5.7%
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| Re. 134900 - 2.6%
d year g RS-S’OO’OOO
| god 41l the above profitability ratios, it seems the position
| ot to ated. The return on capital employed which was 30.099,

V;S Jeter’© rst year has dec11ped to 15.25%. All other profitability

gufiﬂg th‘f;3 deteriorated considerably.

. o ha . .
)vraﬂos hency Ratios: Tl}e.first two ratios suggest short-term
| o 501: while the remaining ratios indicate long-term solvency.
9

sol? | Current Assets
b 8 carrent R&HO ™ current Liabilities

‘ Rs. 1,00) 000
Norwr =m0
'R\ ISt . )

| Rs.1,42,000 .
ifpavear ~ Rs.1,38,000
I Liquid Assets

g Liquid RatO = "G et Liabilities

Rs. 70,000 o5
st¥ear = pg 74,000
Rs. 82,000
=0.59:1

=

=

ndYear = oy 38 000

Proprietors' Funds

(3) Proprietary Ratio = Total Assel x 100
0 ssets

- Rs.1,24,000

iStYear = = ()
Rs.3,08,000 * 1 %° ik
Rs.1,22,000

dYear = i = 0

| Rs. 3,40,000 x 100 = 35.88%

Long Term Liabilities

100

'.‘4) DEbt'E‘lUity Ratio = X
4 Shareholders' Funds

Yoy _ Rs.1,10,000 :
| Re.1.24 ogp X 100 = 8871%

MdYey, _ _Rs.80,000
: = )
1 Rs.1,2,000 X 100 =65.57%
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Profit before interest 7,»
and Tqy

verage Ratio = Fixed Interest

hould be taken before interest and

(5) Interest Co

(Note: Here Profit s
Rs. 70,400

. ——=29.33

Ist Year = "oo 2 400

Rs.30,800
2nd Year = "o 800

Comment: Both current ratio and liquid ratio have declineq e
the current year. Not only that, they are very unsatisfactOry duf“}n
the current year. Thus, the working capital position is. weqy r,Il‘ﬁ
working capital position is further burdened due to inCreaée
debtors and stock. Even the Proprietary Ratio and Debt-Equity Ratl‘ 7
do not present a comfortable picture. The deterioration ip botlo
ratios during current year is a cause of concern. Howeyer the
Interest coverage ratio during both the years seems to be satisfac tory

(C) Sales Ratios:

taXe S-)Z-

Sales
(1) Stock Turnover = Average Stock
Rs. 6,00,000
Ist Year = — = 30,000 20
Rs. 5,00,000
2nd Year = "o 45,000 |

(In the absence of any information regarding cost of sales, the stock
turnover has been calculated with the help of sales only.) '

Debtors
Deb io =
(2) Debtors Ratio Average Salos
] Rs. 40,000
ety = ——————= |
7T Rs.1,667 24 days (Average sales 1,667)
Rs. 80,000
2nd Year = Re. 1,389 = 57.6 days (Average sales 1,389)
Sal
(3) Turnover of Total Assets = cs
Total Assets
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ment Account;
A 98— 6,00,000 T nting
N 3 —— =1.95

- 3,08,000

gst Yeaf " Rs.
L | Rs. 5,00,000
i QﬂdYCar ~ Rs. 3,40,000

pital gtructure Ratios:

1.47

| 1ixed Interest Bearing Capital

...1 Gearing Ratio =

| Rs.1,10,000

i RS — 100 = 1109
Y vear = Rs.1,00,000 110%

% Rs. 80,000

e Lol
4 90d YeaT = ps 1,00,000
ital Employed & Long-term Loan =

x 100 = 80%

1) Cap
Total Capital Employed
Long - Term Loan

x 100

Rs.1,24,000 +Rs.1,10,000
x 100 = 212.73%

Jot Yoo ™ Rs.1,10,000
Rs.1,02,000 +Rs. 80,000
Ind Year = x 100 = 252.5%
Rs. 80,000

Comment: From the viewpoint of capital structure, the position
have improved during the

% to be satisfactory. The ratios

arrrent year. The final ratio has improved to 252.5% as compared

ith 203.64% during the previous year. This s€ems satisfactory.
not satisfactory.

However, overall, the position of the company is

There has been deterioration in most of the ratios duri_ng the
s are increasing; while sale

Second year. The debtors and creditor

S declining and stock is increasing All these suggest that the
Management should be put in the hands of a more efficient person.
-.,‘g]uStratiOn 20

| :U’C ULATION OF MISSING FIGURES -
Eii thefolk""’iflé.' information, make outa statement of proprietor's

ndg v
) g With as many details as possible:
i~ Tent ratio 2.5

i 1
M Liquig ratio 1.5




ta alysis |
_,,.,_;*WW :L
(i) proprietary ratio (Fixed assets/Proprietary i . 1]
iii tar) : ‘
(iv) Rescrves & s ¥ 40,000

(v) Bank over
(vi) working capite
(vii) There is no long-

tal T 60,000 ‘1‘
term loan or fictitious asset. :d'

Solution
(1) Current assets |
2.5 (given) W

Current ratio =
5, it means, current assets are 2.5 b
.0 and CUrrepg u'ﬁ

If current ratio is 2
liabilities are 1
n5-1=157 Working capital i.e., ¥ 60,000 f

Rs. 60,000 x 2.5 }
Current assets = /—1‘5’—” =% 1,00,000

Rs.60,000x1.00

(2) Current liabilities = s = ¥ 40,000

(3) Creditors = Current liabilities — Bank overdraft = ¥ 40,009

Z 10,000 = ¥ 30,000 "
(4) Liquid assets = 1.5 x ¥ 40,000 = X 60,000
(5) Stock = Current assets - Liquid assets = ¥ 1,00,000 - 60,000 =
740,000 |
(6) Proprietary funds to Fixed assets are 1:0.75. It means 0.25 of the. |
Proprietary fundsis beingused as working capital. Hence Proprietor’s 1

fund Rs. 60,000 %0 40
nds=—— =
> 0.25 #0;000 :

(7) Since reserves and surplus are ¥ 40,000, the paid-up capital will
be ¥ 2,00,000.
(8) Fixed assets will be 0.75 of ¥ 2,40,000 =X 1,80,000

Statement of Proprietor’s Funds

)

Proprietor’s Funds: Amp_lll_i_t__(?),_
(i) Equity share capital 2,00,000

(ii) Reserves and surplus 40,000
Investment of Funds: 1
(i) Fixed assets 1,80,000 |
(ii) Net current assets: i
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10 ot Sesets: Stock zg’ggg
] (7
| i ass 1,00,000
. pilities:
¢ Liab!

urr® 30,000

Ceditors 10,000 40,000
| (7 x Overdfaﬁ ’ ’ 60,000

B 2,40,000
| Wio Analysis
pdve?

od earlier, ratio analysis is one of the most important tools
al analysis. Financial health of a business can be diagnosed

ol. Such an analysis offers the following advantages:

] AS Stat ;
offinanc!

this t0 ] .
4 1. Useful in analysis of financial statements Ratio analysis

;s the most important tool available for analysing the
financial statements, i.e., Profit and Loss Account and
Balance Sheet. Such analysis is made not only by the
management but also by outside parties like bankers,
creditors and investors.

9. Useful in improving future performance Ratio analysis
indicates the weak spots of the business. This helps
management in overcoming such weaknesses and improving
the overall performance of the business in future.

3. Useful in inter-firm comparison Comparison of the
performance of one firm with another can be made only
when absolute data is converted into comparable ratios. If A
firm is earning a net profit of ¥ 50,000 while another firm B
is earning ¥ 1,00,000, it does not necessarily mean that
firm Bis better off unless this profit figure is converted into
aratio and then compared.

Useful in judging the efficiency of a business As stated
earl.ier, accounting ratios help in judging the efficiency of a
business, Liquidity, solvency and profitability of a business
an be easily evaluated with the help of various accounting
fatios, like current ratio, liquid ratio, debt-equity ratio and
“etprofit ratio. Such an evaluation enables the management

toj \
OJU{dge the operating efficiency of the various aspects of the
USiness,

g::ful ‘in simplifying accounting figures Complex
B o “Unting data presented in Profit and Loss Account and

.witﬁng:e Sheet is simplified, summarized and systematized
‘ " the help of ratio analysis, so as to make it easily




=

4. Ratios sometimes give a misleading pict

met Analysis

Financial State
e A e S~
inderstandable. For example, gross “’“«7\\\1 4
1 profit ratio, o, ™~

ratio, operating ratio, etc., give amore easily et

ili . n Prog

picture of the profitability of a business thap Ciirstanda%fll
e

profit figures. abSOlut
Limitations of Ratio Analysis
Ratio analysis is a very useful technique. But one shey;
of its limitations as well. The following limitations sh d be Wag
in mind while making use of ratio analysis in inteigld be ep
feting

financial statements: h
1. Reliability of ratios depends upon the correctp
basic data Ratios obviously will be only as reliable aess of tp,
data on which they are based. If the Balance Sheet OrS Pthe bas;
Loss Account figures are themselves unreliable it rgﬁt ang
mistake to put any reliance on the ratios Worke,d 4 will be ,
basis of that Balance Sheet or Profit and Loss ACCOuStt on th,

2. An individual ratio may by itself be meaningless Ex -
few cases, an accounting ratio may by itself be meanin iept o
acquires significance only when compared with relevagnisS il
of other firms or of the previous years. In fact, ratios yieldr?}tllo.‘
best advantage on comparison with other similar firms; a ¥
ratios for a year are compared with ratios in the previou; yei?
it will be a useful exercise. Comparison is the essenti:
requirement for using ratios for interpreting a given situatior

in a firm or industry.

Ratios are not always comparable When the ratios of two firmg
are being compared, it should be remembered that differen
firms may follow different accounting practices. For example, on
firm may charge depreciation on straight line basis and the othel
on diminishing value. Similarly, different firms may adop
different methods of stock valuation. Such differences will no
make some of the accounting ratios strictly comparable. However
use of accounting standards makes these ratios_comparable-
ure One compan]

ar and 1,000 units the next year
units in on¢

The secont

produces 500 units in one ye
the progress is 100%. Another
year and 5,000 in the next year, th

firm will appear to be less active t eefil
rate of increase or ratio is compared. It will be much mor €

i : increast
if absolute figures are also compared along with rate of 12:«; iy
— unless the firms being compared are equal in all TESP" %

. in
fact, one should be extremely careful while Compa:;‘ ﬁgufes
results of one firm with those of another

firm produces 4,000
e progress is 25%. :
han the first firm, if only th

firm if the ™




< giffe Jtion OF mechanization. 0, degree of

0 [ .
aut s g0 ore qualzltatlve factors Ratios are
gat o quantitatwe analysis. It ignores

t00!8 metimes are equally or rather mq

S 50 re im
hich somet? _ portant than
. uantltatlve factors. As a result of this, conclusions from

0 alysis may be distorted. For examp] i

atio i}; dit may be' granted to a c:ustomP;:re ’ocjlestphlzebt::' >
information regal‘(_hng t_he financial position of busineslsS :sf
B e d by certain rajuos, bujc the grant of credit ultimately
tomends upon the credit standing, reputation and managerial
ity of the customer, which cannot be expressed in the form

of ratios.

change in price levels makes ratio analysis ineffective
Changes in price levels often make comparison of figures for a
qumber of years difficult. For example, the ratio of sales to fixed
sssets in 2003 would be much higher than in 1995 due to rising
prices because fixed assets are still being expressed on the
nasis of cost incurred a number of years ago while sales are

being expressed at their current prices.

7 There is no single standard for comparison Ratios of a company
have meaning only when they are compared with some standard
ratios. Circumstances differ from firm to firm and the nature of

. each industry is different. Therefore, the standards will differ for

| eachindustry and the circumstances of each firm will have to be

| keptinmind. Itis difficult to find out a proper basis of comparison.

Therefore, the performance of one industry may not be properly

comparable with that of another. Usually it is recommended that

ratios should be compared with the average of the industry. But
the industry averages are not easily available.

Ratios based on past financial statements are no indicgtors
of future Accounting ratios are calculated on the Dbasis of
linancial statements of past years. Ratios thus indicate what
2 happened in the past. Since past is quite different from
What jg likely to happen in future, it is difficult to use ratios for
.Orecasting purposes. The financial analyst is more interested
1 What wi]] happen in future. The management of & com{? any
iy i.nfol‘mation about the company’s future plan.s and pci 1;3
o therefore, able to predict future to a certain ex;e:nh. ki
Outsider analyst has to rely only on the past rgtlos W't%c aﬁi
cCessar ily reflect the firm’s future financial position

aS a matter of fact
Qualitative factors

&

g
5

B -
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QUESTION BANK |

|

1 What 1S
9. Defin€ Accounting Ratio

3 what is Common-Size gtatement?
4. State any WO objectives of Financial Statements, |
5‘ What is current Ratio? Give its formula. ;
) 4

6. What ijs Trend Analysis? |
7 State any two limitations of Accounting Ratios. |
Long Questions s
1. What do you mean by Financial Statements? Discuss it i
objectives. e |

. Discuss any two tools of F inancial Analysis.

3. Explain the adve}ntages and disadvantages of Financia] |
statement Analysis. _ | ‘

4, Whatis Qommon—Size Statement? Explain it with illustration ;
5. What 1s Comparative Financial Statement? Explain it with

illustration.
What is Trend Analysis? Explain it with illustration.
s? Discuss their utility and |

6.
7.  What are€ Accounting Ratio
limitations. '
8. Discuss the importance of Accounting Ratios in interpretation |
of Financial Statements. Explain with illustrations. |
9. Discuss the limitations of Accounting Ratios.
10. Discuss the importance of Accounting Ratios.
Practice Examples
1. Prepare Vertical Analysis (Common size) on Vault Ltd. Profit
and Loss Account. ‘
Vault Ltd Profit & Loss Account ...... In % crore ....--
| Particulars Mar ‘25 Mar ‘24
26,320 | 45224
0

Revenue From Operations [Gross]
Less: Excise/Service Tax/Other Levies . 1,190 | —=—
Revenue From Operations [Net] 45 lzé—--—-—ﬁﬁqg’
Other Operating Revenues "2;56’
Total Operating Revenues 45 6426’

5010 | 2 467

Other Income
___._.—-—-""‘
480

. Total Revenue
e ——
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EXPEN aterials Consumed

=M 13,120 13,180
[0t Stock-In Trade 4,200 | 4300
FWtoﬁes of FG ,
| es In [nven ’
(0" ck-In Trade -180 -180
ce Benefit Expenses 2,660 2,730
i nance Costs TP 60 30
Depreciation and Amortisation Expenses| 1,560 1,310
Jiher Expenses 7,820 7,660
[otal Expenses 29,330 | 29,040
"Proﬁt /Loss Before Exceptional,
| xira-Ordinary Items and Tax 19,300 | 18,440
_Exceptional Items -130 0
I profit/ Loss Before Tax 19,170 18,440
l.’l‘otal Tax Expenses 4,030 5,980
[profit/ Loss for the Period 15,140 | 12,460

‘, 2. Employee Cost
3. Finance Cost
4. Depreciation

and Comment on—

L. Receivable Management
. 2. Payable Management

= 3. Fixed Asset Utilization
% Inventory Management
;TC Balance Sheet — in ¥ Cr. —

ake Interpretations on the following:
1. Cost of Material Consumed

B. Prepare Trend Analysis on given key financial element for ITC

IUculars Mar ‘25| Mar ‘24 |Mar ‘23[Mar ‘22|Mar ‘21
%@Shareholders’l?unds 64000 57950| 51400 45340 32030
E"‘am&c:menu,iabmﬁes 210 2230| 21200 2040| 2000
g&%ﬁabmues oo| 96| sse0| 68| 1450
Non\‘\ssg 23300 21890| 20590 18420] 16710
Currentinvestments 13460| 14070| 13490 84| 6390

fotes . | goao| 7500|7240 780| 850




Financial Statemet Analysis
};:i;c;;ﬁ;bks | 200 3’~6§0 2360 @
Cashand CashE Equivalents 6,340 3770 259 @
ShortTerm [ oansAnd Advances 0 10 a 0
Total CurrentAssets 36510 29570 24500 24540
Rﬁ*.-enuemeOperaﬁons[Net] 45140 44430] 40250 %
Total Operating Revenues 45620 45000| 40630 4650'
TotalExpenses 29330 29040| 26320 2%:570
Profit/ Loss Before Tax 19170| 18440| 16850 15500]
Costof Materials Consumed 13120 13180| 11760 1 1’7—70
PurchaseofStock-InTrade 4290 430| 290 3570
FinanceCosts &) D O 5
Depreciationand
Amortisation EXpenses 1,560 130 1150 1040

3. Prepare Comparative F inancial Statement Analysig
Nippon Ltd Balance Sheet as of March 31, 2025, and Marg

11050 ’ y
250 |4
Dl
';;'hle‘
1030 st
,4556‘

31, 2014, and Interpret the following: it
1. Fixed Assets A
2. Investments ; Non-
3. Current Assets 4fon-
4. Shareholder’s Funds N1
5. Reserves bnt Ir
ITC Balance Sheet —in Cr. — ntorie
Particulars Mar ‘25 | Mar ‘24 [ipec
EQUITIES AND LIABILITIES oy
SHAREHOLDERS’ FUNDS o
Equity Share Capital 1,230 1,230 |m—
Reserves and Surplus 60,780 54,730 lﬂ e
Employees Stock Options 2,020 2,000 n
Total Shareholders’ Funds 64,030 | 57,950 f o
NON-CURRENT LIABILITIES —1 b
Long Term Borrowings 10 ___.,I_Q—!t@
Deferred Tax Liabilities [Net] 1,620 2,040 g
Other Long-Term Liabilities 350 - E\‘
Long Term Provisions ; 140 130 sgulty
| Total Non-Current Liabilities 2,120 | 225 ixhare}
gy
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i gqlﬁty and Liabilities:
) hareholders Funds:

IABILITIES

WBE N Borrowmgs — .
;ﬁ 1 ~bles 3,450 3,370
| d ¢ P rent Liabilities 5,520 6,230
ther Cum provisions 120 30
hoft : rent Liabilities 9,090 9,620
ota] Uz ital And Liabilities 75,240 69,800
- 1al C2 pi

OZE;?RRENT ASSETS

le Assets 19,610 17,950

anglglme Assets 520 540
apital Work-In-Progress 2,780 3,390

tanglble Assets Under Development 0 10
other Assets 390 0
Ixed Assets 23,300 21,890
jon-Current Investments 13,460 14,070
mm Loans And Advances 0 10
Etf];-rfNon—Current Assets 1,970 4,260
otal Non-Current Assets 38,730 | 40,230
(URRENT ASSETS

Current Investments 17,180 12,510
[nventories 8,040 7,590
Trade Receivables 2,090 3,650
Czsh and Cash Equivalents 6,840 3,770
Short Term Loans and Advances 0 10
Other Current Assets 2,350 2,060
Total Current Assets 36,510 | 29,570
Jotal Assets 75,240 | 69,800
4. The following is the Balance Sheet of Aarti Company Ltd. as
W‘:ﬁiya /2025:

ars Note
m\ No. 3




| 137 Current Liabilities:

[B] Assets:

[1] Non-Current Assets:

(A) Fizxed Assets:

(I Tangible Assets: Fixed Assets
(IT) Intangible Assets: Goodwill

(C) Other Non-Current Assets:
| Preliminary expenses

[2] Current Assets:

| Stock

Debtors

Cash & Bank

TOTAL

(B) Non-Cur. Investments: Investments

2,25,000
1,68,0001
15,000

2,10,000

85,0000 2 .g:

60,000
30,000
15,000 1,05

a,
12,‘00,000

65,00,000
1,00,000
80,000

12,000

4,08,000

12,00,000

Details of Profit & Loss Account in brief:

Particulars

Total sales (75% on credit)
Less: Cost of saleg
Gross Profit

Less: Depreciation anq Managerial Expenses
Net Profit (Before deducting tax at 50%)

Stock on 31/3/2024 wasX 1,75.000

from. the ghove p articulars, compute the following Accounti’s
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' brief their uses. (The necessary calculations
n taking 360 days in a year.)

‘_ﬂﬂtﬁz pe pas o (2 Debtors Ratio (3) Return on Capital Employed
:}:um on Bquity Capital (5) Stock Ratio (6) Net Profit
e 0 2ati0 (7) Gearing Ratio. (Guj. Uni., June, 1988)
@jteft rrent Ratio 3.89 shows sound liquid position. (2) Debtors
C gt not satisfactory (3) Return on capital employed
ofit pefore interegt and tax) (f%) Rate of return on Equity
196 (P1 504 (5) Stock Ratio 2 - unsatisfactory (6) Net Profit (after
jtal 16?3 97% (7) Gearing Ratio 1: 1.]

‘Cap 10 .
"~ Ratl rmation below is taken from the financial records

.tﬂ")5, T?;;:ffompanies in the same industry:
= Ramesh Ltd. (%) [Suresh Ltd. (%)

(out of which |
h sales) 9,00,000 9,75,000
6,00,000 6,11,000
Admjnistration eXpENSes 75,000 81,250
Intereét on debentures 45,000 39,000
P e tax 50% 50%
Equity share-capital 4,50,000 5,20,000
10% Preference share capital 1,50,000 1,30,000
Retained earnings 90,000 1,04,000
Profit & Loss A/c 60,000 65,000
|15% Debentures 3,00,000 2,60,000
|Creditors 1,20,000 91,000
| Bills payable 30,000 39,000
|Pank overdraft 75,000 71,500
g f;ii Assets 8,25,000 786,000
o 2,25,000 2,60,000
— 1,65,000 1,62,500
Celvable 15,000 19,500
;Frash and Bank Balance 45,000 52,000

0

}tobe't(l) N

. 0m -
Tatiog g,l € above information, calculate the following accounting
ey, { both the companies and make brief comment on each of
et profit ratio (2) Liquid ratio (3) Debtors ratio (360 days

ey 5 *nfor the year) (4) Debt-equity ratio (on basis of long-term

apital Gearing ratio
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Pinancial Stateme’” —
(Guj. Uni., April, 1 096)

fit ratio: Ram Ltd.: 10% & Shyam Ltd.- 2.5,
1:18& Shyam Ltd:n1.16:1; (3) Debt();:s ro; ‘2)

(Ans.: (1) Net pro

iquid ratio: Ram Ltd.: ' <F L
}Q]nqltlllitld.: 90 Days & Shyam Ltd.: 84 Days; (4) Debt-equlty Fatiy, gtlo;

e 40% & Shyam Ltd.: 31.75%; (5) Capital Gearing ratio: Ry 4
1:1 & Shyam Ltd.: 0.75:1.] 8
6. The following balances an extracted from the hogkg of S

Atul bhai on 31/12/2025: . Tee
Particulars ¥ |Particulars ‘\?
Total Sales 4,54,000 | Salary m
Debtors 64,000 | Closing stock 40,000
Creditors 30,000 | Sales Return 4,000
Advertisement EXp. 3,000 [Cash balance 16,000
Rent 7,000 | Bills Receivable 6,000
Depreciation 5,000 [ Cash Purchases 90,000
Stock (1/1/2025) 20,000 | Salesman’s

Travelling Exp. 3,000
Cash Sales 30,000 | Purchase Returns 10,000
Total Purchases 3,90,000 | Bills Payable 31,000
Stationery 5,000 | Unpaid Salary 3,000
Postage 2,000 | Prepaid Rent 2,000
Salesmen’s
Commission 8,000

From the above information you are required to calculate the
following ratios. (1) Gross Profit Ratio, (2) Stock Turnover Ratio, (3
Operating Ratio, (4) Debtors Ratio (300 days), (5) Net Profit Ratio, (6) |
Current Ratio, (7) Creditors Velocity. (Sau. Uni., April, 1997)

[Ans.: (1) Gross Profit Ratio 20% (90,000 x 100 / 4,50,000); (2) Stock
Turnover Ratio 12 times (3,60,000 / 30,000); (3) Operating Ratio
90% (3,60,000 + 45,000 x 100 / 4,50,000); (4) Debtors Ratio 50 days
(64,000 + 6,000 x 300 / 4,20,000); (5) Net Profit Ratios 10% (45,000
x 100 / 4,50,000); (6) Current Ratio 2:1 (1,28,000 / 64,000); (7)
Creditors Velocity 63 days (30,000 + 31,000 x 300 / 2,90,000)-

Note: Gross Profit ¥ 90,000 will be ascertained by preparing Trading
A/c; Net Profit ¥ 45,000 will be found out by preparing Profitand LoSi
A/c; Cost of goods sold ¥ 3,60,000, Operating Expenses ?45,00(.);.1\.Je

Sales X 4,50,000, Current Assets ¥ 1,28,000, Current liablt e

¥ 64,000, Net credit sales ¥ 4,20,000 and Net Credit P
¥ 2,90,000.]




... Coot and Mariggement Accountiiy

)1; “L{ mx_ﬁt; aemc; ;}O: C/l%ccc;%ulnt3 and Ba}lance Sheet
W] T o plankadl - y ed 31/3/2025:
il _ars <
iOR;tE | ””ﬁc% 3,00,000
h i sg:s.: Cost of Goods Sold 2,58,000
y f‘g 1085 profit * 42,000
4 N operating Expenses:
3\! g‘; Jing expenses 2,200
IQ’%;‘ ffice expenses 4,000
4%’ gent expense (office) 2,800
4% Depreciatlon 10,000 19,000
Ity | 23,000
6% pdd: Other Income: Interest on securities 1,500
0y | 24,500
" ess: Other Expenses:
I pterest on bank overdraft 300
M pterest on debentures 4,200 4,500
n’mﬂi +profit Before Tax * 20,000
W[ ess: Tax @ 50% 10,000
i j*’l’rofit After Tax * 10,000
m; palance Sheet as on 31/3/2025
E;rticulars Note
o No. X 4
:tf [A] Equity and Liabilities:
1f¥/[1) Shareholders’ Funds:
it |(a) Share Capital:
| Equity Share Capital 50,000
J|7% Preference Share Capital 10,000| 60,000
1/(B) Reserves & Surplus, 40,000
| |[2] Non-Current Liab.: 6% Debentureg 70,000
| 18] Current Liabilities:
Creditors 6,000
[Bills Payable 10,000
| Outstanding Exp. 1,000
Provision for Tax 13,000| 30,000
|ToTayL 2,00,000
f. R
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T it
[B] Assets: t
Assets:
Non—Currcnt o
fi} Fixed Agscts (1 80,000 - Depr. 50,000
A) Fixed Asscts L

(B) Non-Current Investments
Securities

IR

Investments in
[2] Current Assets:

Cash & Bank 5,000 ;)
Debtors 20,000 | gf
Stock 30,000 55,000 [
TOTAL , —«ﬁ‘m\’O(_)O\J [’

Other data: Opening stock: ¥ 90,000. |
Calculate: (1) Net Profit Ratio, (2) RO, (3) Current Ratio, (4) D‘b__-;
Equity Ratio, (5) Debtors Ratio, (§) Rgtum on equity Shareholdc t, :
funds. Also comment on the profitability and liquidity in brief ers’
(Guj. Uni., 2002) 4
[Ans.: (1) Net Profit Ratio 3.33% (10,000 x 100/3,00’000); 2) ROI: ._
13.53% (23,000 x 100 / 1,70,000), (3) Current Ratio: 1.83 (50,000 /
30,000), (4) Debt Equity Ratio 0.77 (70,000 / 90,000), (5) Déthrg A
Ratio 24 days, (6) Return on equity shareholders’ funds 10.339
(10,000 - 700 x 100 / 90,000).] 207
8. The following information is taken from the financial 6!
accounts of two companies: bor

Particulars Priya\ Ltd. }) | Riya Ltd. (3)
Gross Profit 1,92,000 2,24,000
Cost of goods sold 4,48,000 4,16,000
Net Profit (before tax) 64,000 1,02,400
Equity share capital 2,00,000 1,60,000
Reserves 50,800 1,28,200
Sundry creditors 60,000 80,000
Bank overdraft 28,000 60,000
Land & Building 1,50,000 1,50,000
Plant & Machinery 1,70,000 1,60,000
Stock (closing) 60,500 1,20,400
Prepaid insurance 500 600
Sundry debtors 80,000 72,000 | {
Gosh [y 35,000 17,000 | 4t
Preliminary expenses 800 2,200 .
%ﬁbenmres 1,60,000 EE_Z,’P.@—J
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e ‘ Ccounting
| e 2 5% ol sa!e of Priya Ltd. is cash sale while 637
e 4 LAd. is cm crcd‘lt. Calculate the following accountinﬁj
rﬁﬁ;w of 1;)0”1 the C().l.l‘lpan‘lG.S from the above information: ( 1%
fq:;‘» of o 9 Opt‘,x‘atlng ratio (3) Return on capital employed (4)
::T"ﬂt ﬂ;{iO 360 days of year) (5) Return on shareholders’ fund
( tZI yni AP dl’ 200~3) -
Foath current ratio: Priya: 2:1 & Riya: 1.5:1; (2) Operating ratio:
nS':(% s Riya: 84%; (3) Return.on capital employed: Priya:.
# at 07.66%; (4) ngto’rs ratio: Priya: 60 Days & Riya: 67.5
Return ol shareholders’fund: Priya: 12.8% & Riya: 17.9%.]

‘pﬂ)’s; m the following statement of financial position of Rahi
' ptd.asat 31stMar fih, 2025, compute following Ratios for the
ear and make brief comment on each of them.

palance gheets of Rahi Ltd. as on 31/3/2025

¢
Jb Tars Note| Amount] Amount
| No. 3 4
, ity and Liabilities:

WE :
areholders Funds:

PSS~ b,

}52 t ¥ 19

.’-'”
71k

iy

4y Share Capital

40,000 Equity Shares of ¥ 100 each 30,00,000

2,000, 10% pref. Shares of X 100 20,00,000] 50,00,000

[B) Reserves & Surplus

general Reserve 10,00,000

profit 8 Loss A/c 6,00,000| 16,00,000
jNon-Current Liab.: 10% Debentures | 5,00,000
3] Current Liabilities:

Bank Overdraft 80,000

Creditors 4,20,000

Other Liabilities 1,00,000 6,00,000
‘TOT AL 7'7,00,000
|[B] Assets:

| Non-Current Assets:
|l4) Fixed Assets: 60,00,000
(B Other Non-Current Assets:
70,000

2 Fictitious Assets
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[2] Current Assets: e

Closing Stock 5,00

Debtors 8,00
Bills Receivables 50,000
Cash & Bank Balance 2.80
TOTAL

Additional Information:
Sales

R P e e T
e —_ - —~e

Purchases
Average Stock

~

TN

Sales, administrative and financial expenses % 6,00 000 |

Assume tax rate at 50%. 360 days to be taken for the year. (1) Grog
Profit Ratio (2) Net Profit Ratio (3) Current Ratio (4) Debtors Ratio (5-:!
Stock Turnover Ratio (6) Operating Ratio (7) Rate of Return ¢
Equity shareholders’ funds '

(Guj. Uni., April, 2004)

[Ans.: Necessary Calculations: (A) Average stock = Opening stock +
Closing stock / 2, 3,20,000 = Opening stock + 5,00,0004" 2,6,40,000
= Opening stock + 5,00,000 = Opening stock 6,40,000 - 5,00,000 -]4
1,40,000. |
(B) Cost of sales = Opening stock + Purchases — Closing stock, Cosf]
of sales = 1,40,000 + 35,00,000 - 5,00,000 = 31,40,000.
(C) Gross Profit = Sales less cost of Sales, Gross Profit = 60,00,000
-31,40,000 =28,60,000.
(D) Net Profit = Gross Profit -~ Admi. Exp. 28,60,000 - 6,00,000 -

22,60,000 Before tax - 50% tax ¥ 11,30,000 = Net profit after tax
¥ 11,30,000,

(1) Gross Profit Ratio: 47.67% (Gross Profit/Sales x 100, 28,60,00q
/ 60,00,000 x 100); (2) Net Profit Ratio 18.83%. Net Profit / Sales X
100,11,30,000/60,00,000 x 100 = 18.33%); (3) Current Ratio 2.72:1
(Current Assets / Current liabilities, 16,30,000 / 6,00,000) 4]

e

1

-
=

Debtors - Bills Receivable )
X 360 ’

Debt i
ors Ratio 51 days ( Sales

Rs. 8,00,000 + Rs, 50,000 o g
= . O
Rs. 60,00,000 * 51 days; (5) Stock Turn _

p =0.¢&
9.8 times (Cost of Sales / Average stock, 31,40,000 / 3,20,000 ;
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| ;54 ’ operating g ratio 62.33% (Cost of Sales + Operating Exp/

E@zﬁf’ Rs. 31,40,000-Rs. 6,00,000

. x1000~ Rs. 60,00,000 “190 = 62.33%. (7) Rate
qurn 07 Equity Shareholders’ funds 20.53%;(Net Profit - Pref.
_ 1d gd Equity  Shareholders Fundsx100)
‘,».11 30,000-Rs.2,00,000
> s, 45,30,000 x100=20.53%; Eq. shareholders’ funds

oq. share capital + Gen. Res. + P and L A/c - Fictitious Assets,
00, 000 + 10,00,000 + 6,00,000- 70,000 = 45 ,30,000);]

10.The B/S of Jayram Ltd. as on 31st Dec., 2025 is as under:

Particulars Note

No. 3. 4
) Equity and Liabilities:
1 shareholders’ Funds:
[s) Share Capital
puity Share Capital (R10 each) 1,00,000
10% Preference Share Capital 40,000| 1,40,000
[B) Reserves & Surplus
‘Pmﬁt & Loss A/c 50,000
2] Non-Current Liab.: Mortgage Loan 1,00,000
[8] Current Liabilities: Creditors 60,000
Tax Payable - 50,000 1,10,000
TOTAL 4,00,000
B] Assets:
[1] Non-Current Assets:
;hxed Assets:
Building (1,00,000 — Depr. 20,000) 80,000
Plant 1,00,000| 1,80,000
2] Current Assets:
Stoclk 1,00,000
Debtors (last year T 80,000) 60,000
Short term investments 20,000
Cash & Bank 40,000} 2,20,000
ToTaL 4,00,000

i\
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T Loss A/c for the year end Ny
Profit and Loss A/c for y nded 31/12/2025 S

Dr. Trading & Profit & Loss Account

Particulars ¥ |Particulars N
To Opening Stock ~ 1,00,000 | By Sales \
To Purchases 2,00,000 | By Closing Stock 1’28,000
To Gross Profit 4.00,000 9,000
7,00,000 .08
To Operating Expenses1,50,00¢By Gross Profit ;r 00’000
To Operating Profit 2,50,000 *>%,000
| 4,00,000 400,00
| To Interest on loan 65,000 | By Operating Profit 1 50’020
| To Profit before Tax 1,85,000 LU0
2,50,000 2,50,00¢
To Income-tax 95,000 | By Profit before Tax 1,85,000
To Net Profit after Tax 90,000 2
1,85,000 1,85,000
Calculate: (1) Current ratio; (2) Net profit ratio; (3) DEbtm‘S\tunmm-

and collection period; (4) Stock turnover; (5) Return A
shareholders’ funds; (6) Creditors turnover an L
Note: 365 days to be taken for the year.

(South Guyj. Uni., April, 2004)

[Ans.: (1) Current ratio 2:1 (2,20,000 / 1,10,000). (2) Net Profit ratig
16.36% (90,000 x 100 / 5,50,000), (3) Debtors turnover 7.86 times
and collection period 46 days. (4) Stock turnover 1.2 times. (5)

Return on equity shareholder’s funds 57.33%. (6) Creditors’ turnover
3.33 times and payment period 110 days.]

d payment perioq,

11.Pranav Co.’s financial statements contain the following

information:

Particulars 2024 ) 2025 })
Current Assets:

Cash 2,00,000 1,60,000
Debtors (2023: ¥ 2,80,000) 3,20,000 4,00,000
Short-Term Investments 2,00,000 3,20,000
Stock (2023: % 2,20,000) 5,80,000 6,20,000
Total Current Assets 13,00,000  |15,00,000
Less: Current Liabilities 5,00,000 | 50000
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8,00,000 | 10,00,000 ]
20,00,000 20,00,000
4.,00,000 8,00,000
16,00,000 16,00,000
40,00,000 |44,00,000
2024 3) 2025 )
20,00,000 | 40,00,000
sgjjcost of Goods Sold 10,00,000 28,00,000
Zfosﬁ profit 10,00,000 | 12,00,000
- [nterest on Long-Term Loan 1,60,000 1,60,000
it Before Tax 8,40,000 10,40,000
¥ oo 50% Tox 4,20,000 5,20,000 |
§, profit After Tax * 4,20,000 5,20,000

—n the above information, calculate the following ratios for the
12024 and 2025:

: jGross Profit Ratio, (2) Net Profit Ratio, (3) Current Ratio, (4) Long-

E..: Debt-Equity Ratio, (5) Return on Capital Employed, (6) Debtors

umover, (7) Stock Turnover

uns.. (1) Gross Profit Ratio: 50% (10,00,000 / 20,00,000 x 100) and

a95(12,00,000 / 40,00,000 * 100); (2) Net Profit Ratio: 21% (4,20,000

120,00,000 » 100) and 13% (5,20,000 / 40,00,000 x 100); (3) Current

ftio: 2.6:1(13,00,000 /5,00,000)and 3: 1 (15,00,000 / 5,00,000);

4 Long-Term Debt-Equity Ratio: 66.67% (16,00,000 / 24,00,000 x

i00)and 57.14% (16,00,000 / 28,00,000 x 100); (5) Return on Capital
inployed: 25% (10,00,000 / 40,00,000 x 100) and 27.27% (12,00,000

(4400,000 % 100); (6) Debtors Turnover: Sales / Average Debtors:

667 Times (20,00,000 / 3,00,000) and 11.11 Times (40,00,000 /

460,000); (7) Stock Turnover: 2.5 Times (10,00,000 / 4,00,000) and
467 Times (28,00,000 / 6,00,000)] '

12. Find out the following ratios from the Balance Sheet of Aarti
3 Ltd. as on 31/3/2025 and additional details given to you: (1)
Stock Turnover Ratio, (2) Ownership Ratio, (3) Current
Ratio, (4) Liquid Ratio, (5) Net Profit Ratio, (6) Creditors
Velocity Ratio, (7) Rate of Return on Capital Employed, (8)

Rate of Return on Equity Capital
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Balance Sheet of Aarti Ltd. on 31/3/2025 ,:
Particulars Note T
| No. E{ :
[A] Equity and Liabilities: T
[1] Shareholders’ Funds: |
(A) Share Capital |
Equity ShareCapital 400000 5
(B) Reserves & Surplus |
GeneralReserve 2,00,000
Profit8LossA/c 1,70,000 3,70000
[2] Non-Current Liabilities:
8%Debentures Q,SO,O(X) .
[3] Current Liabilities:
Creditors 1,00,000
BillsPayable 50,000
ProvidentFund 30,000
BankOverdraft (from DenaBank) 40,000
OutstandingExpenses 10,000 2,30000
TOTAL 12,50,000 |
[B] Assets:
[1]Non-Current Assets:
(A) Fixed Assets:
Land &Building 2,50,000
Plant&Machinery 1,30,000 3,80,000
(B) Other Non-Current Assets:
DiscountonDebentures 5000 |
[2] Current Assets:
Temporarylnvestment 2,70,000
Stock 1,75000
Debtors 2,00,000
Prepaid Expenses 30,000
AdvanceIncome-Tax 80,000
BillsReceivable 50,000
CashBalance 20,000
Balancein BankofBaroda 40,000 865000
TOTAL 12,50,000
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alI nformation (1) Cash saleis 20% of total sales. fQ;é;o;;
1 dd’ 2 24isT L 25,000. (3) Debtor’sratiois 90 days. Consider 360
~ 51/4/ year. (4) Gross profit is 40% of sales. (5) Net profit fbefore

| ; (50 of the d tax) is T 2,50, 000. (6) Rate of taxation is 50%.

{s 1’85t ccessary calculation: Credit sales ¥ 10,00,000, Cash sales
{s O Total sales ¥ 12,50,000, Gross profit T 5,00,000 (4@/ of
000, Cost of goods sold X 7,50,000 (12,50,000 - 5,00,000),
| ' stock T 1,50,000, Net profit ¥ 1,15,000 (Profit 2,50,000 —
w;fm z 20,000 = 2,30,000 — 50% tax ¥ 1,15,000 = 1,15,000),
i?ﬂ ‘hases Z 8,00,000 (By preparing Trading Account). i

J )5t stock turnover 5 times (7,50,000/ 1,50,000j; (2) Ownership ratio.
2 259 (7,65,000 x 100/ 12,45,000); (3) Currentratio3.76:1 (8,65,000
| 12 30,000); (4) Liquidratio 3.63:1 (6,90,000/ 1,90,000j; (5} Net profit
;a 109.2% (1, 15,000 x 100/12,50,000); (6) Creditors velocity ratio
-ﬁ 75 day (1, 50,000 x 360/8,00,000); (7) Rate of return on capital

{ sployed 24.63% (2,50,000 x 100/10,15,000}; (8) Rate of rerurn on
ity capital 28.75% (1,15,000 x 100/4,00,000)]

3.The following are the Balance Sheets of Kabir Ltd. as on 31/3/
| 2024and31/3/2025:

Hillparticulars Note [31/3/2024 |31/3/2025
) | No. T 4
| l|Equity and Liabilities:
[l]Shareholders’ Funds:
~ l//4)Share Capital: |
[Fqity Share Capital € 100each) 500000 | 600000
1) (0% pref. Share Capital @ 100) 300000 | 300000
{|B|Reserves & Surplus
70000 | 120000
§/Mofita:LossA/c 1,30000 80,000

1/ Non-Current Liabilities:
_ 12):Debentures

} /8] Current Liabilities:

| BenkOverdraft

]-:CO)(XI) | lefcm !

1,00000 130000
120000 1,50000
80,000 1,00000
14,00,000 | 15,80,000
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[B] Assets: \\159
| [1] Non-Current Assets:
Fixed Assets:
Land &Building 9,00,000 600000
Plant&Machinery 3,350,000 4,00’000
Furniture & Rixtures 1,50,000 .2,00:000
[2] Current Assets:
Debtors 1,20,000 200000
BillsReceivables 50,000 50000
» Stock 1,90,000 30000
Cash &BankBalance 40,000 1,00000
TOTAL 14,00,000 15,80,000
Additional Information: Yo
' Particulars 31/3/2024 |31/3 /2025
Total Purchases (Cash Purchases
are 2/5 of credit Purchases) 6,30,000 9,80,000
Net Profit (After Interest &
Tax, Tax rate 50%) 1,00,000 1,50,000
Credit Sales (75% of Total Sales) 3,00,000 |  3,60,000

From the above information, calculate the following accounting
ratios: (1) Current Ratio, (2) Rate of Return on Capital Employed, (3)
Creditors Ratio (360 Days to be taken for the year), (4) Rate of Return
on Equity shareholders’ Funds, (5) Capital Gearing Ratio, (6) Long
Term Funds to Fixed Assets, (7) Net Profit Ratio.

[Ans.: (1) Current Ratio: 1.33 : 1 (4,00,000 / 3,00,000) and 1: 1
(3,80,000 / 3,80,000); (2) Rate of Return on Capital Employed:
19.27% (PAT ¥1,00,000 + Tax ¥ 1,00,000 + Deb. Int. ¥ 12,000 = EBIT
% 2,12,000 / 11,00,000 x 100) and 26% (PAT ¥ 1,50,000 + Tax
3 1,50,000 + Deb. Int. ¥ 12,000 = EBITZ3,12,000 / 12,00,000 x 100);
(3) Creditors Ratio: 160 Days (2,00,000 / 4,50,000 x 360) and 128.57
= 129 Days (2,50,000 / 7,00,000 x 360); (4) Rate of Ret. on Eqmg
shareholders’ Funds: 14.29% (1,00,000 / 7,00,000 x 100) oag()
18.75% (1,50,000 / 8,00,000 x 100); () Capital Gearing Rat® ©
:1(4,00,000 / 5,00,000) and 0.67 ; 1 (4,00,000 / 6,00,000); )nd i
Term Funds to Fixed Assets: 1.1: 1 (11,00,000 / 10’00’000)0a000
1{12,00,000 / 12,00,000); (7) Net Profit Ratio: 25% (1,00,
4,00,000 x 100) and 31.25% (1,50,000 / 4,80,000 x 100)]
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L6 ing 18 the Trading and Profit & Loss Account «f o
% ﬁollo‘ g for the year ended 318t March y(y/z?. o Xz
1 radi? . dlas
{ Trading & Profit & Losg Account
‘.%24 75 T eular .
§ 4 . ,OO By Sglee
i Stock (1/4/ ) e 0 |By Sales 500,000
vq‘o purChaseS 3,10,000 [By Stock (31/3/2025) 1,00,000
« preight 15,000 ’
,; x ross Profit 2,00,000
| 6,00,000 6,00,000
o pdministrative Exp. 85,000 |By Gross Profit 2,00,000
| selling Expenses 40,000 |By Interest on
\{To pinancial Expenses 6,000 |Investments 5,000
I10 General Expenses 3,000
{70 Net Profit 71,000
i 2,05,000 2,05,000

Gross Profit Ratio, (2) Net Profit Ratio, (3)

alculate: (1)
5)

| ive Expenses Ratio, (4) Selling Expenses Ratio, (
gperating Ratio. (South Guj. Uni., April, 201 1)

fAns.: (1) Gross Profit Ratio: 40% (2,00,000 * 100/5,00,000) (2) Net
bpofit Ratio: 14.20% (7 1,000 x 100 / 5,00,000) (3) Administrative
{Expenses Ratio: 17% (85,000 * 100 / 5,00,000) (4) Selling Expenses
Ratio: 8% (40,000 * 100/ 5,00,000) (5) Operating Ratio: 86.80%
' 00 x 100 / 5,00,000), Cost of goods sold = Sales —
000 - 2,00,000 = 3,00,000, Operating Expenses:

Gross Profit = 5,00,
iy 0,000 + Financial Exp. 6,000 *

Admi. Exp. X 85,000 + Selling Exp. 4

General Exp. 3,000 = 1,34,000] 4

| i i bt Equity Ratio,

5. Calculate: (1) Proprietary Ratio, (2) Long term De

 (3) Current Ratio, (4) Liquid Ratio, (5) Dividend ?er Share (DP‘S),
(6) Return on Capital Employed from the following information

and interpret them.
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Particulars Note ek
No. g 3

[A] Equity and Liabilities: B
[1] Shareholders’ Funds:
(A) Share Capital
Equity Shares of ¥ 10 each 1,38,000
(B) Reserves & Surplus
Capital Reserve 2,400
General Reserve 33,500
Profit & Loss A/c 37,000 72,900
[2] Non-Current Liab.: 15% Debenturesr 30,000
[3] Current Liabilities:
Bills Payable 15,600
Bank Overdraft 30,800
Creditors 12,700
Outstanding Expenses 3,000 62,100
TOTAL 3,03,000
[B] Assets:
[1] Non-Current Assets:
(A) Fixed Assets:
Machinery 2,28,000
(B) Non-Current Invt.: Investments 12,000
(C) Other Non-Current Assets: '
Preliminary expenses 600
[2] Current Assets:
Stock 33,000
Debtors 21,900
Cash & Bank Balance 6,800
Prepaid Expenses 700| 62,400
TOTAL 3,03,000




Cost and Management Accounting

nal Info
nterest 2
, ,(1)Pr0P“etary.
W m pebt-Equl
atio: 1:1

¥ 100 .
’(6)612?’6 e on Capital Employed 49.94%
WO

i i e

gmation: (1) Dividend paid ¥ 27,600 (2) Earnings
4 taxes ¥ 1,20,000 (3) Tax Rate 50%
Ratio: 0.697 or 69.7% (2,10,900 / 3,02,400) (2)
ty Ratio: 14.27% (30,000 x 100 / 2,10,300) (3)
R (62,400/62,100) (4) Liquid Ratio: 0.46:1 (28,700
5) Dividend per share (DPS) %2 (327,600 / 13,800 shares)
(1,20,000 x 100 / 2,40,300)]

ears’ Balance sheets of Manisha Ltd. are as follows:

Note31/3/2024 | 31/3/2025
b No 3 R
pquityand Liabilities [1]
"f"sha Funds: (A) Share
3@pital: :
;_‘Wityshare Capital € 100) 80,000 1,20,000
;1‘0% preferenceShare Capital 40,000 40,000
?(Bl Reserves & Surplus: | ‘
| rerelReserve 24,000 24,000
oftésLossA/ ¢ 16,000 —
;{2] Non-Current Liab.: 12% Debentures 80,000 40,000
[ Current Liabilities: Bank Overdraft 8000 16,000
f()mditom 24,000 28000
| BllsPayable 8000 20,000
QutstandingExp 4000 8000
MOTAL 2,84,000| 2,96,000
{jB]Assets:
f[l] Non-Current Assets:
T(AI Fixed Assets:
,TangibleAssets: Land &Building 80,000 72,000
echinery 72,000 72000
;13) Other Non-Current Assets
IProfit& Loss A /c — 8000
1‘2‘] Current Assets: Stock 60000 72,000
1 Debtors i 42,400 24,000
:: ;BmSReoeivables ~ 16000 9,600
{ Cash&Banik 13,600 38400
ToTay 2,84,000| 2,96,000
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m

Additional Information:

2023-'24 (3) 2024@

iculars
EE;ZZZ 2,92,000  1,75200
(2) Cost of Goods Sold 1,75,200 1,16,800
(3) Net Profit (Before Pref. Dividend) 28,000 38,000
(4) Stock on 1/4/2023% 56,800

Calculate the following ratios: (1) Current Ratio; (2) Liquid Ratio; (3)
Gross Profit Ratio; (4) Debtors Ratio (365 days); (5) Stock Turnover
Ratio; (6) Earning Per Share; (7) Rate of return on equity Shareholders’
Fund ] '
[Ans.: (1) Current Ratio: 2023-24: 3:1 (1,32,000 / 44,000) & 2024-
05: 2:1 (1,44,000 / 72,000); (2) Liquid Ratio: 2023-24: 1.64:1 (72,000
/ 44,000) & 2024-"25: 1:1 (72,000 / 72,000); (3) Gross Profit Ratio:
2023-24: 40% (1,16,800 / 2,92,000 x 100) & 2024-25: 33.33%,
(58,400 / 1,75,200 x 100); (4) Debtors Ratio: 2023-24: 73 Days
(58,400 / 2,92,000 x 365) & 2024-"25: 70 Days (33,600 / 1,75,200 x
365); (5) Stock Turnover Ratio: 2023-"24: 3 Times (58,400 / 1,75,200)
& 2024-25: 1.77 Times (1,16,800 / 66,000 x 365); (6) Earning Per
Share: 2023-24: ¥ 30 (24,000 / 800 Shares) & 2024-25: ¥ 28.33
(34,000 / 1,200 Shares); (7) Rate of return on equity Shareholders’
Fund: 2023-24: 20% (24,000 / 1,20,000 x 100) & 2024-25: 25%
(34,000 / 1,36,000 x 100).] |

17.You have been supplied financial information for Nidhi Ltd.
Balance Sheet as on 31/3/2025

Particulars Note
No. X 4

[A] Equity and Liabilities:
[1] Shareholders’ Funds:
(A) Share Capital

'Equity Share Capital 10 each) 8,00,000

10% Pref. Share Capital % 100 each) 2,40,000/10,40,000
(B) Reserves & Surplus

Reserves 70,000

Profit & Loss A/c 50,000 1,20,000
[2] Non-Current Liabilities:

12% Debentures | 2,40,000

[3] Current Liabilities:
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1,00,000 —
50,000
40,000
Ls,so,ooo
current Assets:
i (and & Building 5,00,000
lant & Machinery 4,00,000
purniture 1,20,000{10,20,000

B other Non-Current Assets:

.F ctitious Assets

iother Current Assets

hoTAL

1,40,000
2,10,000
80,000
2,10,000

6,40,000
16,80,000

20,000

ftatement of Profit for the year ended 31st March 2025

[Particulars Z
,Total Sales (out of which 90% are Credit Sales) 19,20,000
Less: Cost of goods old 11,52,000
IGross Profit 7,68,000
fLess: Operating expenses 3,12,000
Het Profit 4,56,000
less: Taxes 50% 2,28,000
Y‘NLtProfit After Taxes 2,28,000
Opening Stock ¥ 2,20,000.

;Calculate the following ratios: (1) Gross Profit Ratio, (2) Current
:Ratio, (3) Stock Turnover Ratio, (4) Debtors Ratio (360 Days), (5)
Debt-Equity Ratio, (6) Proprietary Ratio, (7) Rate of Return on

?roniEtor’s Funds (8) Net Profit Ratio.
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[Ans.: (1) Gross Profit Ratio: 40% (7,68,000 / 19,20,000 100); (2)
Current Ratio: 2.29 (6,40,000 / 2,80,000); (3) Sto@; Turnover Rat.
5.36 Times (11,52,000/2,15,000); (4) Debtors Ratio: 29,17 < o, Days
(1,40,000 / 17,28,000 x 360); (5! cht—Engty Ratio: 21.05(2,40’000
/ 11,40,000 x 100); (6) Proprictary Ratio: 68.67%, (11’40’00

! . 0
16,60,000 x 100); (7) Rate of Return on Proprietor’s Fungs. 200//0
(2,28,000 / 11,40,000 % 100); (8) Net Profit Ratio: 11.88% (2,28,000

/ 19,20,000 % 100)]
18.The following are the Summarized Balance Sheets of Ami Ltq .

Particulars I:?te 31/3/ 202; 3%
| 0. 2

[A] Equity and Liabilities: RN T

[1] Shareholders’ Funds:

(A) Share Capital:

Equity Share Capital € 100 each) 10,00,000 13,220,000

(B) Reserves & Surplus 5,12,500 7,56,000

[2] Non-Current Liabilities:

12%Debentures 500,000 6,00,000

[3] Current Liabilities:

Creditors 3,00,000 1,60,000

BillsPayable 50,000 40,000

WorkersProfit SharingFund 30,000 20,000

StaffPension Fund 70,000 80,000

BankOverdraft 37,500 24,000

TOTAL 25,00,000| 30,00,000

[B] Assets:

[1]Non-Current Assets:

(A) Fixed Assets:

Land&Building 8,00,000 12,00,000

Plant&Machinery 400,000 6,00000

Furniture 1,56.250 1,09200

(B) Other Non-Current Assets;

PreliminaryExpenses 12,500 36000

[2] Current Assets:

Debtors 3,00000 4’(X),0(D

Bills Receivables 1,80,000 1,76000
. _________,_—J




' 3,87,500 W
x> =] YT
;0'I/,.Tfﬁf-nrmation:\q JMMJ
b Toulars e 1202324 T 5osree
ﬁ:{ﬂms (Cash Sales are T 24-25
ot = \
gross Profit 8,00,000 | 10,80 gog
et profit (Before interest g, tax)
b . cat %)
ax rate 50% 4,00,000 5,80,800
s%fg—o—n 1/4/2023 % 1,62,500 —
om the above info; mation calculate the followmg accounting
tios for both the years:
i Net P I'Ofit Rc

| tio, (2) Current Ratio, (3) Stock Turnover Ratio,
i Proprietary Ratio, (5) Ret

urnon Capital Employed, (6) Debtors Ratiq
poodays).
ﬂAns.: (1) Net Profit Ratio: 5.679,

B 60,000 = ¥ 3,40,000 ~ 509, Tax = Net Profit ¥ 1,70,000 / Sales
ga0,00,000 x 100 = 5.67%) and 7.07% (Profit ¥ 5,80,800 - Deb. Int.

172,000 = ¥ 5,08,800 — S0% Tax = Net Profit X 2,54,400 / Sales
36,00,000 x 100 = 7.07%

87,500) and 3.26 : 1 (10,54,800 / 3.94 000). .
Ratio: 8 Times (22,00,000 / 2,75,000) and 6.85 Times

67,750); (4) Proprietary Ratio: 60.30% (15,00,000 / 24,87,500 x 190)
and 68.83% (20,40,000 / 29,64,000 x 100); (5) Return on Capital
Imployed: 20% (4,00,000 / 20,00,000 x 100) and 22% (5,80,800 /
240,000 x 100); (6) Debtors Ratio. 60 Days (4,80,000 / 24,00.000 x
?500) and 60 Days (5,76,000 / 28,80,000 x 300)]

19, Ankur Co. Ltd. gives you the following information for the year 2025:

(Profit ¥ 4,00,000 Deb. Int,

(25,20,000 /

fisticulars 67% of Sale:

Adjusted Purchases 10,00,000
Net Profit (after 60% tax) 7.40,000
Opening Stock 6,00,000
Closing Stock 40,00,000
Equity Share Capital ‘ 20,00,000
10% Preference Share Capital 6,00,000
0% Debentures
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W
10% Long Term Loan %
Retained Earning 10,00,000
Current Asset 30,00,000
Fixed Assets 70,00,000
Fictitious Assets 2,00,000

Additional Information: (1) Credit sales are 3/5 of totm
(2) Debtor and Bills Receivable are 33 1/3% of Current Assets, (3)
Stock turnover is 10 times.

Calculate the following ratios: (1) Net Profit Ratio (2) Rate of Return
on Capital Employed (3) Rate of Return on Shareholde

rs’ Funds
(4) Rate of Return on Equity Shareholders Funds (5) Debtors Ratic
(consider 360 Days)

[Ans.: (1) Net Profit Ratio: 10% (10,00,000 / 1,00,00,000); (2) Rate of
Return on Capital Employed: 33.33% (26,00,000 / 78,00,000 x 100);
(3) Rate of Return on Shareholders’ Funds: 14.71% (10,00,000 /
68,00,000 x 100); (4) Rate of Return on Equity Shareholders Funds:
16.67% (10,00,000 - 2,00,000 = 8,00,000 / 48,00,000 x 100); (5!
Debtors Ratio: 60 Days (10,00,000 / 60,00,000 x 360).
Necessary Calculations: (1) Net Profit Before Tax ¥ 25,00,00(
(10,00,000 x 100 / 40); (2) Average Stock ¥ 6,70,000 (7,40,000 +
6,00,000 / 2); (3) Cost of Sales: ¥ 67,00,000 (10 = Cost of Sales /
6,70,000); (4) Cost of Sales = Adjusted Purchases: ¥ 67,00,000; (5
Sales ¥ 1,00,00,000 (67,00,000 x 100 / 67); (6) Credit Sales
X60,00,000 (1,00,00,000 % 3 / S); (7) Debtors + B/R = 30,00,000 x ]
/ 3=10,00,000; (8) EBITZ 26,00,000 (25,00,000 + 60,000 + 40,000)
(9) Capital Employed = Equity Share Capital + Pref. Share Capital -
Debentures + Loan + Retained Earnings - Fictitious Assets =

¥ 78,00,000; (10) Shareholders’ Funds ¥ 68,00,000; (11) Equity
Share holders’ Funds ¥ 48,00,000] | |

20.The Trading and Profit & Loss A /cof Anupam Ltd. on 31/3/202¢
is given below: ‘

Particulars ‘ 3 i
Net Sales (All Credit Sales) 9,00,000
Less: Cost of Sales:
Opening Stock 1,25,000
+ Credit Purchases 7,20,000

. 8,45,000
— Closing Stock _ 1,70,000 6,’75’000‘
Gross Profit o 2,25’090
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ff ,f"’;; Distrative Expenses 60,000 —
EX penSCS 42,000
Sglll:g on Bank Loan 9,000 1,11,000
m te LT cofit (Before Tax of 50%) * 1,14,000
Sheet as on 31st March, 2025
3 3
;-soul'ces of Funds‘
ity Share Capital 2,50,000
| (v Preference Share Capital 1,25,000 | 3,75,000
| 4d: Reserve Fund 1,05,000
; Proﬁt & Loss Account 45,000
Lorkmen’s Compensation Fund 25,000 | 1,75,000
T opﬂetafy Fund 5,50,000
l' pdd: 15% Bank Loan 60,000
capital Employed 6,10,000
Applxcation of Funds
fixed Assets less Depreciation 3,80,000
current Assets, Loans and Advances
Debtors 1,20,000
Bills Receivables 50,000
[ Stock 1,70,000
Cash & Bank 60,000 | 4,00,000
less: Current Liabilities
Creditors 1,20,000
Bank Overdraft 30,000 |
Provident Fund 20,000 | 1,70,000
Capltal Employed 6,10,000

A‘om the above information, calculate the following ratios: (1) Net
foﬁt Ratio (2) Operating Ratio (3) Stock Turnover Ratio (4) Debtors
Ratio (360 Days) (5) Liquid Ratio (6) Proprietary Ratio (7) Debt-Equity
Ratio

ns.: (1) Net Profit Ratio: 6.33% (57,000 / 9,00,000 x 100); (2)
Operating Ratio: 86.33% (6,75,000+1,02,000=7,77,000 / 9,00,000
:'; 100); (3) Stock Turnover Ratio: 4.58 Times (6,75,000 / 1,47,500);
%) Debtors Ratio: 68 Days (1,70,000 / 9,00,000 x 360); (5) Liquid
atlo 1.35: 1 (2,30,000 / 1,70,000); (6) Proprietary Ratio: 70.51%
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(5,50,000 / 7,80,000 x 100); (7) Debt-Equity Ratio: 10.91% (60,000/

5,50,000 x 100)]

Particulars

Note
No.

3

21.Following is the Balance Sheet of Adarsh Ltd. as on 31 /3/2025.
—‘\;

[A] Equity and Liabilities:
[1] Shareholders’ Funds:
(A) Share Capital

15% Preference Shares
(B) Reserves & Surplus
[2] Non-Current Liabilities:
12% Debentures

[3] Current Liabilities:
Creditors

Bills Payable

Provision for Tax
TOTAL

[B] Assets:

[1] Non-Current Assets:
(A) Fixed Assets

Preliminary Expenses
[2] Current Assets:
Stock '

Debtors
Bills Receivables
Cash & Bank

Prepaid Expenses
TOTAL

Equity Share Capital (X 10 each)

(B) Other Non-Current Assets:

5,00,000
2,00,000

90,000
10,000
50,000

2,20,000
2,50,000
20,000
1,45,000
25,000

3

—_—

7,00,000
4,00,000

1,50,000

1,50,000
14,00,000

7,00,000

40,000

6,60,000
14,00,000
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; % 40,00,000
3 25,00,000

| nterest and taxes ¥ 5,00,000

| garnt?

1 30%

te the following ratios and give your comment on each ratio:
(ompY ent Ratio (2) Liquid Ratio (3) Stock Turnover Ratio (4) Return
1) gz;rital Employed (5) Earnings per share.

_n (1 currentRatio: 4.4:1(6,60,000 / 1,50,000); (2) Liquid Ratio:
]A;;:'l (4,15,000 / 1,50,000); (3) Stock Turnover Ratio: 11.36 Times
?2-5’0'0 000 / 2,20,000); (4) Ret. on Capital Employed: 41.32% (5,00,000

)

12,10,000 % 100) (5) Earnings per share:¥6.15 (3,07,400 / 50,000)]

9. From the folioing Balance Sheet of ABC Ltd. as on 31/3/2025
. and Trading and Profit & Loss Account for the year ending 31/
| 3/2025, calculate the following ratios and discuss it utility:

—_—

Trading and Profit & Loss Account Cr.

iParticulars X | Particulars i
ITo Opening Stock 6,00,000 | By Sales 60,00,000
lTo Purchases 51,60,000 | By Closing StocK 6,00,000
To Gross Profit 8,40,000

‘ 66,00,000 Lsﬁ,oo,ooo
To Administrative Exp.| 1,36,000 | By Gross Profit 8,40,000
To Interest 1,40,000

To Selling Exp. 44,000

To Tax Provision 2,60,000

To Net Profit 2,60,000

. 8,40,000 8,40,000
Balance Sheet as on 31st March, 2025
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| Particulars Note
| No. 3 T

(A} Bguity and Liabilities: L
| 1] Shareholders Punds:

{A) Share Capital

iy Share Capital { 10 per share) 10,00,000

1M Preference Share Capital 2,00,000 | 12,00,000
(B} Reserves & Surplus:

Qeneral Resernve 8,00,000
| [2] Non-Current Liabilities:

1Q% Debentures 14,00,000

[S] Current Liabilities:

Craditors 1,20,000

Proposead Dividend 2,20,000

Income Tax Provision 2,60,000| 6,00,000

TOTAL 40,00,000

[B] Assets:

[1] Non-Current Assets:

Fixed Assets 26,00,000

[2] Current Assets:

Bank Balance 1,00,000

Cash Balance 3,00,000

Debtors 4,00,000

Stock 6,00,000| 14,00,000

TOTAL 40,00,000

The company declared dividend on equity capital at 20%.

[Ans.: (1) Current Ratio: 2.33:1 (14,00,000 / 6,00,000); (2) Stock
Turnover Ratio: 8.6 Times (51,60,000 / 6,00,000); (3) Dividend Per
share: X 2 {2,00,000 / 1,00,000); (4) Operating Ratio: 91.33%

(5+.80,000 / 60,00,000 x 100); (5) Rate of Return on Equity Share
holders’ funds: 13.33% (N

et Profit ¥ 2,60,000 - Pref. Dividend 3
20,000 =X 2,40,000 / 18,00,000 x 100); (6) Net Profit Ratio: 4.33%
{(2.00,000 / 60,00,000 x 100); (7) Capital Gearing Ratio: 1.6:1
(10.00,000 / 10,00,000))
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) following ratios calculated from the accounts of a
:1 the 1 s .
7 o i and standard ratios of the industry, briefly comment

}avcomﬁzf}l pancial position of the company with respect to each
on

'y Actual Ratios | Standard Ratios
G o o ox
() _ptors Ratio 60 Days 75 Days
P gro ss Profit Ratio 40% 40%
(4) yet Profit Ratio 20% 959,
‘j/’mﬁfyB.B.A., April, 2014

{Gt‘S.: (1) The current ratio is very high as compared to the standard,

;Ar;mﬂg a very comfortable liquid position for creditors; (2) The
ebtors velocity is much lower than the standard which is very
pfortable as the company is able to collect its books debtors much
lier; (3) The gross profit ratio is on par with that of standard
ievailing in the business; (4) The net profit ratio however is very
Efsaﬁsfactow when gross profit rate is taken into account.]

Details of Moon Ltd as on 31-03-26 are as follow:
[  Equity and Liabilities Rs.

|

1. Shareholder’s fund.

mm—

2. Share Capital

Equity share capital , 10,00,000
10% Preference share capital 4,00,000
b. Reserves 7,00,000

2. Non-current liabilities

2. Long term borrowings
15% Debentures 5,00,000
3. Current liabilities

2. Short term borrowings

Bi.nk-overdraft _ 1,60,000
b Trade payable

P ——

Creditors '2.40,000
Total 30,00,000

'IL_Assets

uon—Current Assets

é‘\F;IXed assets 20,00,000
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2,00,000

"i-:s. XL::-*“;‘&kA: o eret ”

- om —current assets ( fictitious) 20,000
C~ t R L ha -~k

2. Current asse®
- ; 2,00,000
a aventony (Stock] —

-

h Trade receivable

;

4,060,000

00,000

Cash and cash equivalents

00,000

30,00,000

»

Find out:
atio {4) Propn

b=

{1} Current Ratio (2) Quick Rato (3) Debt Equity
' etary Rato (J) Long Term: Funds to Fixed

Ratio (6) Fixed Assets to Proprietary Ratio.

- LWL S
Equity and Lizbiliues Rs.
Sharehoelder’s fund.
Share Capital
Eguity share capite 20,00,000
i 20,00,000

Pref ce share capital

2
0
]

Rreserves

11,00,000

Non-current liabilities

Long term borrowings

10% Debentures

10,00,000

Current ligbilides

Short term borrowings

Bank-overdraft

1,50,000

Trade pavable

Creditors 1,00,000
Bills pavable 45,000

Other current liabilities

QOuistanding expenses

75000_|

Total

Assers

64,00,000_|

L e——1

Non-Current A

7/
[7/]
Fo
~4
o

SN

| Fixed assets

55,00,000
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PO L ‘MNM**M&%;W‘ .
e I e i g A N 2 i, £ o o s ™00

P

"6?1—;:‘.1‘ non —current assets ( fictitious) 1,00,000
mrm nssets
mtol‘y (Stock) 1,75,000
rTrade receivable
" , ,
Debtors | 3,50,000
’-—"__" . w

Bills receivable 50,000

e

Cash and cash equivalents | 2,25,000
Total 64,00,000
e ) ; - .
ch‘l out: (1) Current Ratio (2) Liquid Ratio (3) Debt EQ_UltY
Ratio (4) Proprietary Ratio (5) Long Term Funds to Fixed
Assets Ratio (6) Fixed Assets to Proprietary Ratio.

* * B



