
                 For More Solved Assignments Visit – www.ignousolvedassignments.com  

 

For More Ignou Solved Assignments Please Visit -  www.ignousolvedassignments.com 

Connect on Facebook :  

http://www.facebook.com/pages/IgnouSolvedAssignmentscom/346544145433550 

Subscribe and Get Solved Assignments Direct to your Inbox  :  

http://feedburner.google.com/fb/a/mailverify?uri=ignousolvedassignments_com 

Request Any Solved Assignment at : 

 http://ignousolvedassignments.com/request-and-share-solved-assignments/ 

Course Code  : MCS-035  

Course Title    : Accountancy and Financial Management  

Assignment Number : MCA (3)/035/Assign/2012 

Question 1:  

From the following Trial Balance of Rama Nand Sagar, prepare Trading and 

Profit & Loss Account for the year ended 31st December, 2011 and a Balance 

Sheet as on that date:- 

Dr. Balances  Rs.  Cr. Balances  Rs.  

Opening Stock  20,000  Sales  2,70,000  

Purchases  80,000  Purchase 

Return  

4,000  

Sales Return  6,000  Discount  5,200  

Carriage 

Inwards  

3,600  Sundry 

Creditors  

25,000  

Carriage 

Outwards  

800  Bills Payable  1,800  

Wages  42,000  Capital  75,000  

Salaries  27,500  

Plant & Machinery  90,000  

Furniture  8,000  

Sundry Debtors  52,000  

Bills Receivable  2,500  

Cash in Hand  6,300  

Travelling Expenses  3,700  

Lighting  1,400  

Rent and Taxes  7,200  
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Adjustments:-  

(1) Stock on 31st December, 2011 was valued at Rs. 24,000 (Market Value Rs. 

30,000).  

(2) Wages outstanding for December, 2011 amounted to Rs. 3,000.  

(3) Salaries outstanding for December, 2011 amounted to Rs. 2,500.  

(4) Prepaid insurance amounted to Rs. 300.  

(5) Provide depreciation on Plant and Machinery at 5% and on Furniture at 

20%.  

Ans: 

Trading  and  P/L  A/C for the year ended 31
st
 Dec 2011 

 

Particulars Amount Particulars Amount 

To opening stock 20000 By sales                            270000 

By return                            6000 

264000 

To purchase                            80000 

Less : purchase return               4000 

76000 By closing stock        24000 

To carriage inward 36000   

To wages                                 42000 

Add : outstanding wages          3000 

45000   

Gross profit 

Transferred to P/L account 

143400   

 2,88,000  2,88,000 

    

    

To depreciation: 

 plant & machinery                   4500 

furniture                                    1600 

     6100 By gross profit transferred from 

trading account 

143400 

To insurance                             1500 

Less: prepaid                              300 

      1200 Discount      5200 

To carriage outward 800   

General Expenses  10,500  

Insurance  1,500  

Drawings  18,000  
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To salaries                               27500 

Add : o/s salary                         2500 

30000   

To travelling exp. 3700   

To lighting 1400   

To rent & taxes 7200   

To general exp. 10500   

To net profit 87700   

 1,48,600  1,48,600 

 

Note :- As per accounting standard-2 stock valued at cost or market value whichever is less i.e-

24000 

 

 

Balance sheet ended year 31
st 

 Dec 2011 

 

Particulars Amount Particulars Amount 

Capital                             75000 

Add : profit                     87700 

 Plant and machinery    90000 

Less : Dep @5%            4500 

85500 

                                      162000    Furniture                        8000 

Less: Dep@20%            1600 

6400 

Less: Drawing                18000 144700 Sundry debtors  52000 

Bill payable        1800 Bill receivable  2500 

Sundry creditors 25000 Prepaid insurance 300 

Wages  O/S 3000 Stock  24000 

Salaries  O/S 2500 Cash in hand 6300 

 1,77,000  1,77,000 

 

 

 

 

Question 2:  

Following are the balance sheets of a limited company as on 31st December, 

2010 and 2011. 

Liabilities  2010  

Rs.  

2011  

Rs.  

Assets  2010  

Rs.  

2011  

Rs.  
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Share 

Capital  

Reserves  

B. & L A/c  

Bank 

Loan 

Creditors  

Billspayab

e 

64,000  

13,000  

8,600  

25,000  

38,000  

8,000  

84,000  

15,500  

8,800  

---  

34,000  

8,500  

Goodwill  

Buildings  

Plant  

Stock  

Debtors  

Cash  

Bank  

3,000  

50,950  

35,000  

25,500  

42,000  

150  

---  

2,250  

48,000  

43,000  

18,800  

36,200  

180  

2,100  

                1,56,600               1,50,800                1,56,600              1,50,800  

Taking into account the following additional information, you are re-required 

to prepare funds flow statement and statement of changes in working capital.  

(a) Dividend paid was Rs.6,000/-  

(b) Rs.3,600/- was written off as depreciation on plant and Rs.2,950/- on 

buildings.  

(c) Profit on sale of plant was Rs.3,000/-  

 

Ans: 

             Statement showing change in working capital 

particulars 2010 2011 

Current assets (A)    

Stock  25500 18800 

Debtors  42000 36200 

Cash  150 180 

Bank  -- 2100 

Total  C A (A) 67,650 57,280 

   

   

Current Liabilities   

Creditors  38000 34000 

Bills payable 8000 8500 

Total C L (B) 46000 42500 

(A-B) 21650 14780 

Decrease in working capital -- 6870 

 21650 21650 
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Fund Flow Statement 

 

Source Amount Application Amount 

Issue of share capital 20000 Dividend paid 6000 

Sale of plant 3000 Payment of bank loan 25000 

Decrease in W.C 6870 Purchase of plant 11600 

Net profit transferred from ffo 7000   

    

 

Question 3:  

The following are the ratios extracted from the Balance Sheet of a company as 

on 31st Dec 2011. Draw up the Balance Sheet of the company.  

Current Liabilities     1.0  

Current Assets      2.5  

Liquidity Ratio      1.5  

Stock Turnover Ratio  

(Based on COGS)      6  

Fixed Assets Turnover Ratio  

(Based on sale)      2  

Gross Profit as percentage of sales   20%  

Debtor collection period 2 Months  

Working capital             Rs.3, 00,000  

Shareholders Capital                         Rs.5, 00,000  

Reserve and Surplus                               Rs.2, 50,000  

 

Ans: 

Working capital = CA-CL = 300000 

CA-CL =300000 

2.5CL-4C=300000 

1.5 CL = 300000 

CL=200000 

C.R=CA/CL=2.5/1=2.5 

CA=2.5CL 

      = 2.5*200000 

      = 500000 
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                                        Balance sheet 

Share holder capital 500000 Fixed assets (B.F) 450000 

Reserve & surplus 250000   

Long term debt. ---   

Current liabilities  Current Assets  

 200000 Debtors                      150000 

Stock                          120000 

Otness  (b.f)                230000  

500000 

 950000  950000 

 

 

Fixed assets turn over ratio=2 

2= turn over/fixed assets 

Turn over = 450000*2 = 900000 

 

Gross profit as percentage of sales = 20% 

 

Gross profit = 900000*20% 

                    = 180000         

 

Loss of goods sold = sales – Gross profit 

                               =  900000-180000 

                               = 720000 

 

Stock Turnover Ratio = Cost of goods sold /Avg stock 

                       6          =    720000/stock 

     Stock      =   720000/6  = 120000 

 

Debtors collection period = 2 months 

Avg debtors/creditors sales = 2/12 

Debtors  = 2/12*900000 

               = 150000   

 

 

Question 4: Critically examine the various methods of evaluation of capital 

budgeting proposals? Explain the significance and application of the 

technique of discounted cash-flow.  

Ans: 
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At each point of time a business manager will have a number of proposals regarding various 

projects in which he can invest money. He has to compare and evaluate all these projects and 

decide which one to take up and which one to reject. Of course, apart from the financial 

considerations, there are many other factors which are important in making capital budgeting 

decisions. Sometimes a project may be undertaken only with a view to establish foothold in the 

market or because it results in better welfare of the society as a whole or because it increases the 

safety and welfare of the society as a whole or because it increases the safety and welfare of 

workers. A project may also have to be undertaken due to requirements of law or just because of 

emotional reasons, i.e., many industrialists set up projects at their home towns even though better 

locations might have been available. These considerations apart, the major consideration in 

taking a capital budgeting decision is to evaluate its returns as compared to its investments. It 

must, however be emphasized that the evaluation of capital budgeting proposals has two 

dimensions i.e., profitability and risk. We know that the profitability and risk are directly 

related. Higher the profitability, the greater will be the risk. It means that when a firm accepts 

projects on the basis of higher profitability, it also assumes higher risk. Therefore the finance 

manager should also take into account the risk element involved in various proposals. In that 

follows, first we discuss various methods of evaluating projects on the basis of a profitability 

assuming that all the proposals under consideration are of the same risk class. 

The Major Capital Budgeting Techniques 

A variety of measures have evolved over time to analyze capital budgeting requests.  The better 

methods use time value of money concepts.  Older methods, like the payback period, have the 

deficiency of not using time value techniques and will eventually fall by the wayside and be 

replaced in companies by the newer, superior methods of evaluation. 

Very Important:  A capital budgeting analysis conducts a test to see if the benefits (i.e., cash 

inflows) are large enough to repay the company for three things:  (1) the cost of the asset, (2) the 

cost of financing the asset (e.g., interest, etc.), and (3) a rate of return (called a risk premium) that 

compensates the company for potential errors made when estimating cash flows that will occur 

in the distant future. 

1. Payback Period 

the Payback Period isn't a very good method. After all, it doesn't use the time value of money 

principle, making it the weakest of the methods that we will discuss here. However, it is still 

used by a large number of companies, so we'll include it in our list of popular methods. 

What is the payback period? By definition, it is the length of time that it takes to recover your 

investment. 
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For example, to recover $30,000 at the rate of $10,000 per year would take 3.0 years.  

Companies that use this method will set some arbitrary payback period for all capital budgeting 

projects, such as a rule that only projects with a payback period of 2.5 years or less will be 

accepted.  (At a payback period of 3 years in the example above, that project would be rejected.) 

The payback period method is decreasing in use every year and doesn't deserve extensive 

coverage here. 

2. Net Present Value 

Using a minimum rate of return known as the hurdle rate, the net present value of an investment 

is the present value of the cash inflows minus the present value of the cash outflows.  A more 

common way of expressing this is to say that the net present value (NPV) is the present value of 

the benefits (PVB) minus the present value of the costs (PVC) 

NPV = PVB - PVC 

By using the hurdle rate as the discount rate, we are conducting a test to see if the project is 

expected to earn our minimum desired rate of return.  Here are our decision rules: 

If the NPV is: Benefits vs. Costs 

Should we expect to earn at 

least 

our minimum rate of return? 

Accept the 

investment? 

Positive Benefits > Costs Yes, more than Accept 

Zero Benefits = Costs Exactly equal to Indifferent 

Negative Benefits < Costs No, less than Reject 

Remember that we said above that the purpose of the capital budgeting analysis is to see if the 

project's benefits are large enough to repay the company for (1) the asset's cost, (2) the cost of 

financing the project, and (3) a rate of return that adequately compensates the company for the 

risk found in the cash flow estimates. 

Therefore, if the NPV is: 

 positive, the benefits are more than large enough to repay the company for (1) the asset's 

cost, (2) the cost of financing the project, and (3) a rate of return that adequately 

compensates the company for the risk found in the cash flow estimates.   

 zero, the benefits are barely enough to cover all three but you are at breakeven - no profit 

and no loss, and therefore you would be indifferent about accepting the project.   

 negative, the benefits are not large enough to cover all three, and therefore the project 

should be rejected. 

http://campus.murraystate.edu/academic/faculty/lguin/FIN330/HurdleRate.htm
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3. Internal Rate of Return 

The Internal Rate of Return (IRR) is the rate of return that an investor can expect to earn on the 

investment.  Technically, it is the discount rate that causes the present value of the benefits to 

equal the present value of the costs.  According to surveys of businesses, the IRR method is 

actually the most commonly used method for evaluating capital budgeting proposals.  This is 

probably because the IRR is a very easy number to understand because it can be compared easily 

to the expected return on other types of investments (savings accounts, bonds, etc.). If the 

internal rate of return is greater than the project's minimum rate of return, we would tend to 

accept the project. 

 

Question 5: What do you mean by receivable management? What are its 

objectives? Explain the dimensions of receivable management. 

Ans: 

Receivables management includes establishing a credit and collections policy for your credit 

accounts, including aging accounts receivables and whether to sell on credit at all. 

Even a very small business can decide to grant credit to its customers. Larger SMB's grant credit 

to customers as a way of doing business. About 1/6 of all the assets of U.S. industrial firms are in 

the form of accounts receivable so granting credit is a major investment in the U.S. today. 

Granting credit is actually the practice of making an investment in your customers. First, you 

have to decide what customers are worthy of that investment. 

Not all small businesses grant credit. Instead, they make all their sales on a cash basis. In many 

cases, this costs them sales and customers because, like it or not, we live in a credit-driven 

society. If a supplier needs to place a larger order from a company, that supplier may not have 

the funds to pay for it all in case. That order will go to another company unless your small 

business extends credit. Small businesses face a trade-off. They have to balance the costs of 

granting credit against the benefits of increased sales. 

Most small businesses have two types of customers. They have B2B customers or trade credit 

customers. Trade credit is simply extending credit to other firms. Small businesses also have 

B2C customers or consumer credit customers, which is the public. 

If a company does a cost/benefit analysis and makes the very important decision to extend credit 

to its customers, then it has to establish procedures for credit and collecting accounts. There are 

usually three parts of a good credit policy: 

1. Terms of Sale  

http://bizfinance.about.com/od/Accounts-Receivable/a/consider-these-factors-when-developing-a-credit-policy.htm
http://bizfinance.about.com/od/Accounts-Receivable/a/consider-these-factors-when-developing-a-credit-policy.htm
http://bizfinance.about.com/od/Accounts-Payable-and-Accruals/qt/cost-of-trade-credit-accounts-payable.htm
http://bizfinance.about.com/od/startyourownbusiness/tp/what-can-you-do-to-kick-up-your-profitability-2012.htm
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The terms of sale for a credit customer state how the firm will sale its products or 

services. Will the firm require a cash sale or will it extend credit? That decision is made 

through the process of credit analysis and determining who should be granted credit. 

If the small business decides to grant credit to a customer, then it has to establish terms. 

These terms will include the credit period and any discount you decide to offer the 

customer along with the discount period. 

Terms of sale may look like this: 2/10, net 30. This means that you offer your customers 

a 2% discount if they pay in 10 days. If they don't take the discount, their bill is due in 30 

days. 

2. Credit Analysis  

When determining credit policy, a company determines how they will grant credit to 

consumers and businesses. They use a number of methods to do this including pulling 

credit reports, evaluation of the 5C's of credit, and credit scoring. 

3. Collection Policy  

If a company makes the decision to offer credit to its customers, it needs to develop a 

collections policy that it will use to monitor its credit accounts. Most companies use two 

approaches. They use the average collection period and the accounts receivable aging 

schedule. 

The average collection period (ACP)will let a business owner know how many days, on 

average, it takes to collect credit accounts. The business owner can compare the ACP to 

other firms in its industry and the ACP from other years. The ACP gives the business 

owner a wealth of data to work from. If the ACP is rising, then the business owner should 

take more aggressive collection action on its credit accounts. 

The accounts receivable aging schedule is a valuable tool as well. You can see at a glance 

what percentage of your credit accounts are late and how many are delinquent to the 

point of being considered uncollectible. Between the aging schedule and the ACP, it's 

relatively easier for a business owner to keep an eye on credit accounts and fix any 

problems that might affect the firm's cash flow before they happen. 

 

 

http://bizfinance.about.com/od/glossaryc/g/credit-period.htm
http://bizfinance.about.com/od/glossaryd/g/discount-period.htm
http://bizfinance.about.com/od/startabusiness/ht/Clean_Up_Credit_Report.htm
http://bizfinance.about.com/od/businessloans/tp/5CsCredit.htm
http://bizfinance.about.com/od/financialratios/f/Avg_Collection_Period.htm
http://bizfinance.about.com/od/Accounts-Receivable/a/how-to-set-up-and-analyze-an-aging-schedule-for-accounts-receivable.htm
http://bizfinance.about.com/od/Accounts-Receivable/a/how-to-set-up-and-analyze-an-aging-schedule-for-accounts-receivable.htm
http://bizfinance.about.com/od/financialratios/f/Avg_Collection_Period.htm
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An Example of an Accounts Receivable :-- 

Assume that a company has $100,000 in accounts receivable. They offer a discount if customers 

pay their bills in 10 days, which is the discount period. That's why you see the first line of the 

aging schedule as 0-10 days. Looking at the table, you can see that 20% of the firm's customers 

take the offered cash discount. 

The credit period for this firm is 30 days, so the second line of the aging schedule is 11-30 days. 

This line of the aging schedule shows how many customers pay their bills on time. For this 

company, 40% of the customers pay their bills during the credit period but don't take the 

discount. This means that 60% of the firm's customers pay their bills on time, a combination of 

the customers that take the discount and those who pay during the credit period. That's only a 

little over half of the firm's customers who pay their bills on time. For most companies, this is 

not enough. 

A full 30% of the company's customers are delinquent with their payments. 20% are 31-60 days 

delinquent and 10% are 61-90 days delinquent. That is a sizable percentage of delinquent 

accounts. This company is undoubtedly suffering from a cash flow perspective because of these 

delinquencies. Their cash flow is probably low and they are having to borrow short-term funds in 

order to cover these delinquent accounts with regard to their working capital. This means they 

are paying interest on short-term debt, which hurts their cash flow even more. 

In addition, it seems that there may be a problem with the company's credit policy, collections 

policy, or both. The owner needs to re-evaluate the credit and collections policy and see if the 

policies need to be tightened up. Perhaps they are offering credit to marginal credit customers 

and that needs to be stopped. Perhaps they are not collecting aggressively enough. 

Last, 10% of the company's credit customers are over 90 days past-due on their accounts. 

Usually, if a customer is between 90-120 days past due on a debt, that bill is seen as uncollectible 

and as a bad debt. In this example, this company has $10,000 in bad debts out of $100,000 in 

accounts receivable. This is another sign that something is wrong with the company's credit 

and/or collections policy. 

 

--------------------------------------------- THE END ---------------------------------------------------- 
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