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(b)  What  are  credit  terms?  Explain  the  role  of credit
terms  in  a  credit policy.                                              (6)

6.      Write  short  notes  on  (any  three):              `       (6x3=18)

(a)  Motives  for holding  cash

(b)  Net  operating  cycle

(c)  EOQ  model  of inventory  control

(d)  Optimal credit policy

(200)
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1.      From the following information, prepare the statement
of working  capital requirement

Projected Amual Sales (units) 26,000 units
Selling Price per Unit Rs.50
Raw Material 40%
Direct labour i0%
Overhead costs 20%
Raw material stock Average I week
Work in progress stock Average 4 week
Finished goods stock Average 1 week
Credit allowed to debtors 6 weeks
Lag in payment of wages and overheads 2 weeks
Credit allowed by sut)pliers 8 weeks
Cash required Rs. 25,000

50°/o  of  the  sales  are  on  cash  basis. (18)

2.      (a)  What  are  different  approaches  to  financing  of

working  capital requirements?  Explain in detail.

(12)

(b) Explain the costs of liquidity and illiquidity.     (6)

3.      (a)  ABC  ltd.  Is  making  sales  of Rs.  8,00,000  and  it

extends   a  credit   of  90   days   to   its   customers.

However,   in   order  to   overcome  the   financial

difficulties,  it  is  considering  to  change  the  credit

policy. The proposed terms of credit and expected

sales  are  given  hereunder:
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The firm has  a variable  cost  of 800/o  and  a fixed  cost

of Rs.  50,000.  The  cost  of capital  is  15%.  Evaluate

different  proposed  policies  and  which  policy  should
be  adopted?  (Year  may  be  taken  as  360  days). (12)

(b)  What are the costs  and benefits  of a liberal  credit

policy.                                                                                        (6)

4.      (a)  You  are  given the  following  information  about  a
company,  carrying  cost  per  unit  is  Rs.  25  p.a.,

fixed  cost  per  order  is  Rs.  2500  and  the  number
of  units  required  is   90,000  units  per  quarter.
Determine the economic order quantity and number
of  orders  in  a  year.                                                     (12)

(b)   Explain   and   discuss   the  role   of  marketable
securities  in  cash  management.                               (6)

5.      (a) "Efficient cash management will aim at maximizing
the  availability  of cash  inflows  by  decentralizing
collections   and   decelerating   cash   outflows  by

centralizing   the   disbursements"?   Discuss   and

explain.                                                                                   (12)
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