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M,B.A. Scmester-III Errmirlation

WORKING CAPITAL MANAGf,,M I.]NT

l'aper-MRAJ3l03/F

Time : l hree I loursl [Maximum Ma*s : 70

Notc :- (1) AttomptALl, qucstions.

(2) [igures to the ri8h1 indicate ma.ks.

SI]CTION-A

1. (a) What is mcant by liquidity ? Discuss in detail important liquidity ratios used to measure

liquidity ofconcem. 14

OR

(b) Explain varir-rus Cash Management modols uscd to derive an optimal Cash balance ofa
complury. 14

SECTION_B

2. (a) Explain meiuringofCash with suitable examples. Discuss various factors determining Cash

needs ofa firrr. 1

(b) A company is cxpecting to have Rs. 2,50,000 cash in hand on l'r April 2003 and it requircs

vou lo prcpare an esiimate of cash position duriDg the three months April to June 2003.

iV0nth

q,20.000

10.00,000
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(Rs.)

Iebruary 7,00,000

['urchasc

(Rs.)

,1,00,000

5.00,000

5.20,000

6.00.000
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8.00,000

70,000

80.000

Expens€s
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70.00080.000

80.000 60.000

Wages

(Rs.)

90,000

1.00,000
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(c)

(d)

Additional lnformaliotr :

(a) Pcriod ofcrcdit allowed b) suppliers two months.

(b) 25 % of Salc is tbr Cash and the period of Credit allowed to customer lbr Crcdil Sale

onc monlh,

(c) l)clay in paymcnt ofwages and expenses one month.

(d) Incomc.lax lls. 2.50,000 is to be paid in Junc 2003. 7

OR

What do you mean by Cash cyclc ? Explain dillerent stages in cash cycle modcl. '7

Rolal lndusfies lccls a lock-box s\slem catl shorten its accounts rcccivable collcction period

b1 i days. Credit salcs arc cstim.rtcd at Rs. 365 lakh per year, billed on a continuous basis.

The lirm's opporlunity cost ol lunds is l5 per cent. The cost oflock box system is

Rs.50.000.

ia) \\'ill yoLr advisc'Royal'to go for lock-box systcm ?

(b) Will your answer be diff'ercnt ifaccounts receivable collection period is reduced by

5days ) 7

Delinc working capital. Desclibc various types ofworking capital. 7

Details ol'AI|(' I ld. 1or lhc 1'ear 2007-08. are given as undcr :

Cost of goods sold Rs. 48,00.000

(a)

(b)

Operating cyclc

Min dcsircd lcvcl

ofcash balancc

60 days

Rs.75.000

You arc rcquircd 1(,) calculate the expected working capital requilement by cssumins

360 da1's a 1car. 7

OR

(c) Ilxplain Operating cycle approach in determioatiofl ofworking capital. State various factors

influcncing lhc rvorking capital requiremcnt ofthc firm. 7
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4. (a)

(b)

(c)

(d)

(d) X and Y who want to buy a business seek your advice about the average working capital

requirements in tlre first year's trading. The following estimates are available and you are

asked to add l0 7u to allow for contingencies.

Rs.

PerAllnum

(l) Avciage amount locked up in stock :

Stock ol finished goods and wIP 50,000

Stock of storcs. Dalcrials 80,000

(2) Averagc ('rcdit givcn :

I-ocal sal.s 2 wccks Credit 7,80,000

Outside the State.- 6 weeks Credit 31,20,000

(3) lime available for payment :

for purchases - 4 weeks 9,60,000

For rvagcs - 4 u'ecks 26,00,000

Calculate the average amouot ofworking Capital requirements. 'l

SECTION_C

Why do firms maintain inventory ? Brielly explain various costs associated with inventory

1

What is inventory tumover ratio ? Explain its importance. 7

OR

What is inventory rcorder point ? How it is determined ? 7

What is continuous stock verification ? What are the differences betwecn continuous stock

taking and periodic stock takilg ? 7
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l

SECl'ION-D

Thc following are the details regarding the operation of a firm durilg a period of l2 months.

Sales Rs.24.00,000

Selling p ce pcr unil Rs. 20

Variable cost price pcr unit Rs. 14

Total cosl per unir Rs. 18

Crcdit pcriod allo\\,cd to customcnr one month.

The finn is considering a proposal for a more liberal extension ofCredit which uill resuh in

lncreasing the alcragc colleclioll pcriod fron onc mooth to two months. This relaxation is expected

to increasc lhe sales b),25 9/o liotn its cxisting level.

YoLr are rcquircd to a(l\ ise thc lirm regarding adoption ofthe new credit policy, presuming

thal the llrnl s rcquired relurn on investment is 25 oZ. 14
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