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01 ﬂ INTRO TO FINANCIAL MANAGEMENT

CHAPTER

FINANCIAL
_ MANAGEMENT

In lqymaw language We Can Soy that M is made vp oy two terms -
F2nance ‘ Management

.......

Einanciad Managemwt is that managem’ai ad-ivipa Whith 1s Concerned Wwith
quwnén& and Cantvolh'n? of Fanances - Or we Cam alse sa.y that i is relared
to managemmt: of Inflows & Ovutflows of Funds and inclvdes S deusions -

. y I ]
5 5 7]
FUNJS FROUM THe FUNDS To BE PAIY
~ €quify = Capital expendibure
- Prejerence = wovhing CaPJI'aJ
~ Jebemtures
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(D ProEIT & loss Starement

SALES AX

— Cost o goods Sold [COQS] (xx)
?goss Peog o1

XX

— gPuo.qu eXpemses (xx)

(admin . selléng & distr exp)
v

EA&MLN%S_EEEQELM [ax [EBIT] o [.Olpeval:ir)g, ,pyobz't] XX

= Dnterest expenses ()
EARN\Ngss Berore Tax rEBT] XX

= Tax expenses _(x¥)
S E€AT ) or ro e't} XX
_— Pretexemce Qividend (xx)
EAszg,s Avaiagle o €quity S/H [EATESH XX

= fauity Dévidemd (x%)
Retained Eaméng; XX

Sequence o ayment

TR -

Interest to debt Tax to Govt- Pfeb-'.oivd to Prefy £<L-.oivid fo &g

Holders Y S/ Holder S/ Holders

__// By CA Amit Sharma 7 7 Se—
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(Z) BaLance Sheer

£quity Share capital X Fixed Assets
Resenve and Surplus XX Plant XR
Pre fevence Share capital XX | Machine xR
Furnzture XX
Non Current l_;‘alnil'd'Jw
debentores XX Current Assets
1—0"3 term loan XX Invmtm? xXXx
Jebiors XX
Current [:‘ahil]‘l}p Cagh Xx
Creditors XX Bank 9.3
Short term loan % Accuvmulated Loss XX
Bank Ovabt X% Prph'minan}a Expenses XX
Qfs expenges XX Advgmg,_’&y of exp xx
_ | Advavnce. Tnwame XX Accrved Tneame XX
XXX XXX

/3
\S/ FINANCIAL ACCOUNTING V/s

FINANCIAL MANAGEMENT

EFznanaal Accovnting 3enera.tes z'v\tro- rejaﬁnaz fo t)loero.h‘ons ob— orgqnisa.h'on'
The outcome ob_b-_{mnu'od Atounhvg 28 Bjsheet ., PIL dawd fowses on te
d ! v

accrval oncept -

F2vancial Managemgnt use the énbormatz’on It)lre}unred wa acwunﬁng dﬂ.?t'
o toke deysiovms wrt fa[sing ,anuﬁng b-\mds jow.cing on_actval Pay or

leceipts-

7# By CA Amit Sharma #7
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02 RATIO ANALYSIS

CHAPTER

My BB earned Z I lakk

and wag Su[n.qhww)r/ V\é h

e 8

My AB also ewmea!

‘\i 5000 and was haPPU

e

Auethon 1 = @Wwo among the both i more happy 72
Obv:’ovsl)o My BB eavned wmore and (s wgre happr 22

deks 30 en deal -
e My BB Jnvested <£500.000 and eanvied € 100.000
° Mr AB énvetted < 159,000 and eanvied < S9:000

Gues’- Now tell me who is more happp 77

BB eammed - Z100.900 X100 = 20} on his Mvestment -
3500.000

AB canned - & 15.000 xS0y = &0y ow his Tnvesiment:
{‘50.000

In short . Somelimes Covmparison givu vs the exad real Scemario which Can
not be revealed b)a e numbers and this s Where raho anal)a-ﬁi.s Gomes

into plq)a :

IS 7/ # By CA Amit Sharma £/
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Ratie is reftered s CXP‘\'QSS;Y)?’I two nuwbers in jom of P/ and when

two itemws Ob_b-fnanda! Statuvient ob Mm})an}q are Compa'red in te Siwmilar

Mmanner to gei: Sawme meam‘ng,kul z‘nJo , 3k is called ag  Ralzo Analjwsisc

So simply all we do v ratzo dnalycis is Ppick fwo fems prow Projsh £
Jose Statevrwemt oy Balance Sheet and then we i-rja 1o Compare them

Two_MosT (MPORTANT ELEMENTS OF RATIO ANALYS|S
| ]
Projit & loss Statememt Balance Sheet

(1) PROFIT & loss SIATmeNT

SALES AX

— _Cost o Qoods Sold [“?5] xx)
?ROSS Peog 2t

XX

— _Dperaling eXpemscs (xx)

(qdmz'n . selléng & distr exp)
U

E.A&&LN%S_EEEQEE_M Tax [£817] or [Olpevativa; lpvobét] XX

— Interest expenses )
£axnings bejore Tax [EBT] XX
= Tax expenses _(xx)

__// By CA Amit Sharma 7 7 S——
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E€AT ) ov ro a'{::'l XX
— P'rej‘g(wce Aivid end (xx)
EAENIN?S Avaiagle lo €quity S/H |EATESH XX
— favity Dévidend. (x%)
Retained Eaméngs XX
N\
(2) BALANCE Smeer
A ———
Egluéty Shave capital  xx Fixed Assets
Re seave and Surplus XX Plant XR
Pre[:g[gn;g Share c%ag'ml XX | Machine xR
Furnzture XX
Non Current ‘_3a[rxil'|‘l}n
debemtores XX Current Assets
%M—ALM XX
ebtors XX
Current l;‘ak&l’d}p Cash xXx
Creditors XX Bank Xx
Shart term doan KX Accumvulated lass XX
Bank Dveidmb-t XX Prp!:'minan}a prema ). 9.9
Ofs expenges .9 Advgm;_,m\y_o* exp xx
Advance Tneame XX | Accrved [ntame XX
XXX XXX
s 7 7 By CA Amit Sharma 77
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M{w& Sime Lowmon Conlvcusz'ng Poénts

: ! ! !
Total Capital €quity Nebworth ©3 Sfh equity
Assets Employed S/h Fund @ Proprietary Ratio

All the asseks o} the organimh‘on or the asset
£2de ob— the balance Sheet aud Since [m balance
Cheet - the auet side equals h’aJoiuly sSide £o0 we

cavn glso Scisfo 'l:oial ob: l2abs litw side

Eixed Assets “* Curremt Assets

___|Total Assets =

Capé’:al - Smﬂy% to the total capital employed b\,a

émP\oblgd, the {-arm :

Eane-l-y; R/su rplus e debentures “° Pfef s/cap
/mmug 040)4 ,)Zghmzna&!y QXP AY ac;gmulgtcd lo&)

But , we can also calwlate 3t from Assets Siag
Fixed Assets ';L__F Curremt Assets = Current dzab

__II By CA Amit Sharma /7 A
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_ﬂdmdh_@ = All have sawme meam‘ng I-e_What are the II)-wnals
Fimds z,VeM b)a etho and ‘Drgh s/holdexs

—@—@M@—E%WTMMLV Pre{- s /cap
(minus WWPMMM%

But . we can glso calwlate it j—mm AsSseTs Slag
Fixed == Current == Current == Non-urrent
Assets Assets d2abi ﬁ’rJv dL2abili ty

@ngm:u&muw: 0S
(BAS€» ON sSALES)

Basic TRick = Amy Income or Expoense yx jogy.
Sales
41‘053 Profet = @-profét X100z | o Net Profst = Nek Propit Xlog/
Eatzo Bales Ratzo Bales
__ | - Pre- rojet = ). -(0?5 = CO%s  Xleoy
E&t 20 Bales Rat:o Bales
B ! f = ya ° 2| = Operal: Xlo
Rat:o Bales Rakzn &ales
. DPuarz'ng = €0¢S + Dp-€xp Xloqy | » Fenanua) Expenses - Fan: €xp Xiooy
Ratio &ales Ratzo Bales

IS 7 # By CA Amit Sharma #7#
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T T
(BAsEs ON ReTurn)

Basic Trick

(ohat You COJ‘IHe.d. "ZZ\ME.S

J
What you envested

* Retum om Ec{uéii)a

éanne'n?_}_avgjlﬂk to ea.s'lholder_s

éqvéj:y_s haveholdess J‘un&

* Retuyn on Ca-lpe'l‘aﬁ

£anm'ng,c bevf-mg mteveck & Tax

Totad Ca.Fii:a.ﬂ emPloyed

é‘mployed

| *Retuyn on Assets = éan'nz'g?g aften tax EBIT - tax /
Totad Assets Total Assets

Probg

|+ Retum oy Tavestment =

Thveatment

T T
@ (OwNER'S P-O-V)

| |
o videmd, Petr Share (APﬁ) -éa'vidwi PQonoi'

Ea.nvtinqs Pex Share (€PS)
J

Total dévid paid to egs/h PS5

— Fanaings avail- £o egs/h

Total no- of eq shaves gPs

Total no- of e%-shares

_g—ll By CA Amit Sharma /7 A
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R
g (ReLATe/o To MARKET)

l

l

'OZ:Vl'dend ya'e iId

v

Prece to éannéhé;s ( ple)

Sann: ngs Yield

MPS DPS EPS
€PS MPS MPS
D\ Activity Rarios
\Z/ (Tuzmovez RF\TIO)
BAsic Trick '~ Sales tomes
Chose T/o Asked
* Assets T/o Ratip = ale
Totad Assets
- Fixed Assets T/o Ratio = Lales
Féxed Assels
_ | -Capital T/o Ratzo = Bales
Total Cafétqﬂ
| Y 20 = 5
workéng Ca.'pz"l:aﬁ
s 7 7 By CA Amit Sharma 77
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But thexre are three except éons to the above rule —

|
_M&Ho Reczevable T/O Batio Payable.s T/o Rati

Cogé redst S Credét Purchases
IhVeMtD?_a Jebtors + Bill-Rec | Creditors + Bills-Pap
Jebtore T/o Ratso Crediters T/0 Ratso
Credet Sales Credet Purchases
Jebtors Credetors

_ losi 4 v e lnvexnt{/-b%{'(frg d

@ Covernge RATIOS

BAsic Teick - Earnengs to cover +:mes
What to cover
 Interest Coverage Rak2o = Eavpz ore [nter T
Interest
. EC{' .Z)iﬂdgmd_CLVemge Ratio = Yne) 2 0 . S r

iquéily Jdividend

* Pref. diw Covexa o = Earn: After Tax
Preference Livid

_g—// By CA Amit Sharma 7 7 S——
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« Dept Senvice (oven ‘o = Eavnz ore [nter. Te
Intexest + Installment

» Fixed Cha(clze Covvmge Ratro = _EBIT + «eprecation
[ntexest 4+ [nstallment

N

(9) SHORT- TeRM SOLVENCY RATIOS

_ﬂ_megns_a.hﬂﬁy_Ob_'lm__bgiz‘msﬁ_fo_w 2ts Short - term [2ablites - It is

uemt |iquadity or
! J

@xXcess h‘qva‘dﬂy s bad for the O'rgqm‘sah‘on-

« Curremt Ratzio = urr Wwhethexr the orgawsiah‘on has
Curremt Lz‘qb’ulipa enovgh CA to pay CL- The
DPI:imum rakzo is 2 1

" Quick Rakio : (A - Prepaid €xp — Inv tim
Current .Lin)“i‘)ﬂ 1.1 , also called qs
Ac:d Test BRak:a

_ |+ Cash Rakyo = Cash/Bank + Marketable Invest

Current Liability

__| - Baic -Z)edfence : CA - Prepaid €xp — Invwl'%rg

Inteaval o&auly operahing exp
) d I

= (J'q
ixpense 360 .Aqys

IS 7 # By CA Amit Sharma #7#
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_M%Mﬂéms_—(lmt_hsb]m}o

C a?étaﬂ

(10) LoNg - TERM SOLVENCY RATIOS
- v [Y ) .

_MML%MWMELMMM
j—g:rm- Tt shows mix opw%wile_mdﬂs_dﬂjmm

] er v rzodi en Yan
Equéi‘ 0 = ho : ) 0 = _I¢
Total Capital Total Capital
debt Patio = Total debt debk to €quity Rabio = _oebt
Total Capital Equity

_ | dent to Total Assets : _ Jeht

Total Assets
Propréetar)a Ratzo = Proprietary Fund
Total Assets

U - PONT ANALYSIS

| Retuwn on . Net Prokit o  Sales »  lotal Assets

£qyity Sales Total Assets éqL s/holders Fund
(Poe) : Net profet x Assets T/0 X €quity Multipizer
rateo

__// By CA Amit Sharma 7 7 S——
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Clear COST-FM-SM with Amit Sharma

&€ Cleared All levels of CA in
First Attempt.

Secured AIR 30 in CA Inter.

Articleship from one of the Big 4s
(KPMQ) & awarded with best
performance on the first project.

Industrial training from one of the
top Investment Banking firm
(Goldman Sach) in
FPNA domain. Hence
implementing
practicing concepts
of Cost FM & SM.

Corp. Office : M-1, Trade Centre,Kanchan Bagh, South Tukoganj, Indore
with 91 Centers Across in India Contact : 9584510000, 9522564050
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Imp Questions.
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