UNIT-V- 2 Marks
1. Types of ratio with formula:

4 Liquidity Ratios
To help identify the short term liquidity of a firm, this ratio is used. It has mainly two types of
ratio under this. Current ratio which let us know the short term solvency of a firm.
Current Ratio=Current Asset Current Liabilities
Quick Ratio= (Total Current Ratio—Inventory)Total Current Liabilities
Quick ratio helps us find the solvency for six months and the reason why inventory is subtracted
is that inventory usually takes more than six month to convert into liquid asset.

4 Profitability Ratios
Profit is the main objective of business. All business needs to be operating on profit. These ratios
are used to know the profitability of a business and the measure the success effectively over a
period of time.
These ratios are used by the business owners, creditors, government officials to know how the
business is faring. If a business is asking for loan from a bank, then the bank with by default
check the profitability status using these ratios.
The main ratios covered within this category are:
NetProfit Ratio=—NetprofitaftertaxNetSalesx100
GrossProfit Ratio=GrossProfitNetSalesx100
Operating Ratio=OperatingCostNetSalesx100
Earningspershare=NetIncome—PreferredDividlend WeightedAveragenumberofsharesoutstandingx
100

+ Activity Ratios
This ratio is also known as turnover ratio, this ratio measures the efficiency of a firm and
converting its products into cash. The ratio is measured in days.
The ratios under this category are:

e This ratio helps in letting the business know how many times the product is turning into

cash during a specified period of time.

Inventory Turnover Ratio=Cost of goods sold Average Inventory

e Receivables turnover Ratio helps in knowing how many times the credit is collected in a

given period of time.

Receivables Turnover Ratio=Net Credit Sales Average Trade Receivable
Solvency Ratios
To see if the business can survive for the long term period, solvency ratios are used. This ratio
helps evaluate the ability to pay the long term debt of a business.



o Debt — Equity Ratio: To see the soundness of long-term financial policies of a business,
debt equity ratio is used. IT simply means the total liabilities divided by total

stakeholder’s equity.

Mathematically it is written as:
Debt Equity Ratio=Total Liabilities Stakeholder'sEquity

Proprietary Ratio: is used to evaluate the soundness of capital structure of a business.
Different business use different capital structure, It could be 50% equity and 50% debt,

while for some it might 30% equity and 70% debt.
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PART-B

1. Bragathish is a trader dealing in electronic goods who commenced his business in 2015. For
the following transactions took place in the month of March 2018, pass journal entries.

1 Purchased goods from Y and Co. on credit Rs.60, 000.
2. Sold goods to D and Co. on credit Rs. 30,000.
3. Paid Y and Co. through bank in full settltment Rs.58, 000.
4. D and Co. accepted a bill drawn by Bragathish Rs. 30,000.
5. Sold goods to L on credit Rs. 20,000.
Sold goods to M on credit Rs.40, 000.
7 Received a cheque from M in full settlement and deposited the same to the bank Rs.39, 000.
8. Goods returned to Y and Co. Rs. 4,000
10. Goods returned by M Rs. 3,000
2 . The following information is related to a company for 6 months ending 31% march 2009.
The units sold for different months are as follows.
October 2008 50000

o

November 57000
December 60000
January 2009 62000
February 67000
March 70000
April 75000

Finished units equal to half the sales for the next month will be in stock at the end if each
month including Sep 2008. Budgeted production for the year ending 31* march 2009 is 790000
units. Material & Labour cost per unit are Rs.25 & Rs.15 Resp. Total factory heads absorbed is
Rs.1300000.
Prepare production Budget & Summarized Budget for the six-month ending 31% march 2009.

3. Enter the following credit transactions in the purchases book of Manoharan, a Provisions
Merchant.
2017:
May 2 — Bought from Vasu 100 bags of rice @ X 800 per bag
May 8 — Bought from Cheyyar Sugar Mills Ltd., 20 bags of sugar @ X 2,600 per bag
May 10 — Bought from Ram Flour Mill, Coimbatore, 10 bags of wheat flour @ X 750 per bag
May 15 — Bought from Nilgiri Tea Co., Nilgiris, 15 cases of tea @ X 900 per case
May 25 — Bought from Sairam Coffee Works Ltd., 100 kgs of Coffee @ X 190 per Kg.
May 29 — Bought from X & Co. furniture worth X 2,000

4. Prepare bank reconciliation statement as on December 31, 2017. On this  day the passbook of
Mr. Himanshu showed a balance of Rs 7,000.

(a) Cheques of Rs 1,000 directly deposited by a customer.
(b) The bank has credited Mr. Himanshu for Rs 700 as interest.

(c) Cheques for Rs 3,000 were issued during the month of December but of these cheques
for Rs 1,000 were not presented during the month of December.

6. Calculate the work cost for a job no.177435 for a manufacturing company, from the
following particulars.

Direct Material Consumed Rs.75000: Direct Wages: Rs .45000: Direct Expenses - Rs .30000
Indirect Wages- salary for a Foreman is Rs.20000 and the job no is 177435 is consumed 10%
of this labour hour. Mac X & Y are used for completing the job. Mac X is used for 50hrs and
its machine hrs rate is Rs.300. Mac Y is used for 30hrs and its machine hrs rate is Rs.400 per
hour. Other factory overhead is 100% on direct labour.



5. Briefly explain the procedure for entering journal entries in Tally software.

1 Commenced business with cash 80,000

2 Deposited cash with bank 40,000

3 Purchased goods by paying cash 5,000

4 Purchased goods from Lipton & Co. on credit 10,000

5 Sold goods to Joy and received cash 11,000

6 Paid salaries by cash 5,000

7 Paid Lipton & Co. by cheque for the purchases made on 4th Jan.
8 Bought furniture by cash 4,000

9 Paid electricity charges by cash 1,000

10 Bank paid insurance premium on furniture as per standing instructions

300

6..0n 1st July, 2008 a company purchased a machine for Rs 3,90,000 and spent Rs 10,000 on its
installation. It decided to provide depreciation @ 15% per annum, using written down value
method. On 30th November, 2011 the machine was dismantled at a cost of Rs 5,000 and then

sold for Rs 1, 00,000.

On 1st December, 2011 the company acquired and put into operation a new machine at a
total cost of Rs 7, 60,000. Depreciation was provided on the new machine on the same basis as
had been used in the case of the earlier machine. The company closes its books of account every
year on 31st March. Prepare Machinery Account and Depreciation Account for four accounting

years ended 31st March. 2012

7. Prepare the Trial Balance as on 31% March 2009from the following balances

Plant & Machinery 750000 | Return Inwards
Land & Buildings 900000 | Bills Receivable
Disc Received 24000 | General Expenses
Sales 940000 | Cash

Return outwards 15000 | Opening stock
Salaries 72000 | Creditors

Bank Account 74000 | Carriage inwards
Int Received’ 40000 | Disc Allowed
Purchases 400000 | Debtors

Rent Paid 35000 | Capital

General Reserve 240000 | P& L A/C

Bills payable 30000 | Loan

Bad Debts 5000 | Prov for bad Debs
Investments 435000 | Stationary Paid

13000
43000
19000
170000
74500
77500
20000
32000
75000
969000
243000
550000
12000
23000

8. Record the following transactions in the proper subsidiary books of Prabhat Electric Co0.2020

Jan 1 Sold to Grover & Co.
10 Crompton coolers @ 6000 each
5 Pedestal fans @ 2000 each TD 10%
Jan 5 Purchased from Ram & Bros.
25 Washing machines @ 7000 each
10 wall fans @ 1500 each TD 25%
Jan 10 Purchased for cash from raja & Co.
10 electric kettles @ 750 each
Jan 15 Sold to Mahesh and Co.
5 Crompton coolers @ 7000 each
2 Pedestal fans @ 2500 each TD 10%
Jan 18 Returned to Ram & Bros.
2 Washing machines being defective
Jan 20 Purchased from Sethi & Co. 20 Toasters @ 800 each



Jan 27 Mahesh and Co. returned one Crompton cooler, being defective.
9. Given below are the balances of Pandian as on 31 st 2016. Prepare final accounts for the year
ended 31% March 2016

Particulars Debit Rs. | Credit Rs.
Capital 1200000
Sundry debtors & Creditors 22000 22500
Sales 59700
Drawings 2000
cash in hand 8200
cash at bank 30000
wages 2500
purchases 10000
opening stock 30000
Business premises 60000
Bills receivable 14500
Office telephone expenses 3500
General expenses 9000
Goodwill 10500
202200 202200

Adjustments:
1) The stock value at the end of the accounting period was Rs.5000.
Interest on capital @ 6% is to be provided.
2) Interest on drawing @ 5% is to be provided.
3) Write off bad debts Rs.2000.
4) Create provision for bad and doubtful debts on sundry debtors @10%.

10. Two Column cash book:

1. 01/04/17 Started a business with cash Rs 50,000/-

2. 04/04/17 Goods purchase worth Rs 10,000/- and payment made immediately get discount
Rs 100/-

3. 07/04/17 Rent paid for the building Rs 1,000/-

4. 09/04/17 Wages paid for Rs 2,500/-

5. 11/04/17 Sold goods worth Rs 5,000/- and to receive payment immediately allow
discount Rs 100/-

6. 12/04/17 Sold goods to Ram & sons Rs 4,000/-

7. 14/04/17 Commission paid to Rohan Rs 100/-

8. 15/04/17 Payment received from Ram & sons Rs 3,950 and allowed them a discount of
Rs 50/-

9. 16/04/17 Labour charges paid for Rs 250/-

10. 18/04/17 Furniture purchase for Rs 2,500/-

11. 21/04/17 Sold goods worth Rs 2,500/- to Ramesh.

12. 23/04/17 Payment made to Ramesh Rs 2,450 and received the discount of Rs. 50/-

13. 25/04/17 Freight paid to Rs 300/-.

29/04/17 An owner withdraw cash from the business for personal use Rs1,000

11. Valluvar is a sole trader dealing in textiles. From the following transactions, pass journal entries for
the month of March, 2018.

March Rs.

1 Commenced business with cash 90,000
with goods 60,000

2 Purchased 20 readymade shirts from X and Co. on credit 10,000

3 Cash deposited into bank through Cash Deposit Machine 30,000

4 Purchased 10 readymade sarees fromY and Co. by cash 6,000

5 Paid Xand Co. through NEFT



6 Sold 5 sarees to A and Co. on credit 4,000

7 Aand Co. deposited the amount due in Cash Deposit Machine
8 Purchased 20 sareesfrom Z & Co. and paid through debit card 12,000

9 Stationery purchased for and paid through net banking 6,000
10 Bank charges levied 200

12. Deri is a sole trader dealing in automobiles. From the following transactions, post ledger for the
month of January, 2018.

Jan. Rs.

1 Commenced business with cash 1,00,000
2 Purchased goods from A and Co. on credit 3,00,000
3 Cash deposited into bank 80,000
4 Purchased goods from B. payment made through credit 5000

5 Paid Aand Co. through RTGS

6 Sold goods to C and Co. and cheque received 50,000
7 Deposited the cheque received from C and Co. with the bank

8 Purchased goods from Z & Co. and paid through debit card 12,000
9 Stationery purchased for and paid through net banking 6,000
10 Income tax of Deriis paid by cheque 10,000

13. The following information about Fishplates X has beenmade available from the accounting records

of payment of Precision Tools Ltd. for the last six months of 2019 (and of only sales for January 2020).
The units to be sold in different months are:

July: 2,200

August: 2,200

September: 3,400

October: 3,800

November: 5,000

December: 4,600

January 2020: 4,000

(i) There will be no work-in-progress at the end of any month

(if) Finished units equal to half the sales for the next month will be in stock at the end of every month

(including June 2019)

(iii) Budgeted production and production costs for the year ending December 2019 are as thus:

Production units: 44,000

Direct materials per unit: $10.00

Direct Wages per unit: $4.00

Total factory overheads apportioned to the product: $88,000

Prepare: (a) Production budget for the last six months of 2019 (b) Production cost budget for the same

period.

14. TATA Co. Ltd. is to start production on 1st January 2011. The prime cost of a unit is

expected to be Rs. 40 (Rs. 16 per materials and Rs. 24 for labour). In addition, variable expenses

per unit are expected to be Rs. 8 and fixed expenses per month Rs. 30,000. Payment for materials

is to be made in the month following the purchase. One- third of sales will be for cash and the

rest on credit for settlement in the following month. Expenses are payable in the month in which

they are incurred. The selling price is fixed at Rs. 80 per unit. The number of units to be

produced and sold is expected to be: January 900; February 1200; March 1800; April 2000; May

2,100June 2400 Draw a Cash Budget indicating cash requirements from month to month.

15. From the following transactions, prepare sales Book of Gupta and Co. who deals in
furniture:2020
Jan 5 Sold to Hari & Co.
10 table @ 1100 each
20 Chairs @ 1000 each Less 10% TD
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Jan 10 Sold to M/s Sharma & Co.

5 Almirahs @ 5000 each

5 Stools @ 1000 each Less 20% TD
Jan 20 Sold old printer for 6000 to Raja & Co.
Jan 25 Sold to M/s Sohan & Bros.

5 tables @ 2500 each

1 revolving chair @ 5000 Less 10% TD

16.X Co. Ltd. purchased a machine on 1st April, 2008 for Rs 1,60,000. On October 1, 2009
another machine was purchased for Rs 1,40,000. On October 1, 2010 the first machine was sold
for Rs 1,20,000. On the same date, another machine was purchased for Rs 1,00,000. On October
1, 2011 the second machine was sold for Rs 92,000.

Rate of depreciation was 10% on original cost annually on 31st March. On 31st March, 2011 the
method of charging depreciation was changed to diminishing balance method, the rate being
15%.

Prepare Machine Account for the years ending 31st March, 2009, 2010, 2011, and 2012.

17. From the estimates of income and expenditure, prepare cash budget for the months from

April to June.

Month Sales Rs Purchases Rs Wages Rs Office Exp. Selling Exp. Rs
Rs
Feb 1.20.000 80,000 8.000 5.000 3.600
Mar 1.24 000 76.000 8.400 5.600 4,000
Apr 1.30.000 78.000 8.800 5400 4,400
May 1,22 000 72000 9.000 5.600 4.200
June 1.20.000 76.000 9.000 5.200 3,800

1. Plant worth Rs. 20,000 purchase in June 25% payable immediately and the remaining in
two equal installments in the subsequent months
Advance payment of tax payable in Jan and April Rs 6,000
3. Period of credit allowed
By suppliers 2 months
To customers 1 month
Dividend payable Rs.10,000 in the month of June
Delay in payment of wages and office expenses 1 month and selling expenses % month.
Expected cash balance on 1st April is Rs. 40,000.

o
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18. Explain the procedure for entering trial balance in a Tally.

Drawings Rs. 74,800 Purchases Rs. 295,700
Stock (1.04.2011) Rs. 30,000 Bills receivable Rs. 52,500
Capital Rs. 250,000 Furniture Rs. 33,000
Discount allowed Rs. 950 Sales Rs. 335,350

Rent Rs. 72,500 Freight Rs. 3,500

Printing charges Rs. 1,500 Sundry creditors 75,000
Insurance Rs. 2,700 Sundry expenses Rs. 21,000
Discount received Rs. 1,000 Bank loan Rs. 120,000
Stock (31.03.2012) Rs. 17,000 Income tax Rs. 9,500

Machinery Rs. 215,400 Bills payable Rs. 31,700



19. The following is the list of balances extracted from its books on 31st December, 2004:

Rs.
Wages 84,865
Calls-in-arrears 7,500
Premises 3,00,000
Plant and Machinery 3,30,000
Interim Dividend paid on 1st August, 2004 37,500
Stock, Ist January, 2004 75,000
Fixtures 7,200
Sundry Debtors 87,000
Goodwill 25,000
Cash in hand 750
Cash at Bank 39,900
Purchases 1,85,000
Preliminary Expenses 5,000
General Expenses 16,835
Freight and Carriage 13,115
Salaries 14,500
Director’s Fees 5,725
Bad Debts 2,110
Debenture Interest paid 9,000
Subscribed and fully called-up capital 4,00,000
6% Debentures 3,00,000
Profit and Loss Account (Cr. Balance) 14,500
Bills Payable 38,000
Sundry Creditors 50,000
Sales 4,15.000
General Reserve 25,000
Bad Debts Reserve 1st January, 2004 3,500

Depreciate Plant and Machinery by 10%. Write off Rs 500 from Preliminary Expenses. Provide
half year’s Debenture interest due. Leave Bad and Doubtful Debts Reserve at 5% on Sundry
Debtors. Stock on 31st December, 2004, was Rs. 95,000.

20. Bank balance of Rs. 40,000 showed by the cash book of Arul on December 31, 2013. It was
found that three cheques of Rs. 2,000, Rs. 5,000 and Rs. 8,000 deposited during the month of
December were not credited in the passbook till January 02, 2014. Two cheques of Rs. 7,000 and
Rs. 8,000 issued on December 28 were not presented for payment till January 03, 2014. In
addition to it bank had credited Arul for Rs. 325 as interest and had debited him with Rs. 50 as
bank charges for which there were no corresponding entries in the cash book.
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