WORKING CAPI TAL ESTIMATES

Subject martey of thig chaptrer

% TO UNndey &and dhe Subject martey of this Chp,
ene 2hould Hrst undevrgtand dhe Afollowing

B/<
diability A gLetf
Eajuity Fixed Agete
Current A Keis
Debt * Raw Mmarerial
% -1t P
cuvtrent Liability | « Finigwed goods
% Debtor
»% BanK

K W 4ap mMmeany
% Tn dhe balancegheet we will have a et namely
e Fixed agreiR and
¢ CUTTENt ALLEC Namely
% Raw matenal ¢iock
% WOTK — In— progre ¢ Lock
% Finighed goodd g<ioek
¥ Debon
% Bank-
*+ Al the axetrs ave Nothing but money in borm ot
aketg. Fovegs
A) wWe have a tand worth T ot we
call it pyoperty held aL investment
but one hould uvndergtand blockage
OfF I |\0OCA money.
) We have (Okge 1AW matemal ot X 10/kg
in ¢moek. we ghould under¢tand that 100
money i< blocked-
Theve fore, one can conclude that all ake are
nothing but Hund that ig blocked-



% To Genesate axek, We need to vAie MONLY fstm

- Equity
Debk
cuvrent Liability

% cusvent agets g algo called ag "working aapital
becaule, it i gnanced by both eguity and
alto debt - Equuity and debt put togethey i< calied
ok "ceapital'' T that capital @@ uled +o tund

day — to —day veqgurementt like gtock, we call
It ag, working capital -

¥ Eyewy Year, company will ectimare i€ weap
yewitement - company hat to maintdin [ikely
ba\ance Of Taw matenal €rock, delbton £ Cagtw bal
ete. That el¢timate will be made omn the bagic
o £all. move the galr, morve The current aei
and Vice \Vevia:

% Thie wWap ig generally binanced by the
bank l(oaws- Bank dconctiongd @p |®al: For
thic bank agkd Ho¥ budget on wcap-

% Tak, wWe hneed +o budget vawW marenial ek,
W I'P gtoek, FEY Lok efe: we need TO Thua
budget ¢A and cL.

% Lo, pvepavation o a . cap e2nmaie| budget
which 1€ 4o be gubmitted 4o +he bank 1€ the
2ubject mattey of JicVEs oM in thig chapter.

% Hence, we need to pyepare a wlap budget and
aubmit to0 the bank, om the baung of which a
cextain 4t of budgetred amount will be given &
A cofw Cyedit [/ wtap Loan [ 0-D Ftacility.

. gince (¢hl Sm didnot pIovide enovgh guet
oNn batk, we will Prit goNe Come <Lely-made
c\luttration -




Raw Practical Lely made

D uLtsah ong
makmal |- eudgeted producton = 60000 ONIK
Valuatiom RN COMLUuMPHoM Junit = KRG
cCoLt oy RW = FY/Kg
RmM ho\ding pexvod =  Qmnonthe.
SolJution 3
manal congomed = 6000DUNIE X &Kge
= 180,000 KK -
ghock of Taw matenal reauived
company evenly maintaing 2 monthe rauw maxral
in gtock:
l) 20,000 K > lamg
? < ] ML
= 0/000 KPP
value of raw maxnal Ltock
RO 000 KPS Xiq = ig@,a‘)o-
Raw marenal <hock =
AMuUal congom ption(@ry) X Purchage pnce X Rm HP
IR [ 368
= 1,820,000 K X T 4 X &
= E%O/OOD
m@an'\ngo
® Al

Hhe number aboNe arve Jjurat eztimaie’ [ budget
% That meany, compony iL Erimared +o concume
11&0,000 Kk o RM-

x company hat 4o keep Some amount Of RmM in
gtock: Tt 1L AlwaAYK feft 4o dhe digcreHon of
companylc policy ag o howo Much amouvnt of Stock
ot Rm Lhould be kept itn waorenhouse- Tt jg oftien
expre Red in +€sme of No-of- months conguomption .
Ty the given gquedtion, it i€ Kmonths concom ption

% Ty “otal congomprion i< [;&0000 Kx pa, for
amontu it ig 0,000 Kot CASKUMNLd +hat RM



¢ evenly dig® bured 4hrrough out the Year.)

¥ S0, Company <chall maintain that &oooo kgt at
a\l the +nek dunng the year ar Rm LYoek: For
that we go dor a bank loan. Lo, amovnt oOf loan
company €Xpect & Q0,000X = ZF &o,000- Lo, CO
need 4o I 20,000 capital do keep Rm Lioek in the
Liore wo0m:

3. Egfimated pyoductom 60,000 VNI
Rm cott Junit g 8[-
grockh pemod = QAmonthg.
Zolution
Altexnative formula
Mmaterial condumed ()X RMHP 60,000V X & X 31>

—
——
-—

—

n

f

1R[368 Z £0, 000

Fa'e 3. T bvation on Hnighed gooda gtock
valuation Patticulaw pey UNit

Raw maremal EEs

wagex XY

manb—- O KH Cincl depn ) 23

Admm 4 Lelling expendel 33

Ttal cott p.0O. 1<

F&'S holding pernod = &month.
production pra (ecHmatred) = 60,000 VNI
caltulat  Stoek ofF F&'S in following 3 cases
cage | @ when no indormatom 1< given-
cosre 2% Stoek  valuarion @ cagw CoLt.
care 33 guyek valuahion @ prime colt.
A -Solurnom — care I
% The company har decided o Keep amontiu pzod
in 2toek oF F&Qe-
¥ F&oni€ = Annual pod (Unifk) X RMMP
= 60,000V X R|1Q = 10,0000V. !




% FA'S value = 0,000 OX TIR = I 10,000

elling and Admn or e not congdered &ince

it ¢ incurved o lell FHe not +o produce.

B Solution — Lare R

® e donot need dapital for funding Nov coky

expensdet becaure, they are Not going o be gpert:

% Theve fove, Nnon — caxw e Iiie depn ¢hould be

excluded while calculating F&¢ ualue.

Fae value = (0,000 0 X (FIR-X 1)

= F 110,000

c- Soluhowny — care 3

¥ TNi€ model Teauirver us to value Fieg at

onme ¢ oLk.

F&e valye = 10,000 U x (ITE+IY)

= QQO/OOO'
>(Chotes )
I The FG¢ 2fock cann be calculared al {folloud—
Fae = Colt of produchon x FHHP

1236

I

No o - Onit [, coskt ,, F&nrP

PrOduced A AN YT

(oR)
FQe = Ca¥w COP x FHHP
1R /36K
CoR)
F&es Prime COP X F&HBP
12 [3bs
WPy WP HP = . montha.  Cton gdey banc
Valuation core — |\ into from @3
W' P 1L 0% Complete

core-

W I'P 1L %°h Complete as o MmakeYialk

w:1I'P (L b CcOompltte at to wWagek.




cose =32 No Indo given.
Solve o4 pexr AD Total Cost model b) akh coct model-

olution ¢-

gituafion -1 - 1otal Cott appsoach
care \.  bo°/le CcOompPlete
O No ok Uni in w'P - Total production x WIPKHP
\9_)3b&‘
= 60,000 VX OS /[y
= Q,¥p0 unik.
b Cal¢ o5 cot- O wI'P
Mmarnmal = T EX\00%% - T S-00
LAOWT = T UX60% = FRAYO
O H = R3IX6O%h = Z &0
2A0
TOta)! Co&t= TAQO0X R, $D0VNIR = T R3,000.
cose -4 maremall ol & LAbouy 60k
Mmarnal = Z SX3B0% = T 4 00
LaboutT = T UX 0% = TRYUO
O H = R 3X60%h = Z %O
23'R0
Total cost = T &-ROX {00 VNI = TR0, DO.
case —2% NO indo given.
Mmarxmnal = T Xl = T £00
Labour = T U XxLO0% = T Q00
O H = R3IX% = g 1180
2 8D
Total cogt = T &L X JYLoo 0N = T1,250.
> (Chiotes )

¥ when NoO Info i€ given, we agume LOP o be
S0 comptete CICAL A& s&um phion).

* 2ut, maknal i€ alway bted at the beginnin
ot ProCek, Lo it & alwayyg aLumed aL (oo%
complete vntel gpecitically given in queLtion:



Zituarion -] — cagh Coit approach
AN calclarions ase Lame expect that replacw
F23 wWwith I In oy calculanon (excl depn)

DebihpA | & AKume the Lame fack of @3,

NAaluation % Debt collection peviod = amontiy
.y Caf\h dalek = 0°%
% 8P = 3 R0O.
goluhion ¢

peoron (UNR) = O,000 LNiK X &I\a/;cxeditsate&
= 10,600 ONIKR X 80% = €,000 NI

Thig 2,000 OnNI it IN godown, we call it FH'<and
v wth Ccwelomer, we call deboxnt.
A) Lale’ approach / Total approach 2

DU = €000 UNIIKX TR0 = T 1,607,000 -
b) Total Ccost approach

DA = g[OOO UY]\“\'Q X 5)3 = ? \,&O/OOO*
CH caxih Cost apprvoach

D= 8,000 UnNiR X Tl = T [)1g,000-

(vediloA | & ARume 2Lame fact€ of ©3, addl info ——
valation  xcyedit pexiod = Xwg
% Cofh PUTCNhAAER = R0%
% Time |lag 4or Payment of expensek = Imonth.
ca\e ¢x< fovr  RM and oTheYy ex pencek.
Loluton ¢~
CxediA dependd on  pu¥Chaler nott om the
congomption . Ty nothing i« Laid othexwice,
congcompHten = pyyChaces.

o Cx¥e = Credit purchaseg x CP credi o
12/ 365 — for
= 60,000 0N X TS X20% X &I  goolk
= 3 y60,000. Y
Cred(t

pUrCchage.



b- Cyediton foy €xpeniel
Tt & Laid that Hme lag i< tmonth which
mea, alway | month expence i< outgtznding
gince RM credioM  ig aleady cong deved we
will not congider it again: moveovex, depn cant
have cryeditoA:
Expences [unit = T YT FRI+T+IX3= T
ANMNUAl e XPENCeA = 60,000 UNIK X G

= 5 St 4o, 000
CxedtiDh oy expence = X Sr4o,000 X 113

= 5(\,3/000-

with thi¢ we have completed all itemL of
current aLete [ w-capital:

. Payppoted production = 600,000 Onit.
ottt Lheet SUMmMoay

Particulgn Colt PO Pyt culaxt colt prU
Raw mairenal Zlo. 00 Total Cost Q000
Divect wage T & <O proft T £-00
oNeEY headk R # K0 Selling pnce T ’L00

Cincl depn Fo-asho)
othey detallk
* company holdg amonthe RmMm Lok,
% 'l montha Prbduction (N wIP Sioek.,
* F& Stock wemain for lmonth.
% Csedimon for matrtmal extend (month credit-
% Deblon — Q@ monthe Credit .
¥ MINiMumMm Caklh balance — I E,000.

Fovecoat the w:lap vea ulrement:
Coluti om

P.T.0



Starement of workiNng capital etimahon

U covcucs B o~ B oot

approacy) A- Cusrent ALLeRe
() Raw matemal

0,00, 000

|

(O - [P Q 3, 5,000
(L) Fini ewed goods ) |0y 00,000
(fv) Deblon Y 25,00, 000
(VW Casn toalance < AS) 000
TOCal - 49,00, ©OO

B. Curxvent Lidbilthe
crediton <,)00,000

C: wWorking capital
CA) - (CB) 4,000,000

WOoTIKing NOHER &~
L Raw matrermal

Raw matemal = 6,00,0000nNnit x 10X 13

Q w1 P
Wil P Cunikk) = 6,000,000 XO' X
R
= &%,000 UNiK-
costfonik
Mmateral = 10X\060% = FI0-00 Zince nothing i<
LabOuyY = QDK%= F RS aaid in the qyuetion
o3 = FOXS0%= F3IAT it 1S ALumed Xo7%

TIS 00 comptetien fox Lab
L 6H 4 Mmal @ 1007 .
wiP vawue (4ot Hnancing)
RE0OD VNI X F1L= T 37000




3: FinidMed goodd
o.Fh ONiK = 400,000 VNI x 1o

b cost Junit

Mmatenal = Fl0'00
Labouy = F & KD
oH = ¥ §.L0
Total = TR0:00

C FO'S yalue
L0,000 VNI X TRO = T 10,060,000
4 DebtoN
Laleg X DcP
BEY
600,000 VNI X FRS X >[I
3 &S/OO/ 000D

n

(bR)
unit€ with lwtomer =  4,00,000 LX RN
= |,OO/ o000
D value = ;00,000 VX FS = FL00,000

S- Cyedi fon
Tt (€ agumed dhat dpPurchaLel = Loncomphion

and all puschazer are credit puvcthateS.

Cyedit puvchaler = 600,000 UNjiK X T Io
= ZF0bo/00,000

Cyeditont = Cvedit purchases X CPP

Y

12
= T H60100,000 R 1o
= 5 <£,00,000
Tq .
Cokn Cost| I+ wCap — total appyoach = T §(00,000
approach - Depn in wI'P = (T 3,12%)
(Tndivec (RS;000UKD QS K $O7)
method) 2+ Depn in F-Gg = (I Q) $00)

C£0,000 UX ORK)



g Depn in Dw =~ (7% Q5;000)
Cl,00,000 X0'A@Y)

- profit in DN
C1,00,000U%X £)

(g <,00,000)

w - Ca P = 3 38, S"qr3=f§
2. compre hekive (lIug tsation — Cathy Coct batgs
Co = XU

- GO POt margin ¢ Ro%.
- Depn 1< part of CoP-

Sabety wargin - 18%

. Caxw — %X0% of cCuvyent liabilitier
L. No w-\+P
9.&mwck o RM4 Fac @ 'm holding.
h. othery indo —

NneEno D

Pasticulan Amoont ()
Sales — am <yedit QF, 00,000
Mmatenals congcumed (ams credit) 6,5 $,000
wageL ( paid L& oF next monthd £,40,000

Mmanugactunng expenser payable 60,000
at the end of year
(Caxv ex pensea—paid 1'm oryeo)

ARdmn €xper (paid axr above) 1) 80,000
Laler promotien — paid 40,000
puasterly 4« in advance

Solutionm ¢

Egtimatien of wovrking capital

A CUTYent ALK
() Raw Madenat | £b,0
(&) Fini gned goods 34 161,20
(c{HPeblon 'S 3,67 00
(Ev)Pre - paid expense 6 28 00
cv)lash loalance o)

[,«\b/&.’fD



TOtal - Q3,180

B Curxvenk LiAbilrhie’
YCrediton 4oy goodk W1 Koo
() of¢ wager 2 4L 000

(L) ofc Mmant-eXp<  Giiven 60,000
(V) of¢ Admn- exp ¢ 9 5,000
TOtal <3 L0O
C- wortking capital
CA) - CB) L{Iq],&..go
D Cadery margin (D\s7% 3, b8 4
E. TOtal w - aP Tequirement <1 64493¢
Cc) + (D)

wotking NoteR !
- RAW matemal ¢
Raw maremal cong omption(onik) x cogt(grﬂtx Rm HP
afven 12m
= T 6,945,000 I[n = T €6,250
QR WI P NAL
3 Befoyre we do caleculation o Fée £hoek we
Ehould analyke dhe <Salrel and Cogt.
Analyge of Laker &£ codt
otk = 3 QF00,000

\) v
COGS [cOP Qoo povfit
T 160,000 T 40,000

(3 Q+00,000 ( TRH,00; 000 X R0%)

— 3¢, 40,000)

\
v v \!
Mmaremalk abouy ovevheads
N\ N\ JCbl€)

EFL,000 T L40,000 945,000



N

\’ N
Cri O pepreciation
D 60000 X [22M Cloxr!'tng)
= 5 #,&O/OOO = T QR¥,000

(39,45,000 —F #,Q0,000)
G Fhs QvoeK

Marenall = S6,%5,000
(1D wagea = T 40,000
(> cagw coLc = = #,20,000
cax\y o7 = 3 14,35,000

anS:CBL&"/\ COP X FQH'P
1o
= F19;2€,000 X /1
= R} 610

£. Valuahon of DN
Cax COP T 19,355,000
+ Admn Ot 5 llg’O/OOD
+ Setling ot 3 do0000
cagwy co& = T QR,6<,000
DN = Caxw CO0LX DCP
1R
= T QRO5;000 X [
= 2 Zb7)K00-
6- Pre-paid gatr promotion expence
Pye— paid expence = o0,000x 2|1

nin

n

= ZFaR; oo,
1 cyediton for goodl
Cyediton = Csv- puy¥ X CPP
12

we o Kxume that marenal congumed = Maktesul
pusehared and all pusChases are PuTChoted-
== 5:6,#32,000 X CQ}]Q__ — 2— ),1&,@0



g Old wages
AnMual wages x Time lag
1
= S yo, 000 R o
= T 4r,000
(OR)

Aleey native fFor  Qoluing Ol wages

when wager axe pavd on the 1L6 off nextt month,
the prevtoud montha 1ttday wager will be ol
7 Imonth and laat day wager wlll be ol oY
O monthe- Bence, on an avevage, hallt oo mon th wagdt
1L Olg.

OfL waget = =X $,40,000 X 00

1R

= F AR L00-
q- 0l Admn expence

Ol¢ Admn expente = T [1€0,000 x'[1
= T |15,6000.

0° _Caxh baiawnce
Cat¥h bodgnee 1L £0°%b of Ccurrent llability.

Theve fore, we can't Ul caty balante unlea
cL t¢& lmown:

Cogw balance = CL X LO%
= T;28,00 X \ve/s
= T [I1b;28D




wOTrking capital cycle — ANAlyYs <

£ B2

process Nol i process No2 ||

work in process work in process work in process work in process

I |,.|I"|'||
RAW-MATERIALS ‘0“@ i L
ik
- e
3 -

, qu;kili;;

(Capita

NOteL 3
% W capital i€ not a Segnant capital but it i< a
tluctuating capital| sotating capital- Foreg, Tt we
invezt in tand € bwilding, the capital i¢ 1ocked in
fOf Co mMany number of Yean and dame & not the
cagte with wo:capital-
% Tn Cale oOf WOTKRINGg capital,
we put come fund i€ cagy to Ctewt the
opesanons - Cescentally in 7aw maenall)
Thie yaw marmal (¢ not immediately
congumed , but i€ Kept in wavehowe for

days [ monthk-




S

‘W\eﬂ that RmM mov& Asom <Liorer 1o factooy
taking the Shape of w-I'P where in we add
othey code like labour and over haadk .

Tt wlll take lome Hme to get converted
into F&¢ and Il then (& ¢tay aL w 1'P
awek and then o completion of papductiov
Pa0CeY, It becomeg F-h and lay as <ctock of
FOS &Gnce [t cant be Lold immediately-
(Salex promotiom, Publicity €t #mall add)

G Then, we ceU The goodt where g2ome Cale
& in Caxy and gome ov) Credit wWhich
then creqres deboyn who witll be collected
at a dutuve Hme: Tt debton pay money,

it becomest catly and then entise cycle will
agaln wselerst -
Thid ¢ called aL '"w - cap cycle'" oralgop
called a4 ''opevatng cycrell.
o, the Summapy (<, caxhh i¢ blocked in Variows
forma for Some number of day. Thesedore, com pany
dont need -Hinance r all 3scdayk, it actually
seqywite fund +o Hnancte +the we cyYcle becawss,
ayter each cycle we get back the caxwn.
N5
Ty) +the above diagtam, total cycle pexnod (g
Fodayk. That meawe , fox the Azxlt 2odays Co,
dont get any Kind of Catutlow: LCuppoce i a
company needk KT K0,00,000 Pq for |Yeas O
poduction, we need not go fov Aull fivance
we need tinancing Hor we < ycle penod- Fn
thig caxe it 1L
36 dawyt > T R0,00,000
#S cays > e
Ng
;Q,lofng.




The amount invetted (e X 41099 wtll come

back in FLdaAYW and agan weinverred. Tt

the company Tedulet the Cycle perxnod morte

factey the collection i¢ and leger the +inancng:
Fovymulae

F RMHEP 4+ WIPHPT FhKRP+ Debtonn = Gooék OP.
034‘\6-

Q- RMHP + WIPHP+ FHAHP + DCP - CPP— fime lag

> RMMWP = RM SDCK . (5 (36
Mmat -cons

g FOHP = FQStock 19 [3hc
coP

CcoP
6. DCP = DeblOW . 5[aeg
C¥-Salet
¥ CPP = Cvedilbn . i3)36s
Cy- pUTChases

g Tlmelag= Of¢expense ., 13/aes
Annmual €xpenie

NO R €

¥ Numeyarmy can be eithey —total [average and
it dependt oM auerHon in exam.

X% QM (oY) 3bE Alféo dependt on TYpe of quethom

¥ WI\P calculation mMay we CcoP | Gk wWorlk
cosc depending on data given in qQuettion.



9. From the AFollowing data computre the opP:cycte

B

Q- W1 P holding pexriod

3. F0S holding pexiod

L Debt coltection peviod

S.

and comment omn

increage | decyease

T in 000%

Pathiculan Yy~ Y-
QoK o RM o) F
Qfoclk o WP |y 1€
Qtoek o F6 | Ay
Purchaser q6 138
COMNS lyo 1 &0
galer (60 KOO
Devon 3 O
Creditor | 6 1
congidey 260 days in Yeax-

tep 12 opesating cycle for yeas —|

cont¥nt

Fovrmula calcUulan o

Rm holding pevod

RmM Srock
RmM cons

0
3360 2= %360
A b

= FL days

Cgince, OPg 4 Clg RM ig agumed as (ame Rm Cong

= R purchare)

WIPSYOCK (260 1G4 o 360
CcoP (yo

= 3bdays.

(Cohg= COP because, It & aeeumed that opg«clg

FG¢ arve Same).

¢y Pyt pexnod

FOS Shrck x360 &1 5 2apo

COGS 140
= Sydays.
Debtdt L2350 32 yapo
Cy-Laled K00
= FRdayk.
cyedion %2360 16 y 360

PUrChaces 96
= 60da Y



woTUing capital cycle
RMHP + tolPHP + F&HP + DCP—-CPP
Fsday + 2bdays + sydays + Fa2day — eodayt

mnon

(% dayk.
content Formula calculat om
I RmM holding penod Avgaroek o g_x%o
(Refer wN 1) RM CONS
= 66 days
Q. WI P holding pexiod AVQWIP a0 L6 4 360
(Reder O N ) CoP 13
= 3l days.
3. F0S holding pexiod AV FOC v apo  RRSD .y ap0
(Reder WN 3) COGS |80
= 4s dabd'ﬁ-
L+ Debt coltection perod AV DR wapo0 41 yx2p0
CRefes WON ) Cy-Lales A00
= F4 dayk.
s- Y. Pyt penod AVQC'KS n360 l.‘:f 360
PUrchades |3;
= yodays
working Notes
- AVg Stk 4 RM contumed
o-Avg Stock = opet telg<t  Q04%F | Q3.%0
2 2
b. Matevxial condumed = OPLL + purchages —Cl Lt
= R0 4+ 12T — Q%
= (a8
& Avg WIP 4 CoP
a Avg wIP = OpwIPFCWIP _ 14418 _ ¢

2 2



b CoP + Op: Fhe — Cl FOg COKnS
Colt) Cgiven)  Cgtvend Caiven?

n

CoP + 3| — Yy = (8p
COP = 182
3 Avg- F&<
op FG tcClg Fh Yy - 23:Xp
2 9\
4+ Debt collectiom PcHOd.— Al Caler ase aKumed ag
cyedit -
AVg Debmow = 0pg.DY + £19- DY
2
= 321480 _ g

2
S- Ccyedit payment period — All purehale’d are
agumed ok Credit-
AVg Cred) D = OPCY + Clg-C¥
2
= tb +1€ _ 1.
2

woTUiNg capital cycle
RMHP + toIlPHP + F&HP + DCP — CPP

bbdayt + 3ldays + ySday +F4day —ySday
1 dayk.

mnon



CA KOUSHIK MUKHESH

DERTORLE MANPGEMENT

¥ This chaptef comer undeYy a biggey chapiey
called ' wotking capital management'.

* w.Cap i CA - CL.

¥ Capital i& dhe money inverred in dhe buanek

¥ Capital can be wed Afor acauinng both £

£ CPr- )
¥ In ChA; thexre ave 3 maln aspectt ——
- Stock — marenall| ony mge

« Debtors — Thi& chapier
« CafhW  — caxw mgt

T Tnioduction:—
¥ Debtor avriger due o credit cale.
% Having Debtof haa 1€ benefii< and cogig

\J L J
Benefie R " Y | _Cogik
¥ cyedit caler increaseg X Baddebtg
The Sales volume £ i ¥ collection cogt
Turn the condbuti om % Tintevert logt
¥ Debto = Cyredit faler x DCP

360
For example, AMnual gale’r ¢ T 260,000,
DCP = 3days
DebtoAn = 2 2,b0,000 X 2)3b0
= Z 3000

¥ In other wordy, alwayr 3 days calk it wih
the cusromen thawugh out the yeay:

% Receivables manager hat 4o male the foll -
decigionn !
a Credit Ppemod d. collection polity.
b CYedit apprvaiLa)
¢- Diccount policy
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Ruestion | Jacie -

Salas = % 1€ milion p-a.

ColC ofrQalin= #c% (80% VL, &07 FC)
Bad debkk = 1% ot Lalx

RR = %

credit Femod- 30dayk Cexpect o N 1o bodays)
Expected chanqe& due to  CP incyreocse

¥ Solex inCtreage : ISk

% Bad deb¥k L 1% increaced o 4%
* No change In Fc.

comment o P'X’DPOSCd Pol\“C‘j-

Solufion | | cott — beneHC analyxg
Pasticulan AMNME ()
- BPENEFIT 7, R N 4
Tncreade In  Contmbution 9 00,000
B COLTL
a-Incyeaste (n bad debik £40,000
b- opp- cott ot interest |, 39, £PO
‘TOKTCR\ éﬁ 9, K00
C- NET PENERIT (A—B) RO DO
wmkinca note — | 2ncyeagce N contxnbution
o ExtSﬁn%
salex " (1SD L)
Cc o8 (F$%) Protit(8s%)
TlUsoL 2 37-soL
velgor)  Fe(Ro7)
T90L T -l
C = 8~-VC = F|S0L~ T90L = FeoL

PYR = <fc = TboL/g(coL = 40%
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b Propoted
<aler
I'salur = ZIOL XS4 = T I1Fa Lol
N/ \

C O8 Profit
Zlab- 0oL T 4b-SOL
I v (Z1#s0L-F12b-00L)

Ve (o-l-) Fc (Ro7.)
2 90L x 1T 3 Q-S0L
= 2 |03-%0

A C= & —-NC= T |5 L~ F|03-%p = T AL

3. PYR = Slg= FeaL[F|ra oL = 4 0%
4 Pncrease In cuk = T 6AL — FhoL

= Z9L
Working note 8:  Tnerease in  bad debi

ad Exilting pad debit = T 1pLX "% = F| oL
) P70 poled Bad debi =

. T IHRSOLXY%= F 6°90L
¢) Tnevease In Baddebk= (b-a) = T s 4oL
woy King note 3¢ Tnterest (0K

A Sale’k approach :-
70 Ex{Sﬁng

Intereat lost FTISoL X 30/360

T IR LoLX (2%
3 |- Lo

IIRTINAL

b) Pyoposted intevest lost

|

2 IR X0 X 60[350 X L%

<) Twnevease tn Tntevest log= T 3-4s L~ F| oL
= T [9cL



CA KOUSHIK MUKHESH

B _Costapproach -

o) Existing intcreal lost = Cog¢x DCP/260 X 18%
= WX LOLX 30)2p0 X\Q%%
= blasL

b) Pyopoled inteverlt lofE = cos R DCP/3rbo XIR-
= [Rb6 X 60)3bD X1
= LAl
<) Inceveate tn Tntevestt log= b~
= FQLAaL - FTrlase
= |29 L

C - V-Costapproach -
ad Existing inteveal lost =vcogx DCP/2r60 X 13%

2A0LX 30260 X2
=090l

I

= 2103-S0LX 60)3b0 X1
= ROF L
<) Incveaste tn Tntevest log= b-g
= R 0FL — Fpq0L
= 211+ L
fnte Nk bevne |l ¢ Ve, (t i recommend
~ed to give extra Credit penod.
Ao YA
- When pyo blem doexn't give any cott detall,
Value debton vEng Clale< approach-

2 When problem givet deaflk vegowding only
NC Vle VL approach.

3 WWhen pywoblem giver derall B’Cejowd\'nca Saluyg,
\IC & FC, Ule Total Cost approach-:
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& in W)
Quesation Paytficulan Pfetent option option
policy T m
ANNnual credit AL QL 350
Laler
Alcs Yecetvable < G 2
TUTNOVey satio
Bad debil loKer F-< 22 -X0 G L0
Othey info:
Q- Expected  wettam L R0%
b- Yamnable cogR . 80% Om SP.
dolufion a) Debtor Turnovey Tatio = Salex
Debtor

axe Totared 1atimek.

¢) hence, Debtope = Salx . Tf, DTR INCreasge,
DT R

Debtok decreaser and Yice verga.

|- Colt — Penefit analygsg

(B inlacw)
Pasticulazt option T optisn 1L
A- BENERIT
Dncyeage 1N cont QO' 00 00
B: COSTL Ccﬁ"’{?&))
() Tncseote In BD 1S 00@RRXS-TL) ¢o 00
(Lt Pnereage in inteyelt 4T Ly 33
\ogt -
T ta) EHEYS S 33

¢ NeT BENERITCA-B) 0 xS — 433
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WN - 9ncreate  in conmbutiom
PVR = |00% — NCR

— \OO°/D— @)O“/o

= Qo%

ad Exietin Fconhﬁbu-ﬁcm = 23S L X 0% = T90L
bd  conmbution Coption ) = T RITLX go% =X (1oL
¢ ConMbution Coptiond) = X 340 L X Yo% = (4oL

WN-8: oancyxeate 1N ntervest logk

o) Exigting Tnjevert lost = RARSL Q6%
s

= 39L
00 onteyest logt Copt—) = T RFLL , Ro%
€O ontevest  logt Copt—3) = F 3SOL  Ro%
= 3 ;z?;«‘,-BSL
R concluaon @  Select opr-1 becaute it
hot highest pognve net

benefit-

Queation 3  facdR:
corrent galer = 2 3,86, 4 g FLD

propoled Cred(t teymu = &o0dawk

Prerent credit €yrm = y<dayk.

INCrecke \n BD = 'S4 to L of
caler

oncsease In Lol = 107

Variable opg Col® = F3% ot calir.

TaA 3<%

1Rl

Codte | == \
C%vovlmevﬁcvogﬁqxr}\ew cre,clif‘t/ pollCy
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Solution nNotex =

% When e have t&aL, the conm buhon

we oesive (& cuhject to  t=t and
entize amount doegnt belomg fo the
Com pany.

¥ Lihe wite, when we have bad debk,

we willl charge +he 2D to P«lalc
and thevefore BD ¢ going to give a
. Shield-

®* 2N dhe game way, cost of \Nteregt Imt
Should be affer ton . However, it~ ¥a
oy tnterert given (N the auvweltion (<

alveady aftey wwx, no 4= adjuctment
< needed-

- ColT—-—pPENEFEL T
Parh culax
A- BENEFITL

Incyease N contmbution G bb, 807

ANALYLIL — VC abPproaclh
AN ount

B ColTS
L o2ncreale i BD | 1b, FO L
(L Dncreate N InteveRt bl SE&F
logt on debtox
(L TO bl

R 18,289
C- NET BENEFAITCA-R) T [ 8&EI8

WN I 2nlrease in Conbbution (F)
o Exigting ent adder o = 4b,; 68073
(T 2 Sh)4& D X Q8% X(l~0-3%)
b- Proposed cnt after =X = 51,34,€8D
(Z RSk 4&FK0 XD % RRALYo
X(l-0'35)

C- 9ncreoke \n Cnt adter tox = 4,66,80%
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to N R: Tncyeare 1N D (2

ad Exi¥tan BD afttey &z =X, X0,07K
(TR Sb/q g Fvo x |- % x(1— 038

b) PYOopoted BD aftey +=n = 2 66,7FF
(T RIShE) L& ASOX\ 0 XR%X 0bX

CO oancyeate n BD after tox

WN 3. Increctle [N
ad EX14hn

pand [/ [’O(:Fo’)_

: inteyest (ot (D
tntreyeltt (ollo

(X8 Sb/4& FLOR FR7XGS ¢\ <)

3240
b)) proposed IntereAtt lost

= g-/ O-:(f[gt[,g
(TR Sb) Y &TFOXI0% KFRYK_60 x| <%)

360
D INCYeale In Interet |olt

= l/bl/fg"F
R Lonclug om iR
Tt 1L Yecommended o Itncrease
the Cvedit pemod $nw the netbene
-t t¢ po&Kfive.
ALTERNATIVE (2
T.  oar INntremre (N ONE atter Tor = 4, 66,807
b Tncyeore N RBD aftert=rt = |[1b,1 0]
¢ Increase in PAT due o = 3,50)l0%
th veatment vy debion
e

Sxitring debton = R 8)S6U&TD = 22,08,288
X * % X 4S|260
Propolted deblton=38 5608 FD
K 11076 X &5/X

60 | 2460
cnvestment 1n debtoAt

oancrveoked

—

= | O[ =F':F/2—L(:F
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I

Rol in debron
Retuyn  x 100
Cnvertment

= 3,80 |ox x 10O
T lo T F Ay

3R 0%,

Covic \u on .

The RoR d{o¥r Investiment N debiow (g
1% but deblon givet & retuw of 3250%

Gvney  Retun =Coc, it iL vecommended
‘o incxeare Cyedit pemod:

Note: Th auvertion gives pre taw RN,
MUltPly it by (I~ and malke
(£ post taw and Thewn Compare
Wit Rol.

% Digcouni® are offeved by companie’ om
2alee. Suppoge, iy <aler Ualue ¢ Ftoo and
digcount offeyed (¢ &% , then <ale’ value that
& actually received wlll and at KA.

¥ There ose & dyper of AQicounik which are
geneyally odfered nNamely ——

\ . N
Trvade digcount Caiw digcoont
J v
Glven +o boott Given to motval
the calax. The culfomey o
Ceg. BRvulk ovder pay the moncy
garey) eorlier.
Ceg: R Aiscount
iy pald In

lo days)
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% Tn modlt of the cCaxh didcoont peolciex
they ULe a +devrm called U net ot Thic
can be exblained ar Ondery

Term ER planat oy
2llo net yo | Novymal credit pexnod i<

Godays- But, it he pays

In odawy, a didcount of

3% wtl] be given.

3is net 90 |Novmal cryed{t penod i<

dodays- But, it he pays

In 1Sday a didcount of

3% wtll be given.

% The advantage ob giving a cakh digcount
18 al Followsg

J
v | TR il N%
Receive money Reduce The
eas\ley Bad debiR
N N
DC P i1¢& veduced Tncrealed
N% caxy
Pebtol yeduces
%

Interert blocled
al¢o wed uced.

% The digadvantmge of cagh discoont (¢ the
digcovnt itself-

¥ wWhen a company peceiVer money earvlier
can cave nteyeat on capitxl Cor) earn a
iNfcrert  on  invertment. Thig intevett Tatre chould
not be Compared with digcount Al becauce

diccount rare & nom —anualiced and (ntevest
e annualised:
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+ Hence, annualice diccount vat and then compwe
* Amualiced Caxw diccount

Caxn disc x 340
100 ~ Casnwdile  CPp~CPp

x 100 CPp= Credit
penod before
alife

CPp= C¥edit peried

3 after dite
Foreq'@ &Jio nhet to

ACD = R X 360
loo—& " gp—ID

X OO

{1

Q 360 4100
ag & 30 7

= &q—'q.gp/o .P'Cl,

% 10 get R 30 dayl eogiien, We pay % Coct.

Hence, Ho get it 360 dayk easlier, ACD g
B\Q'qufo‘

Rueshon 4. B
a- 8+d credit teym = 60 daw net -
b Cost of capitalC&M = {b°b pra
¢ propogal to give & s°% CD I they Py wthin
Fday  vndey followin 3 Caseg
(&) Tt orginal credit 4erm

= 60days
(O Tf original cyedit teym = goday
LD T original  Credt texm = taCdaye

—

Solufibn: Acp = _CD 360 x100
100~CD  CP,—CPp

&-@ijcm |
= Q50 X 360 % 100
A% 60— F

T ¢a% pa

1
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The ¢b pald to Qet the money cavlier 18
It (R% p-a. But; the INtcrest Caved f¢ only
16°% pa. Hence, donot Qive <b-

b- optien — @
= & Sox 360 4100
9> 8o~ F
= |IR6U% pa- '
The benefit of ai\x‘fncp digcoont 1€ 6% po
and  Cost of CD i€ [R6(T pa. fente, (t ¥
vecommended to gwNe CD-

¢ option —¢:
= a5 y 360 100
AT SO 10X —F
= q.t[‘&"/oP'Q’ . .
The benefit of gcving iccovnt. 1¢ 16% pa
and  Cott of CD (& 94R% pa. Hent, t (8
vecommended to give CD-

Quethons face:
ANNuUal Salexs = T 60 C20Te
Existing credit policy = 'is net o
Genexal Y of culromex avatlinca CD= 60%
Avg. collection Pperod = ysSdays.

Detault Tal = O-X0%

propaged alternafiver

Cyxedit Yo txUi ACP Default
tex mA diccoon Zo

|lonet3s 0% & O - 0%

3)io net &S ALoL | 4 A

Qalek arxe expected 1o Temaln bl and

RR 8 18€%  what gtotegy compcma Zhould
follow 2



CA KOUSHIK MUKHESH

Lolution |I° CoST—-RBENEFIT ANALYLIL Amount ()
A- BENEFITS opt —1 opt—-3
Reduction in Inteyedt logct  Fs,00,000 93,00000
Reduction in paddebis - F,<0,000
TOf=xL F<,00,000 |,00,£0,000
B Co8&t1s
Tncreage (N ¢CD 60,00,000 ;300,000
C NET BENEFIT 1 <,00000 (3 t80,000)
WN 1t Reduction 1N Intevegrt loglk
ad)  exicting inteyeat lolt = % 1,2500,000
(TbOoCY X 4€/2b60 X1€%)
b) 2nteyert lott — ophion| = % 60,00,000
(X 60Cs X R0[260 X|&%)
¢) onteveat logt — optiona = X 42400000

(Feocy x (4[360 X | 296

WN Q. Tncereaxe n CD Colt

oD EXILHN CD
(T 60T X b0/ X17/.)

()

2 36,00,000

) <D Copt—D = % 96,00,000
(T 60CY X ol X Vo)
¢ Cb Copt-Aa&) = 31, 00000
CR 60CY R 4L K 3%)
WN3:. Calculation of Bad cdebik
a0 EXigting BD = T 12,00,000
(T 600y X 40°% X0 -X0°L)
) Baddebi Copt—1) = 2 ]2,00/000
(T 60CY XQO% X|/-)
¢H)  Bad debiR(Cope—) = 2 4,s0,000

(T oo0CY X %% X|'S$%)

d: (oncluthon: Tt i€ vYecommended o give
o cvedit ey o &flo net-2<
Ancte, Nek benemnt i< higher.
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RuerhioNn b’ acte

heneral Crecdkkt tewn |1 hek 4o
Annual colig = T 3< lak.

Socfe CuAoMER pay on 1sTMday

Avg- Atblon = F 3-blas

ReqyuaYed Yo calculatr:—

o AVg collecHion pemod on non-—didcount
g alp

b Anvalited Colt oFx Aiccounk-
Lolufion Cieplt Calculaton

|

oF Deboy Undey & £ifuationy

|}

Debbton = ?’3/60/000

) . N%
Digcount taling N oV — aliccount toling
Lodes Saolig
\/ W st 5 N
2z 35,00,000 X oA XS T 2,8%,083
360 (X3/60,000— F 3,17)
= T F41#F-

Step . Calc

ob- AVg DCP on non ~digcount
Lales

= DCP

]

5: X/ g#/ 083

360
f | =, &0, 000 X

<9 dq%.

)
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The C(empany may 4give o days credit.
But on an avg “The hnon diccoont debhox
Pay only after <9 dawys.

Step 3! Anvnualiced Caylh dictount

= Q 2360
% x 100
A S9-\<
= |b 0L

NOteA .

% Thogse who wanted +to tauwe digcount Ok Q<%
will pay on & aay-

¥ Thoce who donot want diccount mMay not

yoday & a didtoont rvelared credit policy
and eveny cultomer need not pay by that
dat-

% CempPany & malng o <cale of F3£ 00,000
out o <hat, T ¥ L,6000 WOTTh Lok MONey

i¢ bloCted Hovr 1Sdays: on the balante Ob
T 1%, 80,000 Cals, mMmomey (& bloced Hor Saday
on an average debfor (& T 3,b0,000.

Queshon ¥ Jacdg:
o-Cuxrent CHuahon = Pay atter yLdawyw
b- propoted cliccount policy = Pay In 1o dayk.
c-Expected Credit Calk availing cliccount = 4oz
d- Salur arve vnadffected by diLcovnt = F | 600000

e Cott o <£T pwmance = 1%

£- 8aving 1N admn COLE due 10 giving = F ¢, ¢
digcount

Reoy Wired :

TO Calt mMaXximum ditcount that can be
oyyeved.
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Loluflom % Heve N thig Quertom, we are yeawursed to
calcuwlate €D Ta at which it & indifferent

blw gj'\v'mca digcount and not giuinca diccount -

¥ Agumphon ot LCwl:
Tn auestion, they menhoned that <all
ase unadtected by didcount < XlolLacd.
This means, tohedther digcount i given/ not
given the gcalek oxe not going to get affeckd
There fove, +he 6L £ aLkumed aL Total
Cales and not nom—didcount Lalgk.

¥ The bene Ht of 4giving ¢D g
a) Lavingt in admini<hranion coctk of Tk
bY) money will be received 3< dayc earlier

ond  hente theve (¢ a Lavings of intert-

% CoSt oF cD 1< difcouont (tcel(s-

Steptl Benefft o (D

=3
a-Reduction in intevest ot on cebtor= 6,2 4 <
( T165,00,000 X GOV X 3:/350 X\ %%)

b- L&avingg in admn  Coek
Total bened{t

gepa: Cost oy CD
Cogn discountc
(F16,00,000 x407. X X_[100)

gtep 3. Tndifferencw point
we will be (ndifrerent then benebit= Ccogig

. Zlbr00,000X k07 X 2]loco = X298
= T 6,40,000X L]jpo = T 1,29C
= A= FT29C X100 - [~Fb6L

5 & CFO/ ©00
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Mmaximom diccount company can offey
I 6% beyond which Ccogte > benefits.

Queationg!  factl:
Present Calix (yeax) = 10,000 N @ 300V
N-CcprV = FRO0OJU
Fixed cogts = T 3,00,000p-a.
EXigting credit pexiod = | menth.
Pwpoced C(recdht peviod = R monthg (or)3 m onthg
Compony't extimater:
PaxtHculaxn Exicting proposed
Credil policy '™ 2m | 3m
Tynevease in Catw — | S% | 30%
/s Bad debt’ 1%/, 3% | s+
0ther (NAo:
aF-c willl incrvease by T $pjooo iy Lol incy
-eage g beyoncd AaAs% o Ppretent level.
b) Expected Dre—tax vetum = RKo%
Reogywired o calculate
Mot paying Credit Policy do (ompany.
golutfion | CotT— peENERT ANALYL
(%)
Pa¥ticul an optiom —I option—a
cam) C2am)
A BENEFIT
Tncreale in contbution |, S0, 0 00 3,00,000
p- CoLTS
o- Tncreagte in B'D 13, S00 | S, 000
b.- Tncreage in fntevest
logt on deb tom 4,23y Lo, lb
c. Tncveate tn FC. — so,ooo*
TOtal Coct L2183y 3,24,16%F
C N&ET BeNEFALT Rbylbb (Rg,16%)
CA—B)

¥ Oiven
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WN-—1' Tnereale N contnbuhion <

A EXigtng contmbution = 10,00, DOO

(1 0,000 L X F1t0O)

b tontbution COopt—1D = 1L, 000
(lo,000V X 11 S°/ X X{00O)

. Contmbufion Copt-3]) = 3,006,000
(10,000 X [30% X J100)

WN —]. Tncreate in BD T

o EXigting 2D = 230,000
(10,000 U X F 300 X ()

b- B> Copt-1) = [,03,500

(10,000 XK £300 X | 1S/ X3%)
c- Bp LCohpE-R) = |,45,000
C10,000 X T300 X I130%X %)

WN—3. Tnerease in anreveck |08

g\: Cale o +dot=| Lol D)
Payticulan EXiLting opt—) Opt—-&
Vavialle Colk R 0,000,000 33,00,000 Rb&,00,000

Clo;000 UXR00) (! $00V (I13,000UVUX
X 2-00) Q0 0)

Fixed coclt 3,00,000  3,00,000 3,£0,000

TOtal (ol R3,00;,000 R 00000 950,000

¢, calc o int lodl 3

a) ERic¢ting interert lost 38,323
(T R300,000 % '|19_x% K0%)

) TInterexrt otk @PE~1) = 85 bbF
(T &6,00,000 X[ X 2-0%)

L

¢d) TnteveAt lotk (Copt—2) = 1, 4% 500
(X RQ SD,000 R 2|12 X 20%)
L Conclubvon:, eopHon—-| 8 Yecommended

¢ince 1t nag pocytive benefiis:



CASH MANRARGLGEMENT

TnNisoducthon s—

¥ Thn thie Cchaptrer we witll leayn
A+ Bouma| model and

b Milley orr model
¥ oV Ma)

model 1& ddentical 4o that of

C0® model whereasr muley ore model i<
cofw budget approximahon concept:

Coxw budget preparvahon (& not covered
here $«nnce +here

IS a dedicatred chaptrey

iNn Coghng paper namely 'Cath Budgets®

en

Bud getearsy Conteol chapter:

[ Boaxncs

% Suppose, A Company vaice capital of Zlocw

out of that T 16¢Y, T ey 18 inverted In
Fixed Are - Tn that balance ALY, T -8
¢ blocked in gmcly; DebloAH ete: The

balance of T RoL i£ held arx caxh.

K BEvery aet muat have a uske- For example,

*

P4m i€ an aet uwhed o genervate calex
ond male proHt: Shhde Of RM [ F&L promote

£ao\ves-
What ¢ the ule of keeping idle

yeLource i-e- caxwn ?

I MmotHve — 12 Tranfact ovn motine

av
b

C-

Daily threre willl be inftlowe and ourflows
company has to LetHe i ourtlows LLay
crediton) on a tmely bags. That meang,
company can't walt for R indtowe +o
gertte i€ ouwtrftowe becawe Inftows and
outftowe Tarely matehel.

Hence, evesy company has to maintaln
A cofh balance to LetHe 1 payablel.



2. MoHve — &% compengaiory mo+ive

o) Theye ave vamoud cugmmexX with a Bank
namely
- Geneval Ajec cULome%

+ High — Vvalued culomexn

Y HWigh — valued cuatromex ave thoge who
malte huge trangactionge using the bank
and who maintaink huge alc balancex.

cd Fox thoce ‘HVC banlid otfer free ceyvias
Lke payaol paymenik, payment ot elechm(ity
bilk on duedatet without chavyging any
exa feex.

d) ALl thoce free cexvicer oxe provided gince
they maintadn huge minimum balancel in
the eaccount® giving huge inteyekt +o banlk.

e) BanlA 2p giving thete fyee £€yViKL Once
alc i ¢ cloted Cov) Balance i< witthdwawn.

3+ Motive —33 Precautionasy motive
compPanier maintain caxn balancexs +o meet
any  Undorve £een conhngenciek .

L Motive — U2 Cpeculanve motive

c:»mpame/& aléeo maintain caghw balance Aoy
taking advantage ot cevtain Speculative evenis
(ke gudden diccounie amoonced on RM ete
wheve the aduantoge can be talen onld it
they have cayyw on dhot dare.




Q- Boomal model

annu al

% Thereforve,
they ave

* wWhenevey com Pany
2ell

convertible to Caity

% Beginning ot the year, a company estinoe
cow wseq)uivement Say T IR,00,000

€Xxpengex.

Cc= ZFIR;00,000) to meel
cal cagh bavnw

¥ tHowever, maintaining  phys
i< not yYecommended énwe they donot
genevatre any inteyest | vetam.
companiex maintain thely cam

in Mmarketable LecuRnter Such that |
put 4o UL they gencraic reim

and dhen uriliged actordingly-
needs Cakh, They

mas ketable cecunter (Y\amﬂeta ble

Cecunter are hoce gecumhpg whidh ave
immediately) and get

wo Tl

the Cca¥ih needed \|/

\’

V

Advantage
¥ No onwanyred
blocClage o+

¥ TO ovevrcome this,
optimum txwn level

T+ we cell
in 2mall 1018

N
Di < AAV\/
tHah
TXN CRig

due 1o
more tXnL

Ay
Lek opp
c’t of
0K o
interes b

Minimum TtXn: codis.

Dig—ad vantage

% No Cleos prediction

oAt how much
cayy (& needed.

cCayh
% No MIK of ¥ Heavy txrn cogK
pi)fevage [ theH- +o cell m-& Aoy
cte. mu\Fiple ftmes -
Bovmal mMmade an

at which we have

T e cell mg
M bigger lo+g

\ Adv DIS ACV\,

Lowd txn High opp

cXtRdue  cocte of

‘o le R 0L Of
+xn n fevest



T.

* tence, this medel emphasize’k onm loptmom
troncaction &ze' at whieh intereit 1oL
and  txn cotte et ab minimom and it
1< Fepyesenied by following Hfovymula ——

wheye ——

C= Annual cof seqy

T= TAXNCOKE [ +XV)

T=Tntevekt colt

(Z/%)

lcal — &yle  11Hus sation
¥ Project annual coxh usage 2 T 3% £0,000
Cfow I8 ONiform dhzough out the
Yexr")
¥ company Pexiodically geugr marhetable
gecurnti€d +o meet +the Caxh TFequivement
¥ Masketable SecumtieR eawn = 2% P A
+® Ccoct of €xn In magketable gec= TLoltn
vge Boumal Mode| —ocale
¥ ophmal Exn Size.
* ANvVg s balance.
% Tganlfey vexyuuted Auang Yexw

Solution
TANMMUal Catw veay CC) = T 39, S0,000
o = &%
t = T qo/txn
opTimum txn fiz2e = QCT

- J&x 37,%0,000 X 4O

O-1
= —2-' L0, 000
The Company reqyulre I 3%, £0,000 of cayn,
to meet R annual expensek. Tt mMobilisg
this cagw by gelling M-Sec- Eyesy Hme

it Seldr F 50,000 wWorth Mcec-



. Average caglhy baloe = '/;_x oT S
= I/L X? SD/OOD
= QQS/OOO—
. Noof twanlfexX Teqy = T 3%, 50,000
< T 0,000
oTS = 1S Exnk.
T ®uertion .
AMual ca¥h 7eaqy = T 10,00,900
TYper of mM-L<ec company has
I Lot ¢ize 2 £p,000 ®C O of
Q- Lot gixe : FT1,00,000 converkon /Lot
3 Lotgige FR,00,000 = 2 {,00D
k- Lot Clxe T L0000 % Ont= £% pa
s- Lot Qi2e < S;00,000
Reas urted =
a- To prepase table Ndicating which lot
gige will have to be <old by company.
b: T© calc <economic 10t ¢i12e.
n g Soluti on
g A9 @ <%
ot Li2e No.of - tyn- AvgCB Intct Txncoct Total cate
£0,000 0 RS;000 1} X0 0,000 K1) & L0
1ljoo000 | 10 £0;000 3, XD0 0,000 13;X00
200000 S U0OO0D £ )000  S000 . 10/000;
&) £0,000 4 1185000 6250 4,000  |ORXD
£,00,000 N X X0r000 18,500 ROOO |4, 00
optimmum 1ot L1ze = 3 8,00/000 Zince the
total cott ¢ lowekt in thi<c 1ot

lot Cize UV&ANg BoUMal Mode]

b Economic
QLT

C.':-\/ T

< 10,00,000,

C = T= X 1,000 , T = £%



1l

QA X10,00,000X 1000
(SRNL G

T R00,000

—
—

milley —o7YY mode|

OB
C
od — cB net Of
g T+ & Of
h W
b
a
¢ LS

DAy,
UB= UPpey bound , LB= Lower boond
RP= Retuwm point.

* A reagwoy mgy gheuld invekt in m-Lec
(b~ he haf gurplur cagh in hand and

cghould ced ™M-<£eC iy he hag a ¢hort
=2\l N cagn-
¥ Miller — oYY mode| helpt the ftreaguzy
Mgy +o underdltand the timing of hig
invetrment and Sale and the aqyuan+im-
% wWhen B douvchet VR, e chould Tnvest
20 much cax in m-Lec that the balom
—Cte Jfa\8 Fo RP and wohen ¢B touchek
LD he <hould digpole(tel) m~—-Lec <o
that +the balance 7Yealhel RP-
Lormulae
L UB = LB +gpread: TC= TXn Cogt
QRP = LB + [z <pread: CHV= Caih tow
- gpread = Voo te

i ax?JB’/q”C“FV I/dag:rﬁdav

T/day pev day




T vk st o
o Min: CB T 10,000
b CgV T 68, 50,000
C- TnteveRt = © 08<% [day
d- Txn coll for each cade| buy= TR0
calce Oprimal (LB 4 UB and analyce.
Stepls cCcalc of cpread

non

Spread = 5x :‘J 2] x;ICﬁQCF:V
N|

= 3% 3/ 3[4XROR6R,SD 000
O« 08 L%

= FTa,646
Stepat Calc ofy VB
LB + &pread
= (0,000 + ARG gy Koushiles
= T 3,64b
Ctepl38 Calc o RP
LB+ |2 Sprea
= Fto000 + (!aRal 64b)
= \5'(#‘, &\S

UBCE: 31/6L[6)

\m/ RP(Z [ 215D

Le (Z10,000)

~—RPR s sShrapE

Days



Notes by

TNVENTORY | MATE R| ALS
MANAGEMENT

Inoduchnion =—
¥ Thig chaptey i€ all about Mhe management

of Taw matrerial Ctocks in a company|
bUusnne & -

% concepi’k in thi& chaptey might be already
coveyed N coshing with a Chapiey called
t narenals"

% kHeye , in thig Chaptey wst FM papey, €08

(¢ +he only concept that will be tested
Hence, in thie chaptey (FMm), we will
critically analyce €0Q concept along
wWtth formulg dewivaton.

T BALICS

I Whenevery we digcugst about Taw materaly
CRM) the Hotlowing 4 cogtik ave clocely
a s%ociared wfth it namely
a- Ovrderi{ng cos
b: Holding cogig
c. Purchage cogtX
al- Ctock out cogtk.

2. Analysie on each type of Ccoct 1L agonaey

TUdPpEe of Aalyxe on

colt +ype of COst

I ordering |a- Everytime we ovder RmM, we
cost incu¥ gcome cost wdhich i< called

ak ordemng coct-
b EXxXamplex of o0rdernng Cosk

% Cat of Tendex and @uotationt
ad\erticement.
Legal expencex In tendexX.
Freight chovges
Paclking, Onpacking , inLpechon
cost, ete-

X o sk

CA KOUSHIK MUKHESH



Notes by CA KOUSHIK MUKHESH

¢ Bowevey, one gchould undergtand
that all thege cocte a¥e not
incursed on pey onlt baxsg but
on total puvchate activity i-e
on  overall baas.

d- T4+ a company maker an orsdey
it incun ordering coete once
T+ it malker an osdey |0 Timek
in a Yeaxy, orvdennNg cost is
a\ko incursed VYOFHimel.

. Holding a wvolding cost (g algp caled az
cogt casrying cost-

b- #olding cost 1€ the cogt incutwd
for gtozng the Rm-

- Erxamplegs aze as oOndey
* wWozenhoule [ Stove s oom vent .

K ansurance Ccoctk
% Theft, pilfevrage and obsotescencs
% Lose of injerest /opportunity ot

d- more Qtock of RmM, Bigger Sheuld
be the warehowe, biggey the
warte house, higher the venk ard
highes the wenik, higher wlil be
the holding costk.

c- move the RM <Yock, mOre amount
ot ¢k it i< Cubject Ho- more
the ALk, move the policy premiom.
move the policy pryemivm, More
the holding coctt-

4+ more the Rm <tock, le «ker the
vigilance. Lle&ey the vigilance,
e ey dhe conTolh: Leer the
controlh, Higher the Zhancer
ot theft et

9. moet important holding cocgt e
logd of intereit - Becausre, it a

Notes by CA KOUSHIK MUKHESH




2oTeYoom hat (0,000 VNS Of

Rm &tock, of Tlofunit,it Should be
ondexetood ak T 1,000,000 blocked

in the grocit wohich tdle. Tt +the

Same money ig tn bankc, it wouwd
geneyatre interest-

2. Puychage
Codt

a- When a company wanis RmM =ay,
'X, of toj000 g, it has to buy
t fom a vendor:

b- Tt i the moLt evident cost.

C- Puvchose Coct 1& incursred om
evezy uUnit puychared ond not
on per OYdey:

d.- PuvChare Ccoct includes all the
mon-ey cpent cuch as
% §&T
¥ Customs duty
x L9ading eitc.

4 Lock oult
colt

a: Apatt from all divect velated
COLt8 af aforegcaid therye ig
anothey coct called a&'' gmclk
out cact”

b €toc out coct t€ a coct that
l¢ incurred Aue to not leeeping
the Lhocie-

c Examplel arve ai —follows
% Lo& of pyotit due +o inagbility

to produce and <<\l produc.
* Latrc delivesy chorger arging
due t©o inability of company
o proaduce Afinished product:




. Economic ordey OQuantty CEeoq)

et LA OnderStand €00 concept ta\c‘mg a
numesical IWuklsation ¢

Estimated annual Rm con<uomphion 3 120,000
on ItL
ordenng coct [ ovdey = Z00
ordey ayty|Lire T 10,000
uNnItL
Holding cost pu p-a = Zb

ANAalys ¢

* we Pprepare budgets bedfore weal time
execution.

% Tn dhic auestion, this Year company
budgeted that € need [jR0,000 Unit ot
Rm -

% BEvesy Hwme we Ppurvchale, there ic an
oTdenng cost of Zloo/ordey.

¥ EVvery Unit we maintain theve ig a coct
of T 6/unit:

% How much ajuanttty cheuld be purchazed
each tHme 2

gituat on ReEMaT UL

|- Puvchate the| Advantages

annual TEN | Lo ordenng codt becaure, when
le sl reane | marenalk are puschased in  bulk,
Nt N the numbey of Himet e purchate
bigge¥ ot | & made veducet there by it
veducer ovdenng coct -
DL — advantage s
High holding cost ak They carsy
Nuge gtockk in thelt Shorek.




2. Puvchesre of | Advaontage2
omual Tew | Lowy heolding cott ak hey cowsy
more fseay In| tles ctock tn the <Crores.
cmalley 01| Dig — advantagek
High ovdennq cost becawse whnen
marenallk are puschared in <mall
lot2, the orvdeYy freqy 1¢ high and
entailk to high ordeng cost

%* " That oouantity orvdered at which +the
total orvdexing coct and holding coct ic
minimum (& ettt ordery aty wnieh i<
callted ot ' €conomic orvder auantity'',

% 00 i ophimum order aty, at which cotrt

oYe  wminymum.

calculahons

|_ordenng colt
a-@Tdeﬁf'mca cact = MNOof ordex X orden Ng cost
pery order
b No-of- ovdex = AmMmual congumpton
orTdenng aty
J
C
09
X O

c- ovdemng coct = <
o]
[[QO,©00 U

1 Oy 000 O

(& ovdeX.
C
@x
1R ovder X Z(00
F L ROO

o NOo' Ot Ovdese

t

e. o¥deNNg oLt

(

Il



& wolding colk

& H-Cc (& a compogite cost: That meavg it
& nfluenced by K fachhad hnhamely —
% coct/ontt
% Time held

b- Tn the given caste, company purchdses omly
(0000 VNI at one Hme-. Like thig, it mary
e ordey Hor 13 Hmer in a4 Yeor:

c Even then, BHC cant be apportioned —+o all
10,000 UNIK becauwre, AunNng the concomption
procedt, we cont Lee all to o000 onikt all
throvghout aa month.

d- At come point of +Hme it may be (0,000
onik , at <come point ot Hime it may algo
be "o Thevredore, concomprion Hor The
PUYTPOte’d of HC calculation (& average
conLumMmpTion

e- Thie can be explained ax under

10,000 \ o{ooo |o,000

b‘H‘Pb_jC




an-C = Average inventosy held x HC p-Upa
b AVG:  ITnVv = /2. X O0Q _
= |2 X 10,000 . aka inv. HC
= 5,000 Unik [/ Chencs, IO
C- He = Yo XOQX T CT= KHCpupa)d

l]n X (0,000 X &

= Z 30,000

2 ECONOmic ovader @ty £ €0®)

EOR = 2C0 C = ANnUal congomption

T O = ovdering cost/ower

T = HCpOUPa

= | X [, RO000XK 10O

6

= 000 ONR

Derivation

/\‘ ,H'C-
< \ /
0 \ /
= —~ o
\
0§ 7
At €00 Cpoint of intercech on)
oC = HC
coq
= €O . i, xEORX T
€09
S co = ornE0@ % T
= 2C0o0= €0Q9*x T

=¥ 2CO0 _ c06/*

T =
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