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first attempt success tutorials

s CA Amit Sharma

1 RATIO ANALYSIS

CHAPTER

Whemenen “Two NuMeERs "are expvessed. (n behh of Iya_ them
3t s cud 4o pe vabip -

?wwaﬂf ene S-Inalt vorioble does nol prov(cle. us 'Mmm'nsbul
data. bubk whem expratsed in tenmg of @nOthen vanablg , 1k
‘ai\fel. (V13 meanmgb-ﬂ ":“b'" )

@ AEEERENT T¥pes OF BATIO

~ Liquidity Ratios*/
Short-term Solvency
. Ratios J - _—
Leverage Ratios/ - ,1 Capital Structure Ratios

| Long term Solvency ';_\
| ° Ratios

‘L Coverage Ratios
Types of Ratios Activity Ratios/
. Efficiency Ratios/ ,{ Realted to Sales
Performance )
| -
L Ratm;/ Tur:' vt Related to overall Return
on Investment (Assets/
Capltal Employed/ Equity)
Profitability Ratios .
Required for analysis
from Owner's point of
view o
Related to Market/ .
Valuation/ Investors

P/IL STATEMENT

SALES
() cost ofG oods Sond  (cogs)
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first attempt success tutorials

Ratio Analysis

CA Amit Sharmo I

Gross prift
) epurah'nlj expenses
(adwwin , Suling & dist)

Ea.tn\'nj Lg‘o-ore tnt & Tax (EE“' or OP“Gf""“j)
Projat
(=) Inberest  expomse 2

= ===

eqm‘na 'ub-c)rr. Tox CEBT or PRT)
(=) Tox expenses

aring Alkr Tax (EAT or PAT oy Neb projsit)

(=) dividend 4 Qreferamce ¢lholdens

Earm'ntas Avarlaple To Equitp Shareholdexs
SH)

Cear

(=) Dividends to equilty s|holdexe

‘ Retaing2 EARNINGS

@ Prorxztagiuity RaAtios (easea ow)

SAlLEes

Basic Rabtip = Any Inwume or Any Expense <190

Saleg
Tmpt- Answaer is colevloked in 7-

_E—II By CA Amit Sharma 7/ AE—
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e CA Al SAOrm0 s [T

Ratio Analysis F A 5 T

[

Gross Profit Ratio =

Gross Profit
Sales

=x100

0 Net Profit Ratio = NetProfit <100 Or Earningsafter taxes (EAT) <100
Sales Sales
Eii} Pre-tax Profit Ratio = —2rings be;"lre taxes (€BT) 100
ales

Operating Profit Ratio =

Earnings before interest and taxes (EBIT)

Operating Profit

6 Cost of Goods Sold(COGS) Ratio =

x100
Sales
or,
Sales e
COGS <100
Sales

(ii) Operating Expenses Ratio

(iii) Operating Ratio =

(iv) Financial Expenses Ratio

= Administrative exp.+ Selling & Distribution OH

=100

Sales

COGS +QOperating expenses x100

_ Financialexpenses *

Sales

x100

Sales

o

*It excludes taxes, loss due to theft, goods destroyed by fire etc.

BALANCE SHEET

AAYANCE \NcomE

Y 7 # By CA Amit Sharma
)/ € Fast Cost FM by AB

Ve

L1ABLLITIES ASSETsS
CAuny S )caP Fixea Assers
ReseRve €& SURPLUS - Plant

- Madure
Peer s/cap
- Furnitvre
RNEBENTURES
CYRRENT Assers
LoAns = Lavemiorp
CRE Q\TORS - Aepior
= Cagh [ Bank
o
fs EXPENSES ACCOMVLATES  LoSses

RELUMINARY EXPENCES

—_—

Chapter - 01



Ratio Analysis

CA Amit Sharmo I

I I AVANeE PAY
CLRVED INCcow

* Totar Asset = Capitll + Liokilibes

* CHAREROLAERS

[1]

Cauitp ) Resenve () Prelim, Acwwilated

£ Quuy S /cap £ Surplus Exp losg
® NeTwopTH = Fixed () cCurwemt &) Total
Assels Assels Liclo
@ Eavity &) Resenve @) Preye ) Prelim fAcc.
Slcop & surplus s|cap exp [ loss
* CAMITAL = caviy @) Ruowe @) Prejy &) Abemivre
EmpLoYen Sfcap & surplug $[eap

) Predivmivomp | Aol abed
ERemses loss .

@ Fixed @) curvemt &) Current
Assere Assels Liatlo

Fired Auek (-) Wikl

@ Prorrtagiuizy Rarios (overair pemen)
ON Astets

Return sllmplr mMéans Prdb.i'{ /Eaﬁm'nqg
le Wyak we gat in vekum ol ouy cHrorts -

dn Dian
Rﬂh’"h =
1 oy
_E—I/ By CA Amit Sharma 7/ AE—
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watio ralysis

e A Amit Sharma ttempt suce woria s

RewRrw on s Somings avalable o equity slholder
EQuLrp

‘Eau'n«l?o Shavelo\dex's kuncp.'

P . Sarmings before Intrest £ Tax @au)
CAPUTAL €mpLoy @pital Employed

Eamfnjs O\E’ru tax Gt’. €811 -\;cu)
@pital €mployed

Retvprwn onN = Sarn'mgs o.%’tuf tax (‘." €8\ - \"c“)
ASseTs

Average[Totol or Fixed or (ntangibie
Afsele Assets Assers

_ Return/Profit /Earnings %1

Return on Investment 00
Investment
Or,
_ Return /Profit /Earnings - Sales
Sales Investment
( Or. \

Profitability Ratio x Investment Turnover Ratio

Return /Profit /Earnings

Since, Profitability Ratio
Sales

and

n

Sales
Investments J

Investment Turnover Ratio=

ROI can be improved either by improving  Profitability Ratio or Investment
Turnover Ratio or by both.

Imp-  Answer s colevlaked n tmes

Y / # By CA Amit Sharma #74
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Ratio Analysis

CA Amit Sharmo I

@ PerorztagiLiyy Ratios (ownee's poy)

0 EARNlN‘f
PerR ShAre

(i DIVIAEND
PeR sHAre

D) Dt ren =
PAYOUT RATID

Q'U) -hwmem
YElLa RATIO

Net prejgt available ‘o equily sfhelders

Total mo- o} equity siholders

Total dividend paidto equily s{lslders

Totad mo- o equity S|holders

Dividend pasd ber share _iPS_
‘E.a\mihc(js pex sShare eFS
Dividemd poud ber share DPS

T MPs

Market Pvfce per share

@ Pgop:ragn_ma Ratios (Ruqhd-hmarkdj

~

Price-Earnings per Share (P/E Ratio) =

Market Price perShare(MPS)
Earning perShare(EPS)

.

Market Value /Book Value per Share (MV/BV) =

Dividend Yield = Dividend ?:n‘:':hange in s.hare Price . 100 W
Initial share price
Or,
—  DividendperShare(DPS)
= =100
\ Market Price per Share (MPS) )
Earnings Yield* or EP Ratio = EarningsperShare(EPS) .4
Market Price perShare(MPS)

Averageshareprice
Networth+No.of equity shares

Or,

= Closingshareprice
Networth+No.of equity shares

_g—ll By CA Amit Sharma 7/ AEE—
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Ratio Analysis | FAS§ST

s A Amit Sharma irst atte uce itorials

Market Value of equity and liabilities
Estimated replacement cost of assets
Or,
_ Market Value of a Company
~  Assets’ Replacement Cost

Imp:- Answer is colewlaked i bimes

Q Ratio =

@ ACTIVITY RATIOS
I+ siwply  shews us Row BeTreR oQUR ActiviTies /PICTION.S

afe i-& Hou) &H—,o\%-ﬂy We. axe V‘I'W‘j Dur qfsd—s or
C.NP]\'C\R Yo ameﬂq]:t Saled .

Sales
Whakever given

Actiuitp Raho <

r B
Total Asset Turnover Ratio = S3les/Costof GoodsSold
Total Assets
N _J
Fixed Assets Turnover Ratio = S3es/CostofGoods Sold
Fixed Assets
. w
: Sales / Costof GoodsSold |
Capital Turnover Ratio = 221€5/-0STOTHOOCIL0L o
Net Assets td
N 7
4 y

Current Assets Turnover Ratio = Sales/Costof GoodsSold
Current Assets

Sales /Costof GoodsSold
Working Capital

Working Capital Turnover Ratio =

Inventory Turnover Ratio = CostofGoodsSold/Sales
Average Inventory

E— /7 By CA Amit Sharma #7
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F A 5 T Ratio Analysis

T . (A Amit SAormo EE—

r 1
Raw Material Inventory Turnover Ratio = _RawMaterial Consumed
Average Raw Material Stock
\ J
i = N
Rec&ﬁva bles Aeebtors) Turnote]r Ratio = Credit Sales
ccounls Mecewvables = AvFrage Accounts Receivable
. ™ . 2
r
— Average Accounts Receivables Or 12 months /52 weeks /360days
Average Daily Credit Sales Receivable TurnoverRatio
. >

Credit Sales

Average Daily Credit Sales =
No.ofdaysinyear(say360)

Annual Net Credit Purchases
Average Accounts Payables

C"""*‘“" 1 B/Payble)

= Average Accounts Payable @, 12months /52 weeks /360days
Average Daily Credit Purchases Payables TurnoverRatio

Payables Turnover Ratio =

IMQ'.- ®* Ahswaer s colevlaked h Hwes
- 4 opmg € Closing given , Use average

o We com use.‘laol-l-. soles oy C.OCES.”

@ Covam&i RATIDS

o+ s:'mp\)a ks us How Mucq ARE WEe COVERED Fog

THE PAYMENTS or How mah)a bmex s my Qanm'nf_x as
Compared to my Xpense

C.onmﬂe, Ratip = TARNIN €S

ExPeumse we wont Lo Cover

Earnings before interest and taxes(EBIT) ]

Interest Coverage Ratio =
Interest

_E—‘u By CA Amit Sharma 7/ AEE—
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s A Amit Sharma first attempt success

Earnings available for debt services
Interest + Installments

Debt Service Coverage Ratio =

Preference dividend

Equity Dividend Coverage Ratio = Earning after taxes (EAT) - Preference dividend
Equity dividend

Preference Dividend Coverage Ratio = Net Profit/Earning after taxes (EAT) ]

\

[ Fixed Charges Coverage Ratio = Tntarest + Repayment of Loss

EBIT + Depreciation ]

Shory Teawm dlon 3 tem
So\vem ¢ SeWemc
A-.Hnll}f o 'gus:ucu o P
Jap short furm lakilies
- : Current ‘Assets
[ SUmeRkRatio « Cu:'ent Liabilities ]

Current Asset = Inventories + Sundry Debtors + Cash and Bank Balances + Receivables/
Accruals + Loans and Advances + Disposable Investments + Any other
current assets.

Current Liabilities = Creditors for goods and services + Short-term Loans + Bank
Overdraft + Cash Credit + Outstanding Expenses + Provision for
Taxation + Proposed Dividend + Unclaimed Dividend +
Any other current liabilities.

; ] { : uick Assets
Quick Ratio or Acid Test Ratio = Q—
Current Liabilities
Where,
Quick Assets = Current Assets — Inventories — Prepaid expenses

Current Liabilities

As mentioned under Current Ratio.

Cash and Bank balances + Marketable Securities
Current Liabilities

Or,

o Cash and Bankbalances + Current Investments
Current Liabilities

Cash Ratio =

I / # By CA Amit Sharma #74

——

)/ €] Fast Cost FM by AB Chapter - 01



watio rasis

Cash and Bank balances + Net Receivables + Marketable Securities
Opearing Expenses+ No.ofdays (say 360)

Or

_ Current Assets - Prepaid expenses - Inventories
- Daily Operating Expenses

Basic Defense Interval =

Cost of GoodsSold +Selling Administartion and other
General expenses - Depreciationand other non cash expenditure

Daily Operating Expenses =
No. ofdays in a year

Net Working Capital = Current Assets - Current Liabilities (Excluding short-term
bank borrowing)

loNG Texm Ratio

Neb Agsets - Torad FA & Total €A ® <L
[ Shareholder's Equity
Equity Ratio =
L quity Net Assets ]
p
Debt Ratio = Total Debt
I Net Assets
( S —— . R
Debt to Equity Ratio = Total Outside |‘Jab!|.ltl€5 - L’?bt_
Shareholders'Equity Shareho.lder s Equity
- Long-termDebt** €an vclu d e
- Shareholders' equity Flb' ’ -",“f -3
= Debt to Total Assets Ratio = Total Outside Liabilities i
Total Assets
Or,
— Total Debt
\_ Total Assets Y,
r
, . . Preference Share Capital+Debentures + Other Borrowedfunds
Capital Gearing ratio = - -
Equity Share Capital +Reserves & Surplus -Losses
\ J
| Proprietary F
Proprietary Ratio = EXcpe i g
| Total Assets

CA Amit Sharmo I

__II By CA Amit Sharma 7/ AEE—
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2 ‘ LEVERAGE

CHAPTER

l@ﬂe.mae. wmeans Ak oly Using a lever to UPUB% Somd:hfng_
In Fvamual wm\qam],-‘ ]wwoLae means Use o) Fixed costs o

\nerease eanm"ngs :

lets ke a bagic EXan']e ‘l[,- SHowRo oM .
- La‘sau chowreewm = l-:n‘gjer Sdeg
~ betexr avea = beMer cde

@ DIFFeRrendt TYPES OF FIX$2 CosT

/\

OPQVQH:E Fixed cost Finanaal fi'xed coct

Used o calelate (D0L) Uted b caleviate
.Ibeﬁm_ o\ Operaling (L) degree of
leuuo_gp_ Finamadl_ levernge
3 Runt , Aepwaahion, ey Dnterest .
Salaay Preference divid
Qresl:- Ts l@.vuagg, nckp or bm‘h«hﬁ, 22
BotH - 't cam (create Sales of Incowme
“bet % alse creakes eme exiva |nixed

Y 7 # By CA Amit Sharma #7
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Leverage

CA Amit Sharmo I

PIL STATEMENT
SALES

(=) Vonidble costs

Contnbuhen

(=) Fixed Opvah'r:’ wsk
(SQ.lMy .remt L dep )

Emm'nj Lq-ore it & Tax (geIT or operating)
Projit
(=) Fixed Finawial tost Clnterest)

iqrm‘na Bebﬂre. Tox CiBT or PBT)
(=) Tox expenses

€aring Alir Tax (EAT or PAT oy Net projsit)

(=) Fixed Fnomaal cost CPVeJ"-bfvfclde

Ea.rm'ntas Avasloble To Equitp Sharehaldexs
(e ATESH)

(=) Dividemds o equity s[holdexs

Retanea EARNINGS

@ DeGRse OF OPERATING Lfcvee.p.?g

Chapter - 02
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Leverage ,A 5 T
first attempt success tutorials

‘Sl‘me 2 ‘C;ixecl wst dOeawo} O'?\CmD@J . Seo ;'b' We iﬂWEMI. aur
Sols bp \07. - increage in Ve is 107. . but there
N Wereare v FC o chavge v E81T 15 dis propovhionake

o
Sales looo Sof ISoo
_!r_ 200 /5;/\,\ (200
Contwm 200 300
FC 150 D/ s\m
1331 sp — \5p
3907.

. So abegreo. oy ope.m!-'h, \wwa.ge. measures Hais dus Properhimale.
change n £BIr | dye 4o change wm saleg .

* It is wmaldy doe TO |ived OPwoJ:{nﬂ cost-

Qiarec ob’ - :/ C’naﬁjt. n EBIT
OPUGHn leverag e )
(-OoL? K /- change. in Sales
= | New €g1T- Od EBIT
ADL old €8IT
——— ——
New Soles ~ Dld Sales
[ ]
/. Abselvte old sajes
/- Chﬂ'fag, Ih- EB\T Comtn buton ot bvk v
/- clndnjq wm Sales €8T
ZBIT

I / # By CA Amit Sharma #74
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empt_tuccess tutorials CA Amit Sharmo E—

first att

Tmypovtamt Hint
(l') Since \JC also ckowlﬂu N Sowme proparbion ot Loles

So \nslead Oh- ‘- Scxje,;l -~ Saleg o

we com pse - (Salez,‘ -VC_Q - C.Scdelo -Vcp)

Change o Comvlovhim = Contribubion | — Conhnbubi ,
() degree of e?em}\’ua. \Weroge, (an newes be |

DIFFERENT JEVELL OF DoL

When e owe ok

Whem apo.m.h'v? When we are
FC is 0 ak BEPlened belww Bep
Aol = M = '-_IP__ N Pt . .
PR b = Uo g, combibubin = U0
L ¢RI o E.Ir (20)
- = [~
Sales 120 RET=0S IR
ve 39
e —_— t Salqs 120
CoVp Yo s:::& _g‘_ ve 29
Fc 0 Covbn bo Covpn 4o
13714 Yo Fc Yo Fc f_o
€8T -E €éir (2v)
Tepea OF Buestions Asked
AlwaAaNSs wma \Ncowe £TAT* F\RST
(@) Caleolaxe Aol (b) Calwrake anJe. I
Sivaplp by  Usivg Sales oy dnamge iv

/7 By CA Amit Sharma 7/ A
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formula ¢air
Comtnbohon [ C-h'nglh EB\T
€BLT /- "-l'lq'l'lAg tn Sales

@ MARGIN oF SArety @@ 0L

™Mos s e lwaob sales Whith 15 bede e
break. auen Calec ,se \ets underchamd. it detuil

Mos = Total Sales - Rreak even Soles

Mos o = Total Sales - Breakevem soles
Toted Sales

(Ret> wmelkpp € divide by PV rokin)

- (To’ra.l Solesx Plvw@ = C‘BE sales X PV Yabe)

( Sales X PIV vatig)

o ) - (e )

a il
(gq}.e; X c,onh}\ouh'en)
—-_-__-.-'
Lajes

= CondlwMen - Fixed Cost
contmlbyhon

I / # By CA Amit Sharma #74
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Leverage

i

CA Amit Sharmo I

b3
vory. - EBL_
Contmbuhow
B L
Mus /. * oy

@ DeEGREe OF FINaNcLAL L%ueghgg

* % measyres Cl'\cmjg w E€P5 dve to dnmj._('n EBIT

DFL = 7. dnqr:jc_ n PS5

v & C.\nomae_ mn C8IT

- New €Ps - DId €Ps
Old <ps

New €817 - pld €BIT
old eplr

AFL g5 mo prefy C €8I

dividemd. fiivm €BT

A8 oy - €BLT

diwdeomd s givee  (EB'T - 1np) = Prefs divd

(1- Zax)

__I/ By CA Amit Sharma 7/ AEE—
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zeIT
At

DIFFERENT JEVELL OF OFL

Whem b\'mmna When We are  Whew we owe ok
FC is 0 ok BEP lenel Ld.w BE?
EB\T - UO L N e i
AH: —— -— € BT = Uo
€8T Yo _EBT. = 10 AR —=
A : —— - 3
" €8T ® = (o)
= L
Sales 120 = 0o = 0
Q
_V‘L:- 29 Sales 12.0 Sales 120
Covibn 4o Ve o Ve B
Fe s Conpl 50 Conpn o
€8T Yo Fc Yo Fec 20
g 2, €8y 0 €Bir Yo
"ot | S R e
¢RT 0 287 (22>

Tepea OF Auestions Asked

(@) Calewlaxe AFL /\ (b) Calewlake d\nnuo. In

SI"H\?‘p h\p Usihj €BIT oy d\m‘,g in
j-ormulq. : BT
cBIT /- d-xdmje: m EPS
—— ——-—ﬂ_.___—-_‘..-—a-"—'{d
PBT /- @\(Mﬂ]ﬁg n E8IT

Y / # By CA Amit Sharma
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CA Amit Sharmo I

@ DEGREE OF ComeINeD L‘i:ver.p.s.g

= AFL X 0o

-~ -/,Ch/tl}Jffﬂ ‘Eil_l'-

x /- dnaunaﬁ_ n EfS__
/ d"o"ﬂﬂg i~ Saked /] ler

Y. C‘l‘iaﬂjt [.ﬂ EP.;

7 CL\MIJP_ i cales

Contnbuh on X ;Qﬂl
/‘EJH'/ PBY

Covfrbphem Cortribph'en
= @n
PBT PBT - prefdivid
(1- %ax)
i abtolule
Dok
DFL
Oh\_\f Int -
Tolerest
§ prey- div-
__I/ By CA Amit Sharma 7/ AEE—
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faaT propat .ﬂ Stant @..Tn
ﬁ-’,ﬂ' Pi’obll' a' q;gﬂ- Je

‘ ‘ NOTES
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CA Amit Sharmo I

NOTES
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3 ‘ CAPITAL STRUCTURE

CHAPTER

T s c’im"\l’ e comboinakm ob— Cﬂ.':fl\“ﬂ.l_ Yoused by the Lovopany
jnm difyevemt souvces awarldble o it - €3+ Equitp - Aebt - Prej .

P/L STATEMENT
SALES

(=) Vaniable co;ts

Contnbyhgn

(=) Fixed operoking cost
(salony .vemt ,dep )

Emn\'nd Le‘uofe fnt & Tax (sg“- " OPU"‘*’.@)
. pnb..' t
(=) Fixed Eimawual Cost Clnkerest)

Eqn-n‘na B!b-nrr_ Tox CEBT or PRT)

(=) Toax expenses

Eqm'na Ajtr Tax (AT or PAT oy Nek Poit)

(=) Fixea Rnomaal cost (PVeJ;-.bin!md.)

Earnin ¢ Avarlaple To E:'uiba Shareholdexs
(e ATEsH)

Y 7 # By CA Amit Sharma #74
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Capital Structure

CA Amit Sharmo I

(=) Dividemds to equityp s|holdexs

ReTaingd EARNINGS

QU!‘L:'(JJ[AQ}, (s cmo.i\dole b Q1 Sl‘f‘lofdyv —>  Cannngg avarl
t eq "sjuolden
Oue 2:- Whak £ owasladele $ prek s{holders —> Pfc%dim )

P—

Oves 3 lohat & owalable Yo debembture hojdeys »  Interest

Nt

S0 con we sayp that fo all thvee sources oy
Capital , the awount awvailable (s — > SE1T

——>» Replacement
—> Modernisation
—— Expansion

l ———> Diversification

Capital Budgeting Decision |—>

—> Internal funds
|—> Debt
l 3> External equity

Need to Raise Funds -

Capital Structure Decision

|
Company Wil need to route funds and
T?PES ofF Three. oggh-c!n wall be S\Uuh UJIR\ Paree

Ovestions 1 duifpenemt types Cb- Wops to rouse junds

= pure e_quit}q - ture. delot
~ PUre  Dretexemce - debt + equity
- debt + P‘lej-?_»vw(_e - deb¥d T eq- ¥ prefy -

_g—ll By CA Amit Sharma 7/ SEE—
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s CA Amit Sharma

8¢ We are requived to calcylote enhm{hj_-. avail* to
Qqu]\]o Showed,aldens in eada caye
or ﬂ'-b- P/le @ro i 3;vu\ e MM M Cagdh cage
and  cMoose the gne with (n{glneg,f mPS or eapmmgs

TYPES OF : Owetion wil wot wal'&e doda wrt EBIT,
OecTions 2 €anvings or  tPs

Se we howe 1o choase the best method
ofy %—im}mc&v«g by C,\’MO.Q:‘ng .

the. ophm Whwidsh hog Y least wace
WAcc = Weight X cast of + |weight of x cost oy
o equity equikp dest debt
weght oy 5 st ol
Prefenemca Pfgfuwc&

@ CHANGE [N €BIT WITH CHANGE N CAPITAL

U J
LPhU here (e always fow& that ERIT rervarned Sawe W
a) the Coser il we (e fevds  or unless specificatlp
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mentiened , So we dhse +he ophem

Whi'dh gave Hfﬂhest EPS lohich gave Jswet wAce

But now queskion Ll speci\‘icauf menhen that €8T will
c.\nalv\ae amd  two l'V""POTtOMi' "words " be written

RoT ow N &w CO.?ll'qﬁ 20T on iew Ca'PI{'dL aiil
'$ Same 05 old capita), be X .

and Hiem QUMJ'\'On -w,qy agk Us b wlwllake PSS 1n boH, cas

@ Rol on New cAP\TAL 1S SAmE As OLD

Obfion - Querkion will sl give tne for
50 N0 Computahgn s requiYed

Ophen 9:- Gueshion doeg of ?rw'.de. ﬂ“‘;“""',‘] kol

Ror - BIT
Capital Tnvested

IMFOdeM{' tvicka
(UW@U% omd. resenve & Surplvs be 31\/%
GV fake of pref- divid will be given Lo carwlate prep <ftap
by Prederemce dividend
Rate of prej divid
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@D Swilonty int on debemiure wWil\ be 3‘\\!@% ca colwldte

debenyve 1y, lobexegt
Rate o Dntewest

"we wil bﬂ'nqnp mulhiple  the ROt - with ol Cap bl
emploYed o geb vew €8T (Ror - £EBIr )

Capital empl- )
Then we wily Cal w\ake &anu{\njg o MPS g astked

@ Roel on New CAPITAL 1S X4

Opton | . O ques Jivfddf soys natk Yekum o e
Comtal s X - Use 2%t-

Ophen 9 :- If quabhem says  Ror em hew pitad s

%/ greatr fhow old Ror + Yhem k'vsb

Cholate ald vor 4,9 add -,

ImPOrl-aM{- tricka

(UWSNW omd. resenve & surplvs be

GO rake of Prefe - divid willt be qiven Lo cawlake prey sfiay
% Droferene dividend

Rate of Prefs dind

Ui S{m'ﬁom\)a Int on debemiure wWil\ be 3'\\1&\4'1 0 colwlste
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debeniurve by, Inbexesk
qu'ﬂ D\ﬁ -I:M’c&)/‘eat

CA Amit Sharmo I

"We will frvaflly mulkple the new Bol - (il totad wpitay
abjer raising vew weitall to get €BIT ° (EOI - EBIT )

. Capi Il emplop -
Then we Wil cawlake f':o-nm{njg Or MPs 8 aiked v

take our deu'siem

@ IND2IFFERsNCE POINT

Optieom 2
Uo-f. equilp
30). del¥

A
€a-). equitp
Mo/ dodt

Indifferemce poink Weams suh a leveh Where €ps
Ywo diffenemt ‘}\g?es °f Capitad  gchudure & Sawne

EPSI = SPS&
EEB\T - \M} X (‘-&;} = pref dind, EEBH‘ . \ﬂEJ? X (,-&)] - prey diw
No- Ob" equily shaves No- Ofs - equily shaves
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memessmm—— CA Amit Sharma

T\epe, ofr 5

We ake Yequived o calwlate €BIT
Bu esHon

OV amy okler missing figure

or lnd;'ﬂ.uemce po{nl--

@ AT CISION ON BASIS OF INDIEP. POINT

D'.‘&%lr 'S B-<er ix I €8T 1S
lawer Phomw Some ag Tndiff more. Pram
Wndily  paint Point Tndiff point
S ——— S a——
chose plom wit Choose play
\ése  €BLT Wik hrgh
ER_T EBIT
€EBT
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.
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4 CAPITAL STRUCTURE THEORY

CHAPTER

CLOST OF CAPITAL
Tt showg vs Telaﬁonshn'f betwem <CANTAL StRUCTUR S
VALUE of FIRwW

[ Net Income (NI) Approach

Capital Structure

/ ‘ Relevance Theory | Traditional Approach

Capital 3 Modigliani and Miller (MM)
Strichiwe e Approach- 1963: with tax
Theories \ Net Operating Income (NOI)

Capital Structure Approach J

Irrelevance Theory | Modigliani and Miller (MM)

Approach -1958: without tax

Seme basic assvmphpas J’u' all theones
There are only two kinds of funds used by a firm i.e. debt and equity.

The total assets of the firm are given. The degree of leverage can be changed
by selling debt to purchase shares or selling shares to retire debt.

. Taxes are not considered.

% The dividend payout ratio is 100%.

. The firm’s total financing remains constant.

. Business risk is constant over time.

* The firm has perpetual life.

* EBIT is wwstant

@ CONCEPT OF PReseNT VALug
Mrl Y2 Vr 3 Nrlf YrS
\o 10 to lo (D
Gy wnr e Qe ()€
@imilaniy,
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() To get presemt valwve d onphing all we vieed to
do 15 dis wownt al) [ovre cash fows -

(W Ti:ue toke Debemtyres

Valve ob- ddemturey = obl-swunl; c:mh-b—lvw_s

Cd&hbhows = Intwegt Disevake = |y

() By we toke equitp shares
w

Valve of e_qUi\)p thares = Disomt couh fytows

Cd-!»\oblows = dividemd Dise-vake = K,
or < RAES

) SO, valye o Fitm = Vdve of 4 vaue o
debt Cquity

= Ing + E€AesH

##

kd, ke

\I'alug ab b‘iTW'\ = EB'T
ko

@ NET- INncome THeoRP

iy dheorp soys rak as S0om as we  stont mcreasmg  deot
in oy Capital - s¥fudvre |, LoRcc wil alo .a.swming hat
ke am) ky s wvstiomt -
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A
-
Cost of
Capital %
KW
=
>

Leverage

Ke

Ka

@ NET- 0PeRATING  tNcowmEe Tu eory

Tas -\'hgo.-p soys trak as Sdom as wé stont fﬂcreaji'n_g debvt
n auy a{;i\-uj. Strudvre | ke will rise So as o Feep WA

Congkamt . ousumina. ot kd s Genstamt -

Cost of

-

Capital
%

Kw

Ka

O

@ TK‘-'I.‘DITIONHL APPROACH

Leverage (Degree)

T s an advorced versigm o WNet Tncome ¢ Nek aPuqh'\nj

Mwme 0510 Al -

A% Stont K
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° FUI'H’!UI’ ;b. wWe i'ﬂ(}ffq;,t ™Morg dQ.Lt t'HqEﬂ’\ Bo-Hm
ka g-ke_ gey .

Fust fpwd least WACC

.- Kg

Kw

K. K, and Kd (%)

- 200
o Degree of Leverage

@ MM APPROACH (_MOA\q.n.am ‘rmu.'az)

/\

WITHouT TAX Witk Tax

e e s et e —e

Just QDke net oqu{mg Here we have two “‘PP&.S
nuome 0k Frm - leveyed »Unleverd

Le’ VF = cB8\T

Ve = SBIT(I-t)
Ko (xgitaLisatin) (unlevera) ko

\kqli“‘}’ = Vo = Vg ) —————-—*EBIT (-4)

Ke
e = kot (k)X | Ve o ve b B
e (lerered) Vlewered Savng
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v
= Vi + (dapt x
Unleverq, tO\X)

MV ebv Fivm = Nek oPe/mk\'n} Tneowme
ko (capitalisation wte)

AT SH
MV o QC\UiiBe

M\ hb eclUil-(r = (MV ob. Coem — MV Gh C')elot)

Ke

‘ ‘ NOTES
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CHAPTER

COST OF CAPITAL

@}3 L Whak 15 cosk

E\P}’.' It 5 e owmount daad te Yeuewe Somtﬂm;\g.

@E'.- What s copttal

ﬁ‘rﬁ Al\ KOWJ Cerm Source al_ b-{nomw_ use by o -

Ques::  What s Cosk oy Copital
Ansi-  So iF wmeamg the awomt - hat pay 0 rauce
T Sb mees P
eq :- WWbevesi fo  debentures
P dvid v psc

C-divid b €S5S¢

Cos}) e-b Caiital. am Adlea be tenmed as  winwmum pebvrv
er Pvab;\; oy w*”"“js the (e mp a2 hae o earn <0 as

ta qu ar Scﬂ(sb—y ol e PYvadec nb— Rnds -

@ DIFFERENT TYPES oF CAPITAL

€quity Resenves Pfeﬂexun e debenbyey | Totalk
S)caP s & s‘"P\\B <) CO.P C-CU?Z: bol-
(ke (ke ) (kp ) (k) (ko
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Cost, of Cost, ol oLt ofy CasE o) Overaly
Q‘{V."")o R4 Surpiug P*Qﬁfuemq dek antureg Cosl o
Capitag

A\wa\;s femewber -
———— e —

Firvst we pay Qodbenture Halders C\ﬂtual:)
Prey prefexence S|ho) dexs C‘P*’dg' divid)
them  equity £/le)dens Ceq- dividend)

@ DEBENTURE AND K,

Tt 's a souree o}y CamP'\l:d.Q wheran e borrow ex Pays
g B‘-X‘Ea Payment called ax IntevetOVen lixed (nkenvaf -

/\

Trre desm gble : Red eomable
Dokt A
by Whwest s pad for Both Tnperest £
Safnite period & pancipal prndpal will be
15 vt bard back pud back -

@ COsT OF DEBT OF 1eredcemABLE 2¢RT
Qi"‘.‘ wWe axe payin h Tntexret “ (o depemburehs ldecs
S Vs Cosk o) dey = (ntevest 22
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i Cost of Capital F A 5 T
e CA Amit Sharma first atter utor

Noo ‘DGCO-UEe. W\'\CM&UU'! We Wy nkexest we 3& befmb'\t

W fax exPemSes 1o our fox axp :
Wik ovk deist Laith d‘bl:

Gyt = loo —
nterest - 0O . 20

Tox @ 30). = 30 ~~ ©’ 24

F‘mm the aloove exm\o?\e. . e wm 90\}; e ;b pnb;b wa.s
Some bot Yax expemse Yedveed becavse \nbeyext exp -

Was \niﬂ\t i 2 e g0 WNek Profpt bel\,.(a tax olsa

\je\\ down -
?o our etk ey = F 9% = Savings i tax.
=& (20-6) =321y
\n\:exeg\; = nbereb % foy
kcl = \nkexest Cl— Eax /)
ka# = | Ioberest (- taxy)
Net procerds reciewed
O vw(sﬁoﬂ delot
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Few Importomt Pomts

T.Vll:excgl: = Intexest rate X Face

o valve
Tax Paxe = Tax Rate applicakie to (ovnpomp
Net- proceeds - face valve

@ Premivm on lscye

) Discomt om lssve
ISsve price

& Floatak'om / \Stve cost

Premivm &  Discount Calalated ov [Faze Walug

Floakatiom cost OdquS caleulated o | lssfe_ Price.

@ COST OF %GBT OF REACemABLE HEBT.(ADPRax Msruoal:

kd 7. S = — O _ ‘:M) 15 R::.Aunp- - Net
. Yalue Proczed s
Lje

Redemp- Net
leUtP & Prozeds

L 2
COST OF AGBT OF REACEMABLE REBTAL VIM. . MeTioal
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UCCEss tuto [=—————

did We even leonn that PV of al fjuture Cas), flows
Shows Us dhe curvemt valve

.- lssue price = Pvoy ey of + ---- & PVoj
CF, cx, CFa
S o K 4 ememip LFS
(1+a) C\t o) A+2)"

[} "'h Iﬂ'
Steps to colwlate ka A““";‘;Uﬁ*‘w'?immh"fml?ﬂ

) Prepowg e talole e B
(®»| ()
Years | cE | pvi@ | Ixm | Pvi@ | Ixm
O —— St . — . —
0 (v | disc rare, disc rake |

{ 10 1 E
o | e | o9 -
o826 —
R ] lotloo] o-1s) —

() Use amyp towo difrent \nberest roteg

GiD for cas\, ovtflow use ngaa.l&ve)
v) For coeh ™mflows use +ve

kd. = | Tetak value - Fwal value
rl;J:-\m ln:lint- requived Wiawer ——
e Use =
X | Inberest Intevest| + 'L‘ot i t
Total valve  _ Total value Rate Rake é‘ g
Whew low ink whew high int
Lral:c. Used Yate Used
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@ COST OF CONVERTIBLE DEBENTURS

These axe -\-\"u o\- clckem]:ures Wwhere ov conversim 7
debenture Yolders can convent thew ks ety Sharey .

%Muym‘.'hg W\ be game as Redeamabie Hebembure fust

n Place. of Redumgh‘ah Valye we will use h"g‘l"‘ oly

® Redm?}{qn Voiliia o Price 1 x No ofequily
€quty shares  Shares recieved

ON donuvexsipm

@COST OF PReFERENCE SHARES

The Entire Concept 1s same as Rebemtures -

Ke = Prejuremce divdemd, % T
Cirredeam)) Nek P"‘D(Q.eds
ky Prej divd + [Redemp. + Net
B - value preacds
w'%e =
ﬂikm
[Rtflmmp- + Net }
value Proceeds
2

@ COST O CAPITAL OF E€BUITY SHARES
g b
S 40 | s

# By CA Amit Sharma /7 A
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-&V\Aﬁma Dis wint MOQJ Eanm'n " P\';u. Model
Mps = “alidend CF ™Mps = E:s
(pv) Ke -
ke = Div/dend k’e = gPs
Mps ar Mbs or
Ne Proceeds Nek PYoceeds
€bs = Ganh;n35 anay|
-h % 5‘(4-\ older
No- ofy €q. shares

$ordaus Madel Cﬂrowh\ rodef)

SLome t.mPor{-ml; ?.inb; fo = T
e ke-g

’[b Word, idef_lare& " or

fo = 4, (i+y)

u . ;
dec\dtes ; oy N ch,t;'

ke - ¢
or } i aqum m  Corvemt
YJeor B/shect them its ke = Ao (I3g) 5
'hb elie 2),- PO
(dedvet floakation cost)
from Po
8 = bX ¥
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rekemhom X rate oy
Yakio Yebvm

:_dhiﬂfd ECU'\V'I;nj % eamed
€Ps = m

(hvested

(loo - aps ) x |
? "’//E raho

REALISED VYEILD APPROACH

we will not be Usl'vla s joerIq fo colewlate ke -
We Wil use gt b caleulate afow!-v- rale (8) and  Hhem
apply b in dividend 3rowﬂ-. wiodel -

—

: ”J (Med | % Yela, x Veld;X---.Yeldy) -1

ke ° -in'clw&\!:.::'n_g + Price of end afyear

Price ab grant ob- Veay

9= dividud o Yeor,

Divid emd of Yeow,

@3 Prie ar o o veor,

Price ot omg of Year,

M = WNe ob, Hwes Wwe Calwloked yexl&
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@ CAPM METHOD

ke - Eb- + _BCR\M - Rw)

B = Bea = Risk

Rm *  Risk o manket
Eb' * Risk free rake of rdurn on govi berd /1-9-'1!1

Rﬂi"Rb olso Called as P‘.Sk P‘rumlum-

Tepes of RISk

— e

SYsTemATIC UNS YsfemATIC
bicke RISk

P . S
TF s vick Svr enhire D‘_"S e Compowy cpeulne
monket omd camt ns\e. Whidh com Yoe avoided
be aveided (Betn) €}~ Smkees

Qf-k:- fiw\— poll'u'eg.

Cﬂl\.cum'nnc_f VAve OF EFAuLITY SHARES

Coge L '~ Same eash flows jO' oD )'Q‘“'-s

| e = ST 3 ———— + Sh
l+ke  (I+ke)2 (1+ke)
£ % " Hwidend
ke ke

CareT ' Same cash flows Jor D Yeors @) sme growh
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B = CF 4+ CR(WD & CF (4l + .QE_.(';s)""
ltke  (I+ke)? (reey®  (¥ke)

. = N
Ke Ke-g
(eIl ' Same cash flaws Jor D Yeors (1) Unequal grawth
B £8 8. oo v Cho
l4ke  (l+ke)2 (1 +ke)

For ampe growth vale m Mrl $2 =57
M4 ﬁmm 32 \eays = Jy.

A

Fivgd calewlate PVoy alt ¢r that hawe
Same 8Tow+h valte § Hen dswounl gk
‘*‘b bﬁha 4o ?TE’JCMI: :

@ COST OF ReTANEp €ABNINGS

Mdhod T w
Same o4 ke ke Q- tax) Q- orokerage)
A v g (i§ Porsomal. o)
Po
Cdn“. dedudt \-loalnh'on_\ ‘ke (\" ’qX)
Cost i"m Po
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@ WEGUTED AVERAGE COST OF CAPITAL

Capital Amount u)%' Wi | <ostol cap WACce
eqity | %x (n) P . )
¥ (P+aruis)
Yekained | Xx (8) _ " .
(Pratris)
ke wx (¥) . 2 g
ey (Pravris)
debentures | xx (9 = - *
(Pratais) '_ﬁT’l‘

Book led'f- s In Hae amount olumn we Use Bogk
Wesght Valves v cadawlake Yaho

Manket valve . In Hae amount wolovwme we Use [Monket
we"‘fﬁb Valves o caawlake vah

To cakulate maket value oy equily &
BEs | Jusr dichibute Manket valve
O €quity behweeon equite & Refained.
e.nnm'nag, v rakio oy " Book vaves *

@ MARGINAL CDst oF CAPITAL

Somehmes Quesfions am ask hak wmpany wamts te ruse
extro. Ca\vii-ul thfovﬂh equ‘,,b, or debb or Prq)' or-all-
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Ma ganal  cost o)y @ptal = WACc of nuw a@pital rarted

newCapital | Awoont Weight  [costoy cap | whace
Qqu'ﬂ? %x (1) ——F-)-— " :
(Patris)
fekained | xx (8) | & * )
(Praris)
v *
rel- - wx (¥) e -
Prey (Pratuis)
Cie}be"n{iﬂ'(j e (5) __‘S__. d i
(Pravais) oy
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6 ‘ DIVIDEND

CHAPTER

Ths dnal(tm wa\ S;n\Pl)o lngl? us take deusioms wrh how mMuch
dividemd s to be dedaved:

DIF FERENT TYIPES OF METHOD
FOR DWIAsND

T~

Dividmnd (s impertamt Dividend, (s ot
or relevamt relevomt
(i) @!ﬂ’doﬁs wod el (1 MM APPYDQC%

() Waktewrs model

@ %anm’s MODE L

P A

Ckc v 3‘,)
Pn ] gl (‘ - L’)
ke - bx¥r

uﬂ._ .  Oividund ob— viext yQCtr
Do C 1+ 3)
= ‘E.anings : % Cl - L)
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b = retwnhon rahw
= Qmeunk o em'\hl'njs mot  dictributed

(-b) = ewnings distrboted
= Audend payout Yakp
¥ = Retvm om capital t“np\o\rn.:l achn.\lr earned
ke = cost ofy tcw'ﬁj or  fetuvmed. Tequived bja €4 S{hoder

Soms Bhs)c PSsumprions For THis MooEL

« CONSTANT - ke, IRR, g b
* No DeBr . ey equily
. Ahy wwestment s fivanced by Tetamed eannings

ke>g

@ WaLTeR's Mo.gl

h = 2 +l-5“‘°]""”/k
Ke
ke

€

T.mp : ro‘m\:

T.b- T2 ke oprimvim, pmyoul', fakio = Oy

Dﬁ T < ke ; O\)vauvn qufnu\' rakip = loo/.
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s

tb— | K ke ; O{)HW\UM Pau!aut r

Soms BhAsic PSsumprions For THis MooEL
© CONSTANT = ¥ and ke

- Lire = 0 (perperval)

« (NO lax omd trvonsachem cost

@ MM APPROACH

o Ths O-PPTUGCL assumes that Manket Valve of o- share s
Not aﬁ-e&ed li)]? Aivdend omd s Onlg eﬂrtg\- ab- ik Qanniha,-

e Tk a\waxg Considens that pexiod involved = lyem-

Soms BAs)c PASsumprions For THIs MoDEL

No tox amd J‘loql'ah'om cost -
Tavestment amount vaied ’dmrovdL., gqu]['y enly-

FU‘\'Uh. Can l:e Pfedj'd'!cl, j’o" ovne Yeav«

YARLOvs STEPS UNDER MM APPRIACH
Step Lt deks calevlare B
g = -751 + E.I.

L++]
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Dy = Dividend declared o end of Pened-
(3f diwa met dedore , fake it as 0)

Pl = Price af the end -b. e pe;n'od.'

o= Price To d“f or alb Stark of ?en'ocﬂ-

Step2 = Lok calwlate No-ofy wew eg-chares to be issued

m < Tavestment - [.ﬁﬂﬂ"fﬂgs - diw'&ua&]
(1) (e) )
Py
Dividemd = o\4 egL-s\nmr.-.s X dividemd ak
(d) (w end o puwed

51'2? 3% Fl'nﬂ-l.ly , lets Glwlake Valve o) comnpamyy

[:n-km]xi?l + £ =1

[l ¥ ke]

TNePe oF QuesTion ASkeD

(i) Calewlake value '*b clivid paid
ay Calewlake valve fb divid - net Ftu'ci
Avswex (n bilh coses chould makdh.-
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@ QPTImum CASH BALANCE

coq * J zchxo

oce = J 2X Ax T
s
A = avmval TQcLufrth‘t,
T - TTdnSachbu cost Pe)r transachien

C = Canrxfnj cost fer umt Per annvm

No-OF - TRANSFgRs = _ Annunt Eeauipemenl

Q?H muwm <o balamce

@ F‘Remamg C ASH Buz)gers

/€ Fast Cost FM by AB

Chapter - 07



F . A 5 T Cash Management

CA Amit Sharmo I

qutl'r.ulq\rs Maonth, Month, Mavithip 5
Opumh} cash € Bank (A) XXX X 36 KXX

+ Rea'eps (8) XX X3 XY

= Payments (<) (00 (0 (x%)
Balamce (A18-c) KXX XXX XXX
Invetment  bought (bal-x3)
Dwvarment  <old Cbat- yg)
Eorrown'nas fakew (oo ig)
Cﬂosfna cash & bomk XXX X KX XXX

@ RECELPTS AN PAYMENTS

(l‘) Cash ¢Sales (I-) Cash pvrchgses

Gy collecked jram debiors (m Paff“"””h to creditors
() Sale O{T Asset () Furchcuc. o Rsset
0V Refund ofy Tax 0V paywment " Tax

) Intexest received ™) Tntevest P‘-wl

(v) dividend. received (W) Aivdemd FOJ«EQ
vy doan taken (\{ii) Jdoan rq;ai&

(Vi) Share Cap issued for cash (V1) Deloemture repaid

@_LON@ PERTOA CASH BUAGET
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o?mima_ cash and Bank Balances

Additions ‘-
e ?m'ﬁﬂ'— ex?ed:cd to be eorned (bf.bme tax)

* Non cash Qx?ensed. dedvdted ' ?’L (cld?\'l'cl'a];\'m>

* Sale oy Asseks

* Tssve ok ¢hare Capi\:,a.l. jor cash,

* Jloan Taken

* Fal v working capital (i CA < CL excpt cas)
Deduchons -

* Qividemds fo be paid

* Tax fo be ?ai&

« loan —Te?aqmmt

Rer!em?h'rm oy Debemture or P’rcju'cmce Shareg

Assets ?urc)nue d

Tacrease m worlf.;ha capital Cw\\em (A 7CL>
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CHAPTER
@ CRERIT _PoLicy

It redd-wa to e ﬂuidlihcs abovt Whether cCredit be grmol:‘t.cl
o cwstowmer o wek . amd .ﬂb— vanted tew auiounk
credit and also mo-of days for whide credit 15 b be
3r¢m\:8cl -

Ques - Whp do we wavk to give credit

Ans . Tt (s Sm'\-q‘)|g v Lhen we Siue_ C_red,l:l: , We Cam
alffact wmore and more (uskowers , SO We com
Sely mOve. avd e€anvi  more [)mb-'at‘

Ques - Them w\w do we hesitake to 3ive. credut

Ans - Becomse t™ere WMo be sitvaken o Bad debt
whexre customers dent poy s bads omd
alse there 1s cblp[)orl-um‘i- cosk lavolved
When our jwis. arce L.lcar_I]:eco.

TVPE OF QUESTION ASKER
Evalvake credit Fnl\'r.ef Old vg Newy vjs  Newy,

@ €VALUATIonN ON TotaLlty RAsls
‘Ems'l:m(_‘r NEw; New,

PART A - Calwlake WNer projt
eonned akter tax
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TotaL ¢ nALes

XX X xXx X Xxx
(=) Vanable cost (xx) (xx) 133)
&) Cixed cost (xx) (xx) (k%)
(-) Ban pesrs (xx) (=x) Xx)
) COLLECTION €XPENSES (xx) (X») (xx)
(2 CAsSH letouNT (&%) () (Xx)
Nek Profit bd,o're, tax ®X X Xx X XXX
) tox (Xx) (xx) (xx)
ExPecresn Ney PROFIT AFTeR TAX ® XY XK X XX X
Pagr B - Opportumty cost (xxx) (xxx) (xxx)
locked upin debYo?
Ney BewIFIT (H'-B) Xxx XAX XKX
@ EVALUATION ON INCREMENTAL BASIS
EXISTING NEw;  New,
CRERIT sALES XX X XX X Xx ¥
Contribvtion (xx)
Toncrememtal  Cowtri- QCK_) QO()
Bad debts (xx)
Tncremental Bad debts (Xx) (xx)
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Collecliov expemses (xx)

Trcremental  collechon xp () (%)
Cosh Drscoumt (%)

Incremental Cash dis coumt (00) (%0
Fixed Cost (xx)

Tncremenbal  Fixed cost (X%) (xx)
OPPor‘wh'lty cost blodked (%)

n debtor

Tncromenpal  opportuwibp cost (%) )

Opportunit\f cost -
Total saleg

Totak sales X Credit Sales.

Totad Sales X Credit Sales . x Cost v/.

Total crediv  y Cost 70X Avcrqﬁe colle tien §
Cal ey Satles /. Period
Total crediy Cost /. x Averaje X Rate
Cales Sales /. colle hov) Oy
Pem-od_ Frelurwn
* Total Cvedit Salea = TJotal Sales X credib
Sales /.
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* Tota)l Cost 0b— oredst sales = Total cales X credit X Cost +/-

Sales /-
*Total RAebtovs = Toral x credik  w Avque coll ¢ kim
Lales Sales /- Period

onk -
loviem Fixed cost alse chavno_.s in  differemt ophems Hhen
op?oﬂ;uwi\}; cask s calcoloked ow Lokl cash

Vaniable wst =  Tatal X credil X Vaniab)e
Sales cales /- Cosk /:
Fixed (st = Tncremiemtal frixed vosk v
e acl. 0()-\1'0'\0
Tobal cosk

Oppoviuwit - Total RAvexoue Rate of
chl_st :Y Coskt R o\ &%Jn'on . Relorm
Peri od.

@ CONCEPT OF TAXATION

hew | Opbion 2

Both Nek Projpt  awd Both Nek Projpt  awd
Oppartunity cCogk e Opportunity Cack ove
tolcen Qftex cast tokeen bejore cst

Pnk{[- d{w\u Tox = PBT (- tax rate)
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@ CONCEPT OF XDISCOUNT

1/1_0 nekt 6o 1/ discowmt 1y ‘Pc-l}g (s dome iy €O da\,-s

and wvorwmall <credit Perved s Go dou.r.‘s

Tobal Aiccount Sales x discont x /- ofy total
/ d ehotors auaﬂ{wj

digcount

@ ADD\TIONAL T™METHOR FoOR meaqja
COLLECTION PERLOD

/. .bebbo.ts a\ra.';.l-'ns X Ne of dqx, v which
diccount Pquunk was wade

€3 U wet 3odays , 20 deblors paid in
lodays Gwd wviext &of - w1 3o days

F\ug ‘Collec:
pexi od

207 % o . 1 g0y X 30
2b days

mn

@ DHeBToks TURNDOVER RATID

DT0 = _Totad Bales
Av%— Debters

PROETIT - VOLUME RATIO
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P/v =

owtribu tion

es

FACTORING
=

Y]
|.

won Jiska kaam ussi ko saje
-,_.,.,,,, dholi taro dhol baje ___, ’

Ques ' What is Factoring 7
Ang -

It /s om arTQngwemt oY G-chcmmt where @ kit
or ndwidval tokes the rest.bgwf o collect

our debts and chavges Centaiv comwission far 2k

<

lets say we have Z100,00p debtors & :fud'nr
Chn-&es 3/

Go he has wow I'QSPOY\L'\UUU:? to wllect dekt ,
he  wi d«afge 37.

e wall

2 3.000
Pay us 93/ = Q3000

Recouprse NoWN - coulse
Iko.my bad debt occyrs -.Uﬁa.m bad debt occvrs
& wl met be bome by x wl be bome by
Qa.ch)r 2 he will ask us p?au.l-or £ he will not ask vs
0 \-rclp

o\-vd.P
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WHETHER ToO go FOR \‘-Acroatnlg

Paer A - cost Saved dve to ‘fqdnﬂ.ﬂ&

Bad deits

xXx
@ Colledhion cast X
(1) Admimstrakiew cost Yo¢
& Tnbexrest Soved due to less Xx
co\\ecHon Pex\'cd,
lotad o Credit X Cost X Rak X (o\d credk - New cvedit
(:Sulgs " S:J.Qs-/, /. Eel:r:b (Per{o; \;:'i?d. ;)
3¢o dcuv_g
PARTB = Cost wneurred dve to j“‘-"oﬂ;vl?
CommiSsyom Pq{cl (xx)
Tobolk  cvedit o Average credit o OMmissiov
Sales cales/ Perod Y.
® Intexest Pcud v advance j"ﬂwt quor LKX-)
Effedhive Sovinge due o Fatduh'hﬂ_inicﬁk- B) XXX
) A- 8

Effadite Suing due Fq‘h“hg' " 7 et avoorot paid by foctor

Tm?g?‘l’;‘Wh M .-

@ Ib Scwi-njs > coskt due to Fﬂld'ovina, = E_ﬁc chve .SO-VI.V'jf-
* Iy Scwu'ngs < Cost dve b Fadron'mg, = Efedive wosf -
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