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Study Material

Unit — I: Introduction to Business and
Economics

A commercial organization that operates on a for-profit basis and participates in selling goods
or Service to customers.

Structure of Business Firm:

Structure of Business Firm

| Organization

Limited
Liability
Company

Private
Limited
Company

Public Traded
/listed
company

Any issue, contact rakesh175 @gmail com or call 8437688161

Theory of the firm ‘

The theory of the firm consists of a er ot
nature of the firm, company, or corpo
relationship to the market.

‘i’

at explam and predict the
ce, behaviour, structure, and

The theory of the firm aims to answer these

1. Existence. Why do firms emerge? Why
mediated over the market?

all transactions in the economy

exactly
e performed

(OS]

Types of theories:
e Transaction Cost Theory
e Managerial Theories

adelE OOLS O SUCCESS

Types of Business Entities:

® Sole Proprietorship: Sole Proprietorship from of business organisation refers to a
business enterprise exclusively owned, managed and controlled by a single
person with all authority, responsibility and risk.

Dept.OfMechanicalEngineering NRCM



e Partnership Firm: Partnership is an association of two or more persons who pool
their financial and managerial resources and agree to carry on a business, and share
its profit. The persons who form a partnership are individually known as partners
and collectively a firm or partnership firm.

¢ Joint Hindu Family Business: The Joint Hindu Family (JHF) business is a form of
business organisation run by Hindu Undivided Family (HUF), where the family
members of three successive generations own the business jointly. The head of the
family known as Karta manages the business. The other members are called co-
parceners and all of them have equal ownership right over the properties of the
business. '

e Cooperative Society: The Sectlb}'sof the Indian Coop;ratlve Societies Act 1912
defines Cooperative Souety as "a’\juety,mhlch ha objectives for the
promotion of econo terests of its members inaccordan ith cooperative

principles.”
s of Flnance
. Long term finance: Long term ong period say five years and
e

above. The m methods out d to purchase fi sets such as
land and buil

a) Own capital : Money investe romoters is permanent and

\ ‘v’

=

will stay with the business thro
b) Share capital : Normally in the ca , the capital is raised by issue of
shares. The capital so raised is calle ital. The share capital can be of two

types, preference share capital and equ re capital.

c) Debent i ifi or letter

by the company under its common seal acknowledging the receipt of loan. A

debentur i ‘ i d to a fixed
rate of i
d) Govern directly to
the busi i
Medium term finance

a. Bankloa the loan

and interest are scheduled at the beginning and are usually directly debited to the
current account of the borroweg. These are secured loans. _ .
il 0 2 ity f b et wive gl el S,
»" period of time. In other words, the'possession of the asset can be taken by making a
down payment of a part of the price and the balance will be repaid with a fixed rate
of interest in agreed number of instalments.
¢ Leasing or renting: where there is a need for fixed assets, the asset need not be
purchased. It can be taken on lease or rent for specified number of years. Venture
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capital: this form of finance is available only for limited companies. Venture capital is
normally provided in such projects where there is relatively a higher degree of risk.

Short Term Finance

a. Commercial paper: It is new money market instrument introduced in India in recent
times. Cps are issued in large denominations by the leading, nationally reputed, highly
rated and credit worthy, large manufacturing and finance companies in the public and
private sector.

b. Bank overdraft: This is special l}?gement with the I:%nker where the customer can
draw more than what he has i Jh sawr@/ currq ccount subject to a maximum

na day to day 6&5 on the actual

rm credit fa tended by t

nt overdrawn .
ditors to the debtors,
rials and other supplies from

limit. interest is char
c. Trade credit: This is sh
normally, it is common for thelraders t blly the

the suppliers o@ﬁ; basis.

Business Economics:

> 4
Business Economics, lled Managerial E i Iicatio'omic
theory and methodolog usine

Significance of Business Economic

1. Business economic is concerned with tho traditional economics which
are relevant for business decision making in re
2. It also incorporates useful ideas from other
etc. If they are found relevant to decision maki
3. Business economics helps in reaching a varie
environment. Certain examp

(ii) What input i i hould be

nes such as psychology, sociology,

usiness decisions in a complicated

Medium term finance
d. Bank loans: Bank loans are extended at a fixed rate of interest. Repayment of the loan

\ﬁﬂﬂtﬁ\t are s het:fmr gmnt g arK‘us 1y€7 (ﬂy 6@ o'the

g C ntaecount o These edban i

e. Hire purchase: It is a facility to buy a fixed asset while paying the price over a long
period of time. In other words , the possession of the asset can be taken by making a
down payment of a part of the price and the balance will be repaid with a fixed rate

of interest in agreed number of instalments.

f.  Leasing or renting: where there is a need for fixed assets, the asset need not be
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purchased. It can be taken on lease or rent for specified number of years. Venture
capital: this form of finance is available only for limited companies. Venture capital is
normally provided in such projects where there is relatively a higher degree of risk.

Short Term Finance

d. Commercial paper: It is new money market instrument introduced in India in recent
times. Cps are issued in large denominations by the leading, nationally reputed, highly

private sector. .

rated and credit worthy, large manufacturing and finance companies in the public and
. :
‘sl
e. Bank overdraft: This is special ar a:)gemeu),wnh wanker where the customer can

draw more than wh has in his savﬁ'g7 current accou bject to a maximum

limit. interest is charg unt overdrawn .
f. Trade credit: ThIS is short
normally, it is c e.n for th

the suppliers on cr!gﬁ

Business Econo‘

Business Economics, also called Ma
theory and methodology to business.

a day to day on the actu

dit faci ty@xtende
ers to buy the

creditors to the debtors,

rlals a thd supplies from

plication of economic

Significance of Business Economics:

4. Business economic is concerned with those of traditional economics which
are relevant for business decision making in re
5. It also incorporates useful ideas from other d
etc. If they are f
6. Business eco
environment. C

(ii) What input a i : aould be

nes such as psychology, sociology,

produced and at
new plants? (v)
be allocated?
7. Business eco
appreciate the essential relationship Characterising a given situation.

8. At the level of the firm. Where its operations are conducted though known focus functional

P 7 .0 0 O 0 7G0T S

9. Business economics takes cognizance of the interaction between the firm and society, and
accomplishes the key role of an agent in achieving the its social and economic welfare goals.

Micro and Macro Economics:

Micro-economics — The term ‘micro’ means small. Therefore, micro-economics deals with
27




the economic actions of individuals and groups of individuals and firms. This can be stated in
another way that microeconomics presents the economic microscopic view of the company.

Macro-economics— The term ‘macro’ means large. Macro-economics is concerned with the
economic behaviour of the whole nation (or economy) in terms of allocation of productive
resources, consumption pattern, distribution of income etc.

National Income:

National income of a country means thessum total of incomes @arned by the citizens of that
country during a given period, say a y should be not t national income is not the

sum of all incomes earned by all citize t only:those i es which accrue due to
participation in the producti 0CesS.
Importance of National Inc

Economic Polic
Economic Plannin
Inflationary and Deflationary G
Budgetary
National Expe
Standard of Living Comparis
Defence and Development
Public Sector

Inflation:
Inflation refers to General rise in Prices Measur
Power.

inst a Standard Level of Purchasing

Money Supply and Inflation:

The money sup lar time. It
includes actual i i
cash.

Monetarists beli
money supply i
This is known a

However, other S more

complicated.

VOUT YOots 10 SUCcess,
Thegalternating perlods of expansion and “Contrac |on in economl ctivity has been calléd
business cycles. They are also known as trade cycles. J.M. Keynes writes, “A trade cycle is
composed of periods of good trade characterized by rising prices and low unemployment
percentages with periods of bad trade characterized by falling prices and high unemployment

percentages.”

Features of Business Cycles:
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e Business cycles occur periodically

e Business cycles are synchronic

e Thirdly, it has been observed that fluctuations occur not only in level of
production but also simultaneously in other variables such as employment,
investment, consumption, rate of interest and price level.

e Another important feature of business cycles is that investment and consumption
of durable consumer goods such as cars, houses, refrigerators are affected most by

the cyclical fluctuations.
siness cycles is tfjarofits fluctuate more than

e Another important feature of
or Prosperit ’
v

any other type of income.

Phases of Business Cycl

Expansion (Boom, Ups
Peak (upper turning poin
Contraction (D ing, Rec or Depressio

Trough (lower tu int) |

your roots to success...
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Trough Trough Trough
Time o
Fig. 13.1. Four Phases of Business Cycles without Growth Trend 'a

¥

Nature of Business Economics

[ 4

LSS
\7 n%
f
Traditional economic theory has de iz., normative and positive.

’
ed along two lingsfv
Normative focuses on prescriptive st ts, and help e h rules ai ‘§'dlat attaining the
specified goals of business itive, e othgr han ses o&’iption it aims at
describing the manner in wh e eco Sys per ithout ing how they should

operate. The emph business econo is mative theory. Busines omic seeks
to establish rules wﬁbusiness firms att goals, which indeﬁ the essence
of the word normative. ever, i deci ules, they must

thoroughly understand their environ y of positive or descriptive
theory. Thus, Business economics co of the normative and positive
economic theory, the emphasis being mor fo an the latter.

Scope of Business Economics :

As regards the scope of business economics, no
authors. However, the following aspects are sai
1. Demand Anal
2. Cost and production Analysis.

mity of views exists among various
nerally fall under business economics.

The role of BusipgsseEconomisiuRecomessincicasinalimporianisinadeiaisticydifferent
objectives of the firm. He has a significant role to play in assisting the management of the firm
in decision-making and forward planning by using specialized skills and techniques. In

advanced.countries, large campanies.employ.Busimness Economist or Managerial.Economist to
Mg | I LS L S 55, ..
e Business Economists should study the Environment

It is the primary duty of Business Economists to make extensive study of the business
environment and the external factors affecting the firm’s interest, viz., general prices, national
income and output, volume of trade, etc.
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e Business Economists should make decisions regarding Business Operations
The Business Economist can help the management in making decisions regarding the internal
business operations by studying and analyzing the following:
1. What should be the production schedule and inventory policies for the coming year?

2. What should be the appropriate price and wage policies?

3. How much cash will be available in the coming months and how should it be invested?

Questions ‘,

1.Define Business? State the factors g verning choice of fq?m f business organization.
2.Write short notes on Theory of Firm? \? '

3.What do you mean by sole ietorship? Expfal its meant and Lig@tions.
4.Define partnership from o ess. Explain its |ent features

5.Define a joint stock company plain its bas feptures a
disadvantages 6.Write I're&t notes on

(a) Commercial Pape (b) H‘ihase ‘
7.Define Business Cycle? Explain vari ase ycle?QLf
8.Discuss the relationship of Money Su t|o

9. Discuss the natur e of Business eco '
10.Evaluate the Multi inary re of Bu conomi

11. Explain the role and responsibili

1. Which subject studies the behaviour of t
(a) Micro Economics (b) Macro Economics (c
Economics

2. Business Economics is close to Ec
(a) National (b) Business (c) Micro (d) Industri
3. The theory of i
(a) Welfare Economics (b) Industrial Economics (c) Micrg Economics (d) None
4. “Any activity &
(a) Service acti

ry and practice? ()
rial Economics (d) Welfare

cs ()

5. “One man on
(a) Partnership f
6. The manage

family, called ()
(a) Director (b)
7. Minimum Two and maximum members are permitted in Private limited company. ()

(2) Un-limited (b) 20 (c) 50 (d) 10

5 U 20 0 LR @Gk 5 1L e 5 04 v

9. Liability of sole proprietor is
(a) Limited (b) Minimum (c) Un-limited (d) None

10. Liability of Shareholder ()

(a) Un-limited (b) Maximum (c) Limited to the share capital (d) None

11. Certificate of commencement of business should be obtained by company to start
its functions. ()
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(a) Private (b) Statutory (c) Public (d) Chartered

12. Company operates in more than one Country is called as ()

(@) Private company (b) Government company (c) Multinational company (d) Indian
company

Unit — II: Demand and Supply Analysis

Elasticity of Demand:
ange in price and

Elasticity of deman lains the rel shlp etween
consequent change in amoun anded. “Ma 1ntroduced ncept of elasticity of

demand. Elasticity of demand sh®Ws the extent emanded to achange in
v
et is or small according
fa

price. m
In the words of “Marshall”, elas fde
Il in the W diminishes

as the amount dem increases muc lit
much or little fora g in Price”
y a small change in demanded then

Elastic demand: A small change in
this case, demand is elastic.

ay |

In-elastic demand: If a big change in price
the demand in “inelastic”.

Types of Elasticity of Demand:

There are three

Elasticity of demand in general refers to price elasticity of demand. In other words, It refers to
the quantity de Hy- lasticity
is always negative which indicates that the customer tends to buy more with every fall in the
price, the relationship between the prlcetand the dtmand is mverse

VOUr roo Success...

Proportionate change in the quantity demand of commodity

Price elasticity =

Proportionate change in the price of commodity
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Q2-Q1/Q1

P2 -P1/P1

Where:

Q1 = quantity demand price before change
Q2 = quantity demand price after chan
P1 = price before change

N

Income elasticity of demand:

Income elasticity of dem rs to ntity gdeman
given change in income of t nsum

Proportionate ¢

P2 = price after change

/.8

of commodity

Income Elasticity =

Proportionate change me of the people

Where:

Q1 = quantity d price

Q2 = quantity d

“PeUr-roots Lo success...

Cross elasticity of demand refers to the quantity demanded of a commodity in response to a
change in the price of a related good, which may be substitute or complement.

Proportionate change in the quantity demand of commodity “X”

33




Cross elasticity =
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Proportionate change in the price of commodity “Y”

Q2-Q1/ Q1

P2 -P1/P1

Where:
Q1 = quantity demand price gefore chz;b
Q2 = quantity demand price

P1 = price before chan

P2 = price after changh ‘ i

Advertising elaﬂemand:
It refers to in in t ecause hangxﬁ advertising

expenditure. In other words, there is the amount of money spent
on advertising and its impact on sales.

ange

Proportionate change in antity demand of product “X”
Advertising elasticity =

Where:

Q1 = quantity demand price before change

- - - al =l =
o Sikabyedrbo ke it S LO SUCCESS, ..
Al = advertising before change

A2 = advertising after change

Demand:
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Demand in common parlance means the desire for an object. But in economics demand is
something more than this. According to Stonier and Hague, “Demand in economics means
demand backed up by enough money to pay for the goods demanded”. This means that the
demand becomes effective only it if is backed by the purchasing power in addition to this there
must be willingness to buy a commodity.

Every want supported by the willingness and ability to but constitutes demand for a particular
product or services. In other words, if | want a car and | cannot pay for it, there is no demand
for the cat from my side

A product or services is said to have d nd when three ccmq"lons are satisfied:

‘pnce In other words, if price

he price demand Ivhowmg the

Id increases, there is tendency to
and for product x is directly related

price for it.
Demand Determinants

e Desire on the part ofghe buyerh uy p::}
e Willingness to pay fo
e Ability to pay the spe
1. Price of the prm\
N
Demand for a product i
rises, the de lls and vice versa. t
price effect o :
2. Income of the consumer:
As the income of the cons
but more and more up to a particula
to the income of the consumer.
3. Prices of substitutes or complementary :
ed by the price of its related products:
jtute, the

demand for product x will go up and vice versa. Similar, |f the price of complementary
goods ('t d for

The demand for product x is de

change in
ucts and
services, case the
compani i uct and

services.

Demand function

Demand function is a mathematical expﬁssion of flation between the quantity demanded and

its d;%e'r@rta.llt}aﬁ be}ipﬁ?f} Ile?ys Ll ( Ls

QD =F(P, I, Psc, T, A)
Where

36




Qd = quantity demand
F = functional relational between input
P = price of the product

I = income of the consumer

Psc= price of substituted or complementary

Y

T = taste and preference

A = advertisement

Law of Demand

i

Law of demand states the re hip between and quantity nded. As per the law
when price is increased dema Il decrease, milarly, wh ce is decrease demand

will increase, this law ed that, things ainin stant, the c e in price will
inversely affect demand, e rela ip between pri dema erse, the law of
he he mangische

demand may be explaine

Price of App tity D

)
10 %

8

6

— Damomd Conua

»

your

37




Exceptions of the law of demand.

1. Where there is a shortage of necessities feared:

If the customer fear then there could be shortage of necessities, then this law does
not hold good. They may tend to buy more than what they require immediately, even if
the price of the product increases.

2. Where the product is such that it confers distinction:

user. In such a case, the consu nds to buy even gh there is increase in its price.
Such products are called VebI d.

Products such as jewels, diamonds and so on, con?r distinction on the part of the

3. Giffen paradox: \r ’ ’

People whose incom e lgw purch such as broken rice,
bread etc, whe ice rises, ersely i falls, ins buylng more,
they buy less o mod use the savi the P of better goods
such as meat, th| alled®giffe goods are good

inferior or giffen goods.

4. In case of ign f pric

At times, the customer ma s in price. In such a case, he

tends to buy even if there is incre

Measurement and Significance of Elastici

1. Perfectly elasticity of demand
Perfectly inelasticity of demand
Relatively elasticity of demand

oD

Perfectly ela:

When any quan n price, the
demand is said t erfe i Il lead to
complete fall in nd.

your | cess...

Perfectly o D s inelasticity of
demand: ‘

PAlC

) _ 38
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When a significant degree of change in price leads little or no change in the quantity demanded,
then the elasticity is said to be perfectly inelasticity. In other words, the demand is said to be

perfectly inelasticity when there is no change in the quantity demanded even though there is a
big change in the price.

Y
P E
PAtCs P
> 5
e \ B
avont (9

— v
Relatively elasticity and
The demand is sal relati asticify whe ang and is more then

the change in the price.

ki
o
P -
V\
\_)J\? (o - \
o

Relatively in

The demand is
change in the pr

than the

¥ >
y success..
Pavca \ b
p h z\oc\) M—:’\g -
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Unit elasticity:

The elasticity in demand is said to be unity when the change in demand is equal to the change
in price.

P At

' 2
Significance of ElasticCi ema

a. Price of fa of production: fa fp ction are land ur, capital,
organization hnology. These ha t; we haveto pay &es, interest,
profits and price for these 4

b. Price fixation:

The manufacturer can decide the amount fixed for his product based on the

concept of elasticity, if there is no competiti
manufacture is free to fix his price as long as it
when there are close substitutes, the product is
cannot be put to alternative uses and so on, the

ords in the case of a monopoly, the
attract the attention of the government,
at its consumption can be postponed, it
rice of the product cannot be fixed very

highly.

c. Governmgatpolicies
its polices
le cannot

2, such as

Raising bank deposits : if the government wants to mobilize larger deposits from

the nd vice
versa.
3. Public utilities: government uses the

.\yr Qaik{ An Mies §f 3 glags tcyta’nff

port .
d Forecasting demand:

c€ncept of elast|C|ty in fixing charges for the

OBUCCETS:

Income elasticity is used to forecast demand for a particular product or
services. The demand for the products can be forecast at a give income level. The

40




trader can estimate the quantity of goods to be sold at different income levels to
realize the targeted revenue.

e Planning the levels of output and price:

The knowledge of price elasticity is very useful to producers. The producer can
evaluate whether a change in price will bring in adequate revenue or not. In general, for
items whose demand is elastic, it would benefit him to charge relatively low price. On
the other hand, if the demand for the product is inelastic, a little higher price may be
helpful to him to get huge profits without losing sales.

i,é?d Fore}\astlng .‘;’7

.
stlmate ffutlﬂe emand for the
emand in re ent times, forecas ays an important role
vival a p sperity of a ess firm depend on its
1ently adeq . Demand for }castmg has an
. It is essenti f|rm @\puce the required

&

and and fore sales, sales
requwe nts an es whereas,
, relia of forecast etc.

Demand forecasting refers t
assessment of the future cour
in business decision — makmg
ability to meet the co u.m‘r s needs
important influence on ion pl
quantities at the right tlme\

It is also essential nguish betwee
forecasts are impoﬁesﬂma ng revenu
demand forecasting rela prod

however, there is not much differenc

ct. It is an objective

Methods of Demand Forecasting

Survey methods
Statistical methods
Expert opinion methods
Test marketing
Controll i
Judgmental approach

ook wbdpE

Statistical M

Statistical m
mathematical te

1. Trendpr ion methoo® i .
These methods dispense with the need for costly market research because the necessary
information is o e TER AT YT T T e e he saled
data of the firm under consideration relate to different time periods, i.e., it is a time — series
data. There are five main technlques of echanlciixtrapolatlon

d‘inlllvobslva(n)] \5do Pee?astmg-trel:olm(el .ge gvv;‘sw d *»

qwck. It involves merely the plottmg of actual sales data on a chart and them
estimating just by observation where the trend line lies. The line can be extended
towards a future period and corresponding sales forecast is read form the graph.
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Expert opiniqagmethods:

future trend in a
could be advan

Least squares methods: this technique uses statistical formulae to find the trend line
which best fits the available data. The trend line is the estimating equation, which can
be used for forecasting demand by extrapolating the line for future and reading the
corresponding values of sales on the graph.

Time series analysis: where the surveys or market tests are costly and time —
consuming, statistical and mathematical analysis of past sales data offers another
methods to prepare the forecasts, that is, time series analysis.

Moving average method: this method considers that the average of past events
determine the future events. In ther words, this meﬂaod provides consistent results
when the past events are cons’s and unaffectqﬁp\’ wide changes.

Exponential smoothigg: this is amgre popu rtech’uque used f@r short run forecasts.

This method is an i ement over mov'pg averages d, unlike in moving

averages method, all ti eriods here &re k}ven varying t, that is, value of the

re glveqphlgh tand the val s of the given
relatively lo ights fcﬁ‘fu:jher processing.
. are not ca forecasting

given variable i .t.b,grecent ti
variable in the tanf,;est ar

Barometric nigque: Simple pabl
turning paint r Barogoetric met esent evepts are predict the

directions of change in futu
variable are simultaneously

Simultaneous equation meth
considered, with the conviction th nfluence the other variables in an
economic environment.
Correlation and regression methods

statistical techniques. Correlation desc

elation and regression methods are
he degree of association between two
variable such as sales and advertisemen nditure. When the two variable tend to

change t

Well inf [ source of
information. The ‘ Quee Ny Vvested
interest in the re ' \ i lysis the

industry fore casting prepared outside the firm.

Test marketing:

S T B SIS e

service in a limited market as test — run before they launch their product nationwide.

Controlled experiments: Controlled experiment refer to such exercise where some of the
major determinants of demand are manipulated to suit to the customers with different tastes
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and preferences, income groups, and such others, it is further assumed that all other factors
remain the same.

Judgmental approach:

When none of the above methods are directly related to the given product or service, the
management has no alternative other than using its own judgment. Even when the above
methods are used, the forecasting process is supplemented with the factor of judgment for the
following reasons

e Historical data for significantly long period is not available
e Turning point in terms of policies or procedures or causal factors cannot be
precisely determined

e Sale fluctuation are wide and significant
e The sophisticated st al techniques such as regression 0 on, may not
cover all the signing.
d hod el
For g Methods
\@ >

OTHER METHODS
STATISTICAL METHOD

1. Expert opinion

VOUur roprs-to success...

Census 4. Correlation and 18

D LS
Sample
3. Simultaneous
A,{ equations

—




Factors Governing Demand Forecasting

a) Functional nature of demand: market demand for a particular product or service is
not a single number but it is a function of a number of factors, for instance, higher
volumes of sales can be realized with higher levels of advertising or promotion efforts.

b) Types of forecasting: based on the period under forecast, the demand forecast can be
of two typesl) short —run forecasting and 2) long — run forecasting. Short run forecasts
cover a period of one year whereas long- run forecasting any period ranging from one
year to 20 years.

* .
) Forecasting level: The forecasting can be madeoa‘tihe firm level, industry level,
national level or at the global le él. /‘\ :' .
1. Firmlevel: firm | eans estimating the demand for roducts and services
offered by a singl

2. Industry Ie e aggreg emand Qﬁtlmate he good andservice of all the
firms consti tes'fhe indu vel forecast. T al estlrﬁa'tqp different trade

associations can. Jsa be vi dusiify leve Q_Lf

3. Nationa‘atlonal level forec for the whole eco tional level
forecasts a ked o sedont Is of inc savin e consumers.

4. Global level: globalization ere atlo entrepreneurs have started
exploring the foreign markets al level forecasts are utilized.

e worked out based on total sales or
eriod. Forecasting in terms of total sales
product or service — wise or region or
is referred to as specific forecast.

d) Degree of orientation: demand foreca
product or service wise sales for a given
can be viewed as general forecast wh
customer segment — wise forecast is ref

f) : - ifi er goods,
i differ.
g) Degreea ng upon

the nature of goods and services

Supply Analysis

LawofSu - - ol g = T ol
V8Ur roots to success.
The law of supply shows a direct relationship between price and supply of a commodity. The

law states that as the price of commodity increases, the quantity of the commodity supplied per
unit of time increases and vice-versa, assuming all other factors influencing supply
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remain unchanged. In this statement, change in price is the cause and change in supply is the
effect. Thus, price rise leads to supply rise and not otherwise.

The relationship between price and supply can be shown by drawing the supply curve. The
supply curve for a product depicts the direct relation between the price of that commodity and
the quantity, producers wish to supply at that price.

This curve can be drawn by preparing supply schedule, which is a tabular statement that gives
different prices of a commodity and the quantities which a producer is willing to supply per
unit of time, at each price, assuming other factors affecting the supply to be constant. A
hypothetical supply schedule is given | e following tablié

Table 3.1 : Supply bclwdulc
Price (Rs.) Quantity (Units) ’
5

|

2 10
3 15
4 20
5 25

Supply curve based o_nagin

Price

e eew e m——

0 5 10 15 20 25
Supply

Fig. 3.1: Supply Curve

This curve is dr.n the m‘
commodity) that affect the suEﬁlx remain same. SUEEIZ curve convexs the same information

as a supply schedule.

VOUT "TOOLS L0 success...

Supply can be Influenced by a number of factors that are termed as determinants of supply.
Generally, the supply of a product depends on its price and cost of production. In simple
terms, supply is the function of price and cost of production.
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Some of the factors that influence the supply of a product are described as follows:

I. Price:

Price is the main factor that influences the supply of a product to a greater extent. Unlike
demand, there is a direct relationship between the price of a product and its supply. If the
price of a product increases, then the supply of the product also increases and vice versa.
Change in supply with respect to the change in price is termed as the variation in supply of a
product.

ii. Cost of Production:
Implies that the supply of a product w
roduct

ecrease with i
cost odu

se in the cost of production
ly related to each

and vice versa. The supply o are inv

other.

lii. Natural Conditions:
Implies that climatic co direct t the supply ain pr
the supply of agricultural pr ts inc h ns es o

supply of these proﬂreases at the time o ht.

iv. Technology:
Refers to one of the important determin
increases the production of a product, whic
product.

or example,
e. However, the

and advanced technology
crease in the supply of the

V. Transport Conditions:
Refer to the fact that better transport facilities i Iy of products. Transport is

poor transport f;

Vi. Factor Prices
The inputs, suc
production are t
price, then there i - Thi ase the suppl product
in the market.

of
at lower

Vii. Government’s Policies:

PR F OO ifend bt ol B e Sy , |,

21




The prices of substitutes and complementary goods also affect the supply of a product. For
example, if the price of wheat increases, then farmers would tend to grow more wheat than
nee. This would decrease the supply of rice in the market.

Supply Function:

Supply function is the mathematical expression of law of supply. In other words, supply
function quantifies the relationship between quantity supplied and price of a product, while
keeping the other factors at constant. The law of supply expresses the nature of relationship
between quantity supplied and price o duct, while th ply function measures that
relationship.

The supply function can be e ed as:

Sx =  (PX) \ ‘

Where: ‘
Sx = Quantity supplied Tor product

Px = Price of product X

f = Constant representing change produced in ne unit change in Px

2. What is mea
of elasticity of d

3. Describe brie

4, What is cross ici i ow ina
diagram relating to the demand for coffee to the price of tea?

5. What is Demand Forecasting. Explain various Demand Forecasting Techniques?

o A4 B Fou et CCESS, |

Objective Questions

1. Who explained the “Law of Demand”? ()
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(a) Joel Dean (b) Cobb-Douglas (c) Marshall (d) C.I1.Savage & T.R.Small

2. Demand Curve always sloping. ()

(a) Positive (b) Straight line (c) Negative (d) Vertical

3. Giffen goods, Veblan goods and speculations are exceptionsto_ . ()

(a) Cost function (b) Production function (c) Law of Demand (d) Finance function
4. Who explained the “Law of Demand”? ()

(a) Cobb-Douglas (b) Adam smith (c) hall (d) Joel D@

5. When PE = « (Price Elasti

of Dem is infinit ),
(a) Relatively Elastic (b) Pe\lnelastlc (©) ectly Elastic ( Elastic
6. Income Elasticity of demand when than ‘O = < O) 4itfis termed as

‘c) Ne \Mncome

(a) Veblen goods (b) Necessaries ( en go Diam

-~

(a) Income Elasticity les nity( ncome Ela

Elasticity (d) Unit Income ity

7. The other name jorgoodsis__

8. Estimation of future possible deman

(a) Sales Forecasting (b) Production Forecas
Forecasting

e Forecasting (d) Demand

9. When a small change in price leads grea ge in the quantity demand, We call it

10. When a gr i i We call it

(a) Relative (b) Complementary (c) Substitute (d) None

12. When PE =0 (Price Elasticity of Demand is Zero), we call it ()

('D

) Rela t|ver Elastic gemand((jPerfect/ Elastic temand (c) gerf tIy Inelastic demand (d)

Un|t ic n L fs\ sea
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UNIT- Il Production, Cost, Market Structures & Pricing
Production Function:

Samuelson define the production function as “the technical relationship which reveals the
maximum amount of output capable of being produced by each and every set of inputs”

Michael define production function as “ that function which defines the maximum amount of
output that can be produced with a glvelxet of mputs”. i 3

:
The production function expresses a 'f\ tlonal/'gelatlo
physical outputs of a firm at articulartime péf . The'output i
Mathematically production f

between physical inputs and
a function of inputs.

can be wr|t
l

, Faexplai functi at is, the type of
A fer d, labout, capital, organization
taken in conventlow. In reality,

function by considering his
ction and his efficiency level to
ction but also should work out the
an lower cost of inputs for a given level

Q=F(1,L2C,0T)
.’\
Where Q is thexu.a_ ity of p

relation between inputs and 0 ol puts , L

and technology respeetiMely. These inputs hav
material also can be i inas i

manage. He should not only select the fac
different permutations and combinations which
of production.

With change in industry and the require
modified to suit

the production function also needs to be

Production F

The laws
input is fixed a : : tages will
increase at an i Si i leve tput will
increase at decli
the total output may decline. This law is of universa
agriculture and i i
or the law of diminishing returns.

Definitio rii to F. t t "~ tf‘ ~ al dad & T Sl %

VOUT TOOULS LO SUcCcess...
“As the proportion of one factor in a combination of factors is increased, after a point, first the
marginal and then the average product of that factor will diminish”.

pe true in
portions

ature and it proved to

| Units  of | Total | Marginal | Average | Stages
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labour production(tp) product product
(mp) (ap)
0 0 0 0
1 10 10 10 Stages 1
2 22 12 11
3 33 11 11
4 40 7 10 Stages 2
5 45 5 9
6 48 3 8
7 48 0 6.85 4 Stages 3
8 45 ;; 562
- sl n - :‘ .'
v p
| i PG
5 ' |
% ( |
3 : :
i‘!'; Sm‘%l T |: gm% 9 lll S\-w%l W
06 : |
; |
:' | AP
: Y
. \\
° ol & hoknun P
From the above graph the law of varia portions operates in three stages In the

f|rst stage, total is stage
product also inc
marginal produc
diminishing ret
product increase
stage comes to a
zero. The marg
declines. The average roduct continues to decline.

is equal to
he law of

Production Function with Two Variable Inputs

&;P uet mcesln maclﬁv(tv puti I©@\ ElIKf_&a [ﬁ;‘pusn iven
output(Q)«Th Id be sin ife situat alysis, * »
we restrict the number of inputs to two only. In other words, the production function based on

two inputs can be expressed as

Q=f(CL)
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Where C= capital , L = labour,

Normally, both capital and labour are required to produce a product. To some extent, these two
inputs can be substituted for each other. Hence the producer may choose any combination of
labour and capital that gives him the required number of units of output, for any one
combination of labour and capital out of several such combinations. The alternative
combinations of labour and capital yielding a given level of output are such that if the use of
one factor input is increased , that of another will decrease and vice versa. How ever, the units
of an input foregone to get one unit of the other input changes, depends upon the degree of
substitutability between the two input factors, based on the teeniques or technology used, the

degree of substitutability may vary. T %
)
Iso - Quants - ,A
The term Isoquants is d from the 1s0 >and ‘qu ‘Iso’ means equal and

‘quent’ implies quant soquant th
isopridcut curves, an IS urve
capital and labour, WhICh e sa

| of
As an isoquant cur sents all such comb
any or every combina good
combinations equally , an isoquant ¢ i

An isoquant may be explained with the h

re, me equal tity. Isoquant,are also called
arious combl oft factors such as

which yield equal of output,
: efers all these

Combinations | Labour (units) Output (quintals)

1 50

quintals of a product all other combinations In the table are assumed to yield the same given

output of a produesaystisguintalssbyemplovinssanyonesoftheaitermativeseombinations of
the two factors labour and capital. If we plot all these combinations on a paper and join them,

will get continues

and\nﬁo@ck\le] et e s v L&‘B’“)S, 1
Y . S

product curve as own
below.

. Cosov ¥
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Labour is on the X-axis and capital is on the Y-axis. 1Q is the ISO-Product curve which
shows all the alternative combinations A, B, C, D, E which can produce 50 quintals of a product

Features of Isoquant

1.Downward sloping: isoquant are downward sloping curves because , if one input increase,
the other one reduces. There is no question of increase in both the inputs to yield a given
output. A degree of substitution is assumed between the factors of production

2. Convex to origin: isoquant are conv‘ab(p the origin. It |$ ause the input factors are not
perfect substitutes. One input factor ca b subs ted by other input factor in a diminishing
were perfect' }tltutes the is

marginal rate. If the input f t would be a falling

straight line.

r.ltisb agé each of these

3. Do notintersect: tw\ ant do ersectﬁlth eac
o op e at a higher level of

denote a particular le ut. If nufagturer
output, he has to switch overto anoth ua

4. Do not axes: the ‘touch neither X r Y- axis,
produce a given product.

Iso Cost

level of output and vice versa.

both w‘required to

Iso cost refers to that cost curve that
the producer the same amount of money. In oth
of total cost for a given level of production. If
changes and thus the isocost curve moves upwa

combination of inputs that will cost
S, each isocost denotes a particular level
el of production changes, the total cost

Iso cost line shows various com Ina lons 0
a given factor pg he price of
labour and Pk is the factor
prices. A set of i rent sums
of money. The i i es or firm
could buy more i

e firm can buy for

With the change ange. f labour
falls the firm co i ilLshi he slope
depends on the prices of factors of production and the amount of money which the firm spends
on the factors.

your roots to success.
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A2

capital

o B B1 B2 X &

Labour \‘ }
Marginal Rate Of Tech hu.%ubstit

The margin of technical subStituti TS)¥eferstother
factor is substitutem other tg attain a g el of output. In o
units of one input must be compens i
same level of output.

Isoquants are typically convex to th
substitutable for each other at varying rates. Th
rate of technical substitution” (MRTS) or occ
production”. It measures the reduction in one i

ate ich one input
ds, the lesser

nother input to produce the

ing the fact that the two factors are
substitutability is called the “marginal
ly the “marginal rate of substitution in
r unit increase in the other input that is

just sufficient to maintain a constant level of tlon For example, the marginal rate of
substitution of | one unit
of labour while keeping output unchanged.

To mov i 3 . i uced from
Ka to Kb while [ point C
to point D, the labour is
increased from . ; A capital is
equivalent to th ‘ i A ) i ided by
change in laboury® DE ® infinity

where it becomes vertical.

The opposite is true when going in the other direction (from D to C to B to A). In this
case we are Iookln% at the marglnal ra %of techni % | substitution capltal for labour Q/vhlch is

the Pe\cfp@ Ef}h nsgl

Pergfaaf el suptin M @Ol (2 5 %,

It can also be shown that the marginal rate of substitution labour for capital, is equal to

the marginal physical product of labour divided by the marginal physical product of capital.
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http://en.wikipedia.org/wiki/Marginal_rate_of_substitution
http://en.wikipedia.org/wiki/Marginal_rate_of_substitution

In the unusual case of two inputs that are perfect substitutes for each other in production,
the isoquant would be linear (linear in the sense of a function ¥ = @ — E3117). If, on the other
hand, there is only one production process available, factor proportions would be fixed, and
these zero-substitutability isoquants would be shown as horizontal or vertical lines.

Law of Returns to Scale

There are three laws of returns governin

1. Law of increasing returns to scale

This law states that the volume of outpu
inputs,. Where a given increase in input
the output, the law of increasing returns

output, t
is said to 0

BUtput inCreases 8
_This resul

in h| her aver

on increasing with every increase in the
to a more than proportionate increase in
le is said to operate.

e, this law
of rate of

rease in
to scale

These laws can be illustrated with an example of agricultural land. Take one acre of land. If
you till the land well with adequate
of output increases hefolb

%g of fgrtlll 2rs and sow. g

shates rtﬁe)

Qod quality seeds, the volume

SUCCESS...

Capital Labor( | % of increase | Output(in | % of | Law applicable
(in units) | in in both inputs | units) increase in
units) output

29



http://en.wikipedia.org/wiki/Linear_function

1 3
2 6 100 120 140 Law of increase returns to scale
4 12 100 240 100 Law of constant returns to scale
8 24 100 360 50 Law of decrease returns to scale

Internal and External Economies of Scale
Internal Economies refer to the economies introduction costsiwhich accrue to the firm alone
when it expands its output. The internal gnomles occur as 5%;““ of increase in the scale of
production. j A

\ A u >

a Managerial Economi the firm expan , the firm

its functllv inarketln

essional” way. F

qualified managerial

fi
ional qu:lcrlyatlon ensures

the lo i—run
sellmg&ts{material and other

e of each
avings in the

e the necessary finances either for

personnel to handle e e, production, human

resources and U*EFS in a

minimum wasta an Wers

b. Commercial Economi' *The tr

operating s such as spare and
transaction a firm gr

procurement, transportatio

increased profits.

c. Financial Economics: The large firm

block capital purposes or for working eeds more easily and cheaply. It can
barrow from the public, banks and ot ncial institutions at relatively cheaper
rates. It is in this way that a large firm r nancial economies.

d. Technical Economies: Technical econo rise to a firm from the use of better

machines and superior techniques of productlon As a result, production increases and

f  Risk Bearj
areas. It is, therefore, able to absorb any shock for its existence

es wider

Economics of Larger Dimension: large scale prod uctlon is requwed to take advantage

Vaerdatesirbs (O SUCCOSS.

Economics of Research and elopment: Only such firms W|th a strong research and
development base can cope with competition globally.

External Economics:

External economics refer to all the firms in the industry, because of growth of the industry as

a whole or because of growth of ancillary industries, external economics benefit al the firms
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in the industry as the industry expands. This will lead to lowering the cost of production and
thereby increasing the profitability. The external economics can be grouped under three types:

A). Economies of Concentration: When an industry is concentrated in a particular area, all
the member firms reap some common economies like skilled labour, improved means of
transport and communications, banking and financial services, supply of power and benefits
from subsidiaries. All these facilities tend to lower the unit cost of production of all the firms
in the industry.

- "
B) Economics of Research And Deve%j\ent the fll% can pool resources to finance
us sl*o.re the b
Is, newspapers a d other valu

research and development aiities an efits of rg@®arch. There could be

eference material of

fa such f?(an{een industrial
bure spitals and so on,
e industry. '

s define cost as ““ the amount
a specified thing or activity”. It is
Jective. cost refer to the expenditure
st refers to the amount of expenditure

a common facility to shares
common interest.

C) Economics of Welh' ere ¢
housing, community haIIs oIs

which can be used i mmon by the e
& Cost A

The institute of cost and manageme
expenditure, actual or notional, incurred
the amount of resources sacrificed to achiev
incurred to produce a particular product or ser
incurred in acquiring something. In business it refers to the expenditure incurred to
produce an output or provide service. Thus the curred in connection with raw material ,
labour, other heads constitute the overall cost o ction.

common

A managerial ec
clear business t

Opportunity

In simple terms,

posseshemat Qoo s e Lee e I esICe e UL gl v

use.

Opportunlt cost can be dIStln uished fram outlay gosts based on the nature OiS&CI’IfICQ Qutlay
cost&u e@s clst}that |lvo % ttflbw at imet)ne aﬁ'd- hh] e Qw_ey(re Lco@d'ﬁ)the -
book of account. Opportunity cost refers to earnings/profits that are foregone form alternative
ventures by using gives limited facilities for a particular purpose.

Fixed Cost Vs Variable Cost
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Fixed cost is that cost which remains constant for a certain level to output. It is not affected by
the changes in the volume of production. But fixed cost per unit decrease, when the production
is increased. Fixed cost includes salaries, Rent, Administrative expenses depreciations etc.

Variable is that which varies directly with the variation is output. An increase in total output
results in an increase in total variable costs and decrease in total output results in a proportionate
decline in the total variables costs. The variable cost per unit will be constant. Ex: Raw
materials, labour, direct expenses, etc

Explicit and Implicit Costs:

Explicit costs are those expenses that |’;;p§ e cash ayme These are the actual or business
costs that appear in the book accoun& hese ts inc payme f wages and salaries,
payment for raw-materials,

t
he absenee of employment of
u

Implicit costs are the costs of theact@gunits th& lﬁ owne
costs are not actually i "Mbut WO ve been incurr
self — owned factors.

Short — Run and - Run Costs:
Short-runis a period d hich [ 'n‘Any increase

in output during this period is pos ing physical capacity more
extensively. So short run cost is that
equipment in constant.

mployer himself. These

Long run costs are those, which vary with out
and capital equipment. Long-run cost analysis h

all inputs are variable including plant
take investment decisions.

Out-Of Pocket and Books Costs:

se costs that involve current cash
payments.

Out-of pocket costs also known as explicit costs are thg
payment. Book
Depreciation, u

But the book co
period. Both boc
the cost of self-

 during a
Dk cost is

Market Structures

«OUT TOOLS LO Success...

Market is a place where buyer and seller meet, goods and services are offered for the sale and
transfer of ownership occurs. A market may be also defined as the demand made by a certain
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group of potential buyers for a good or service. For business purpose we define a market as
people or organizations with wants (needs) to satisfy, money to spend, and the willingness to
spend it. Broadly, market represents the structure and nature of buyers and sellers for a
commodity/service and the process by which the price of the commodity or service is
established.

Market Structures
Market structure describes the competitive environment in the market for any good or service

™. ‘4

Markets

I |

Perfect competition Imperfect competition

|

Monopoly Monopolistic Oligopoly

competition

Perfect Competition

Perfect competition refers to a m

and buyers prevails in its most perfect form.

price prevails for the commodity, which is det
supply in the market.

e competition among the sellers
competitive market, a single market
by the forces of total demand and total

A market structure in which all firms in
is freedom of e
with perfect co

ustry are price takers and in which there
market

Features of
1. Alarge large and

the shar ence on

2. Homogenous products or services: the products and services of each seller should be
dom to

homoge
enter or exit the market:.
mati r\a the buyers and seller. ach,buyer and seller has
K &:) rilozv‘f bb tvm ng‘ttl\e}narl:é llécy g(me OIrLt. f‘?lne, . "
" quantity supplied, costs, demand, nature of product, and other relevant information.

4. Perfect mobility of factors of production: there should not be any restrictions on the
utilization of factors of production such as land , labour, capital and so on. In words,
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the firm or buyer should have free access to the factors of production. Whenever capital
or labour is required, it should instantly be made available.

5. Each firm is a price taker: an individual firm can alter its rate of production or sales
without significantly affecting the market price of the product, a firm in a perfect
market cannot influence the market through its own individual actions. It has no
alternative other than selling its products at the price prevailing in the market. It
cannot sell as much as it wants at its own set price

Monopoly

The word monopoly is made up of Ilables Mono a d’poly Mono means single while
poly implies selling. Thus mgnopoly i ISQ rm offMarket anization ip which there is only
one seller of the commodity. are no close su st utes for the co ity sold by the seller.
Pure monopoly is a market sit in which a ngl@ firmsellsap t for which there is no

good substitute.
Features of monopo
1. Single person or a lmﬁ A si ntrols totaI supply of the
commodity. e will be no co titi oly firm. The olist firm is
the only firm i W

2. No close substitute: The ist shall not have closely

duct increase people will not
go in far substitute. For examp f electric bulb increase slightly,
consumer will not go in for kerosene
3. Large number of Buyers: Under monop ere may be a large number of buyers in
the market who compete among thems
4. Price Maker: Since the monopolist cont e whole supply of a commodity, he is a
price-ma
5. Supply apgeBri e cannot fix
both. If ants to sell

any price

lowering price.

Monopolistic competition
Monopolistic competition is said to exist when there are many firms and each one produces

5 . o o 0 o o ) g o U

differentlated by means of unique facilities, advertising, brand loyalty, packaging, pricing,
terms of credit, superior maintenance services, convenient location and so on

Features of Monopolistic Competition
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1 Existence of Many firms: Industry consists of a large number of sellers, each one of
whom does not feel depeadent upon others. Every firm acts independently without
bothering about the reactions of its rivals.

2 Product Differentiation: Product differentiation means that products are different in
some ways, but not altogether so. The products are not identical but the same time
they will not be entirely different from each other. It really means that there are
various monopolist firms competing with each other.

3. Large Number of Buyers: There are large number buyers in the market. But the buyers
have their own brand preferenc s So the sellers are‘aﬁle to exercise a certain degree
of monopoly over them. ) .

4. Free Entry and Exist of Firms: .e-sjm th(.ft)erfect bmpetltlon in the monopolistic

competition too, the freedom of entry and exit. Tha ere is no barrier as

found under monopol
5 Selling costs: Sin nce t the produ re clo‘bl‘bstltut uch effort i |s_[1 eded to retain
ach flrrf-lﬁs to spend a lot on

r saIeQMotlon activities.

g
e product leads to.monopolistic
e quallty of the prd‘y cannot be

toro les pro n techniques.

new deman

the existing con rTTeT's and to
selling cost, whlch‘nBu es co

6. Imperfect K ledge: Imperfec

competition. yers are fully awa

influenced much by adverti
7. The Group: _Under perfect co stry refers to all collection of
firms producing a homogenous r monopolistic competition the

products of various firms are not ide they are close substitutes

Cost — Based Pricing Pricing Methods

capacity of outp i it i to the cost
to arrive at the ‘ [ S percentage

Marginal cost
covers fully the i i sts fully

or partly, dependlng upon the market situations.

Competition — Oriented Pricing:

oi:;t ke pri 3? ﬁe}u on "k arket rr Weh the
e f pricela tﬁ?i(e b&prlm thlque, L ces
its new product according to the prevailing prices of comparable products in the market.

a. Sealed bid pricing: This method is more popular in tenders and contracts. Each
contracting firm quotes its price in a sealed cover called tender. All the tenders are
opened on a scheduled date and the person who quotes the lowest prices, other things

remaining the same, is awarded the contract.
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b. Going rate pricing: here the price charged by the firm is in tune with the price charged
in the industry as a whole. In other words, the prevailing market price at a given point
of time is the guiding factor.

Demand - Oriented Pricing

The higher the demand, the higher can be the price. Cost is not the consideration here. The
key to pricing here is the value as perceived by the consumer. This is a relatively modern
marketing concept.

i N
a. Price discrimination: Price disi ination refer to th‘ practice of charging different
prices to customers for the sar good. The f'. \,uses its discretion to charge

differently the differ customéa‘ is al lled ﬁ erential ing.
b. Perceived value prici rceived value pricing refers to the price is fixed on

the basis of the percep f the buyer“"t value of th duct.
.-
Strategy — Based PkR.\ '
o F
1 Market skimming: thep is i uce he firs e in the market, the

company fo is method. Undeér thi od,*the company fix y high price
for the produ ain idga is to cha custom aximtwle.

2. Market penetration: Here t ice of oductg d so low that the company

can increase its market share. rofits with increasing volumes

and increase in the market share.

Breakeven Analysis/ Cos e-Profit Analysis

A business is said to break even when its total
No Profit No Loss. Break even analysis is defin
on revenues and

re equal to its total costs. It is a point of
nalysis of costs and their possible impact

Assumption

1. Allcosts

2. Fixed co

3. Variable

4. Selling price per unit remains constant in spite of competition or change in the
volume of production.

5. There will be no change in operating efficiency.

ViU rohrs L. sSuccess...

8. Volume of sales and volume of production are equal. Hence there is no unsold stock.
9. There is only one product or in the case of multiple products. Sales mix remains
constant.

36




10. All the goods produced are sold. There is no closing stock.
Significance of BEA

» To ascertain the profit on a particular level of sales volume or a given capacity of

production

» To calculate sales required to earn a particular desired level of profit.

» To compare the product lines, sales area, methods of sales for individual company

» To compare the efficiency of the different firms

» To decide whether to add a particular product to the existing product line or drop
one from it

» To decide to “make or buy ag omponent or part

» To decide what pro

» To assess the impact

on mix ield
nges in fixed ost varlable cost ing price on BEP
and profits during a giv

Limitations of BEA ‘ ‘
= Break— eve‘s based on fixed c iable cost and tota'.
= Achangeinone bleis to aff EP

. We have semi-variable

= All cost cannot be classified in
costs also

® |n case of multi-product firm, a sing be of any use. Series of charts

have to be made use of..

Ids good only in the short —run.

ys straight as shown in the figure. The

= |tis based on fixed cost concept and he

= Total cost and total revenue lines are n
quantity
line.

Where t ess c ble r
Determinati
. Fixed co
. Variable
. Contribu

Margin of safety

Incidaence

o Ul A WN e

Profit volume ratio

lee}t’@ F_Lol!nles thzl dLr))tQ ;twh" the o!ur)e oér(llult&n z‘e IgDWbstﬂ«id .

expenses. Eg. Manager’s salary, rent and taxes, insurance etc. It should be noted that fixed
changes are fixed only within a certain range of plant capacity.

Variable Cost: Expenses that vary almost in direct proportion to the volume of production of
sales are called variable expenses. Eg. Electric power and fuel, packing materials consumable

stores. It should be noted that variable cost per unit is fixed.
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Contribution: Contribution is the difference between sales and variable costs and it
contributed towards fixed costs and profit. It helps in sales and pricing policies and measuring

the profitability of different proposals.
Contribution = Sales — Variable cost

Contribution = Fixed Cost + Profit.

Margin of safety: Margin of safety is the excess of sales over the break even sales. It can be
expressed in absolute sales amount or in percentage. It |nd|c s the extent to which the sales
can be reduced without resulting in Io(%ﬂ large margin oj ety indicates the soundness of
the business.

le between sales line and total line at the Break-even

e angle of |np}ience indicates

ity of the concern.
a Iow rate of
most ratlos for studying
es is the P/V ratio. It may be

Angle of incidence: This is th
point. It indicates the profit earning cal
a high rate of profit; a small angle ind
Profit Volume Ratio is us alled
the profitability of business. The ratio
expressed in percen
product by reducing the
concept of P. V. ratio helps in determ

refore, every orga trles to improve t atio of each
sellin ce per unit. The

1. Define production function, explain is s cost curves.
2. Why does the law of diminishing returns e? Explain with the help of a
diagram. 3.Explain and illustrate Law of Ret scale.
4. (a) Explain Cobb-Douglas Production function.

(b) Inter
5.. Explain t
(a) MRTS

(b) Isocosts

6. Explain C

7.What is a market? Explain, in brief, the different market structures.

VORI -PROEES O -SUCLRES. ..

eonditions of perfect competition.

9. Define monopoly. How is price under monopoly determined?

10. Describe the BEP with the help of a diagram and its uses in business decision making

38




11. What cost concepts are mainly used for management decision making? lllustrate.
12. Explain the various methods of strategy-based pricing.
13.Explain different Characteristics of Oligopoly?

14. A Company reported the following results for two period Sales Profit | Rs. 20,00,000
Rs. 2,00,000 Il Rs. 25,00,000 Rs. 3,00,000 Ascertain the BEP, PV ratio, fixes cost and Margin
of Safety.

earned? What should be the sales rning a profit s. 60000/-

ing a profit of Rs. 4000/- in I, sales are 150000
- in period | rmine BEP d expenses.

_aw

15. If sales in 10000 units and selling price Rs. 20/- per unit. Variable cost is Rs. 10/- per
unit and fixed cost is Rs. 80000. &ut BEP in Uni sales revenue what is profit

16. Sales are 1,10,000
producing a profit of Rs. 1

%
1. Conversion o‘ too

(a) Sales (b) Income (c) Producti

(%%

2. How many stages are there in ‘Law ions’? ()
(a) Five (b) Two (c) Three (d) Four

3. When a firm expands its Size of productio
advantages, known as ()

creasing all factors, It secures certain

(@) Optimum

4. When produ
production, it is

(a) Consumer’s
Equilibrium

5. The ‘Law of V.

(@) Law of fi i i ortions
(d) None

R s e A D L) S L b 5 s

é) Plant (b) Firm (c) Industry (d) Size

7. When proportionate increase in all inputs results in an equal Proportionate increase
in output, then we call ()
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(a) Increasing Returns to Scale (b) Decreasing Returns to Scale (c) Constant Returns to
Scale (d) None

8. When different combinations of inputs yield the same level of output Known as

()

(@) Different Quants (b) Output differentiation (c) Isoquants (d) Production
differentiation

9. When Proportionate increase in all inputs results in more than equal Proportionate
increase in output, thenwecall___ .

(a) Decreasing Returns to Scale (b stant Returns t le (c) Increasing Returns to
Scale (d) None % \

10. When Proportionate in
increase in output, then we ca

in all inputs results in less tha’l Proportionate

(@) Increasing Ret cale (b tant Returns t e(c)D "i‘g Returns to
Scale (d) None —d
11. A curve showi ual amount of 0 oportions of Tw uts are
S &

(@) Total Cost Curve (b) Variable urve cost d) Marginal Cost Curve

12. The cost of best alternative forgone |

(a) Outlay cost (b) Past cost (c) Opportuni uture cost
13. If we add up total fixed cost (TFC) and total le cost (TVC), weget ()
(@) Average cost (b) Marginal cost (c) Total ) Future cost
14.  costis the additional cost to produce an additional unit of output. ()

(@) Increme
15. co

(@) Fixed (b)

16. The price of

(@ P
and income

YOUTTroors o sueeess...

(@) High price (b) Low price (c) Equilibrium price (d) Marginal price

st

18. is a form of market organization in which There is only one seller
of the commodity. ()

(@) Perfect Competition (b) Duopoly (c) Monopoly (d) Oligopoly 40




19. The firm is said to be in equilibrium, when it’'s Marginal Cost (MC) Equals to ()
(@) Total cost (b) Total revenue (c) Marginal Revenue (d) Average Revenue
20. Charging very high price in the beginning and reducing it gradually is called ()

(a) Differential pricing (b) Sealed bid pricing (c) Skimming pricing (d) Penetration
pricing

21. What is the formula for Margin of Safety? ()

.
(a) Break Even sales — Actual sales aximum sales —Actual sales (c) Actual sales —
Break Even sales (d) Actual sales — um sales

22. ‘Contribution” is the exc

‘ount of Actu s over
(a) Fixed cost (b) Sales (c) Varta®e cgst (d) To t

%um ncial AbcoyT é’
AN\ A,
claSsify;

Accounting :

Accounting is the science of record iness transactions and events
primarily of financial character, and the nificant, summaries, analysis and
interpretations of those transaction and even unicating the results to persons who
must make decisions or form judgment.

Accounting concepts and Conventions:

Concepts are th : ctions
should be treated in a particular manner.
Once the theori
the Conventions

task of

Accounting

1. Business e as far as
their financ '

2. Money me : i i essed in
terms of money are recorded in accounting, though records of other types of
transactions may be kept separately.

8. Dt}a pect.concept:For every.credit, a,corr p? ding it issmade. The recordingof a

VDL P I W LS b)) SUCLESS, ..

4. »Going concern concept: In accounting, a business is expected to continue for a fairly long
time and carry out its commitments and obligations. This assumes that the business will
not be forced to stop functioning and liquidate its assets at “fire-sale” prices.

5. Cost concept: The fixed assets of a business are recorded on the basis of their original
cost in the first year of accounting. Subsequently, these assets are recorded minus

41




depreciation. No rise or fall in market price is taken into account. The concept applies only
to fixed assets.

6. Accounting year concept: Each business chooses a specific time period to complete a
cycle of the accounting process—for example, monthly, quarterly, or annually—as per a
fiscal or a calendar year.

7. Matching concept: This principle dictates that for every entry of revenue recorded in a
given accounting period, an equal expense entry has to be recorded for correctly
calculating profit or loss in a given period.

8. Realisation concept: According to this concept, profit is recognised only when it is

earned. An advance or fee paid is not considered a profit until the goods or services have
been delivered to the buyer. ,
Accounting Conventions

Conservatism is the convention by wiligh, when values transaction are available, the
lower-value transactiont rded. convention, p ould overestimated,
and there should always Visio es

a

S
Consistency prescribes the of th e ti

accounting cycle toﬁso that the safe st
Materiality means that allfmaterial should

There are four main conventi practice in a ting:

ciples™from one period of an
plied to calcu!’fit and loss.

nting.”ACcountants should
Full disclosure entails the revelation of a atl th favourable and detrimental to a
business enterprise, and which are of materia editors and debtors.

n
ar

rded i

record important data and leave out i ican mati

Accounting Equation:

Accounting equation describes that the total val
liabilities plus o .
of accounting bein i jnati i ther names

ssets of a business is always equal to its

used for acco or basic
accounting equa
Accounting equ ties and

owner’s equity 1

Rules for ma

Personal Account: these are the accounts of natural persons such as ram account, gopal

FourTo0tS to-stecess:..

Rule: “Debit--- The Receiver

Credit -- The Giver”
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https://www.accountingformanagement.org/double-entry-system-of-accounting/
https://www.accountingformanagement.org/double-entry-system-of-accounting/
https://www.accountingformanagement.org/double-entry-system-of-accounting/
https://www.accountingformanagement.org/balance-sheet/

Real Accounts: accounts relating to properties or assets of a trader are known as real accounts.
It includes tangible assests such as buildings, furniture,. Cash, etc and also intangible assets
such as goodwill, trade marks, patent rights.

Rule: “Debit ---What comes in

Credit-- What goes out”

Nominal Accounts : account dealing with expenses, lo gains and incomes are called
nominal accounts, eg. Salari issi count

Rule: “Debit ---All e es
Credit --All i%w

Journal means a daily record of b@ transa Journal being a book of original
entry. The transaction is first written in the hich it is posted to the ledger. The
transactions will be recorded as and when the and in the order in which they occur.

Debit credit
20,000

Date | Particular
Cash a/c

DR

To ranT™@ 0,000
(‘narrat '
»’
Where: ledger ' C o : ch the vatio ts appear
in the ledger ar¢ ered
ion:a ) 0 pt llar c n

Ledger

Ledger:
Ledger is a book in which various accounts such as personal, real and nominal account are
opened. Every transaction is first recorded in the journal, and from it, transferred to the

U O U S toSuTCe s9y..

Dr ledger a/c
Cr
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Date | Particular JF | Amount | Date Particular JFE | Amount

Note:
Dr means debit side it is always start with TO, Cr means credit side it is always start with By

Balancing an account: after all transaction have been posted the various accounts prepared
they are balanced. The procedure for b%

&ing ledger accounts is as follows.
2. Ascertain the differe

sides e ac t on‘ ugh sh
tween the totals of two side difference is called
“balance”

3. Enter the diffe in the a
side total is less , wri the

1. Take the totals of th

column'of the si owing | s“EVaI. If the credit

lars cQlumn credi e of the account , By

is | rit e debit'side of the account To

&

balance c/d. similarly edeb
balance c/d!

Trail Balance

The first step in the preparation of fin aration of trail balance. In the
double entry system of book keeping, ther r every debit and there will not be
any debit without credit. When this principle d in writing journal entries, the total

amount of all debits is equal to the total amount dits.

A trail balance is a statement of debit and cre nces. It is prepared on a particular date
with the object i Aacli t all the
transactions for a particular period have been duly entered in the book, properly posted and
balanced.

Thus a trail bala
concern at any ¢

a business

PROFORMA

Trail balance

NO | NAME OF ACCOUNT DEBIT CREDIT

VUL, TOOTS~<t0 SHOCeSS.
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Final Accounts

In every business, the business man is interested in knowing whether the business has
resulted in profit or loss and what the financial position of the business is at a given time. In
brief, he wants to know (i)The profitability of the business and (ii) The soundness of the
business.

The trader can ascertain this by preparing the final accounts. The final accounts are prepared
from the trial balance. Hence the trial balance is said to be the link between the ledger accounts
and the final accounts. The final accounts of a firm can be diﬁlded into two stages. The first

stage is preparing the trading and profi loss account a e second stage is preparing the
balance sheet.

1. Trading account

2. Profit and loss account

3. Balance sheet. %

Trading account

Trading account is a part of profit
ascertaining Gross profit or gross loss. The d
goods sold is gross profit. Cost of good sold
purchases, direct expenses for purchase of goo
sales.

t . trading account is prepared for
between the sales and the cost of the
ascertained by adding opening stock ,
deduction there from closing stock and

Trading account jSINSEEEE, - -- --

Particular

To opening stoc

To 2 o
XXXX XXXX XXXXX
Less: purc
XXXX

AW I'OQLS| T SUCCeES. .

To freight , duty clearing charges | Xxxx

To fuel and power XXXX
To coal, gas, and water XXXX
To motive power XXXX
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To factory rent XXXX
To manufacturing expenses XXXX
To direct expenses XXXX
To factory lighting XXXX
To gross profit XXXX
XXXXXXX XXXXXXX

Profit and Loss Account

rofit or net loss of the business
t and office expenses, financial
bit side. Gross profit and other
, etc. ar n on credit side. The
swhich istr red to capital account.

Profit and loss account is prepared to ascertain the ne
for a particular period. All indirect exp such as manag
expenses, selling and distribution expe re taken on th
items of incomes such as int eceived , disco ceiv

different between two sides is net profit or

The business ways int
represents the excess of ofit p
Financial and other expense e debi

the credit side the i If the total of'the cr
if the debit side is rrﬁ : :

Profit and loss of ---------------

income 0 ngt}.roflt._l\let profit
es over administrative, sales,
s the expenses and

other evenu

Particular Amount
To Salaries oss profit XXX
XXX

Add : outstanding  salaries

XXX

To Rent XXX

To Discount all XXX
To Office expe XXX

To Rate and tax

To Lighting

To Printing and
To Postage and
To Telephone ¢

To Legal expenses XXX

To Telephone ¢

To Audit fee XXX

To General expenses X

TO d tl e t - -» 2~ - X —-— - - - - B
To|ﬁ?Q§T“ I U()Eﬁb t() bLlL(('bf‘)..
To interest on capital XXX

To  deprecation on  assets( | XxX

machinery , building , furniture,
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land.etc)

To repair XXX
To carriage outward XXX
To written off bad debts XXX
To travelling expenses XXX
To interest on loan XXX
To net profit XXX

XXXXXX XXXXXX

Balance Sheet: \ ’
The second point of final"acc f balance sheet. It is prepared
often in the trading an it, loss a

may be considered as a s t of t

DEFINITION: A b heet is an ite 1se
a business at a certai

J.R.botliboi: A balance sheet is a stat
a business at a particular date.

and ¢ &'A balance sheet
cone given date.

re exact financial position of

ch sets out the assets and liabilities of
financial position of the same on any
the liabilities and the capital are shown.
fore, the two sides of the balance sheet

Thus, Balance sheet is defined as a sta
a business firm and which serves to as certa
particular date. On the left-hand side of this stat
On the right-hand side all the assets are shown.
should be equal. i f

PROFORMA O

Balance sheet of

Liabilities Amount
t
Capital "
XXXX XX XXX
Add: interest on  capital Less: depreciation on plant machinery
XXX . XX .
’ - - - t - t{ - -~ - 5 - .
OUI TiOLS 1O SUCCESS..
XXXK Building
A XXX XXX
------ Less : depreciation on building
XXX
XXXX Land
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Less: drawings XXX
XXXX Less ; depreciation on land
Net loss XXX
XXXX
Sundry creditor XXX Sundry debtor
XXX XXX
Less : written of bad debts
XXX
Bank overdraft XXX Cash in hand XXX
Outstanding expenses XXXX Cash at bank XXX
Reserves X Investment = XXX
Long term loans XXXX
Bill payable XX 09 XXX
XXX
XXX
XXX
v XXXXX
\"?
-
Advantages: The following are the adv
1. Ithelpsin c&e arit
2. It helps in the preparation o
3. It helps in detecting errors.
4. It serves as an instrument for carr rectification of entries.
5. Itis possible to find out the balances ccounts at one place.
Final Accounts -- Adjustments
We kno i . i ely. At the
end of every acg
balance sheet. i ¥ ay come

across certain pr. . - : expenses
of the next year e of the
current year stil - [ eceive@™iring the
current year. Without these adiustments, e profi figures arived 2t orthe financial positior
of the concern may not be correct. As such these adjustments are to be made while preparing
the final accounts.

el i g il e e e Tl s S,
making the adjustment in the final accounts, the student should remember that “every
adjustment is to be made in the final accounts twice i.e. once in trading, profit and loss account
and later in balance sheet generally”. The following are some of the important adjustments to

be made at the time of preparing of final accounts:-
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1.Closing Stock :-

() If closing stock is given in Trail Balance: It should be shown only in the balance sheet
“Assets Side”.

(ii) If closing stock is given as adjustment :

1. First, it should be posted at the credit side of “Trading Account”.

2. Next, shown at the asset side of the “Balance
Sheet”. 2.0utstanding Expenses :-
(i) If outstanding expenses gi Trai e: It shoul onIy? liability side of

n
Balance Sheet. ‘
(ii) If outstanding expenses given as adjustment
1. First, it W
the debit side of pro d loss

2. Next, it sho dded at the liabilitie
the Balance S
3.Preapid Expenses :-

() If prepaid expenses given in Trial Balanc

own only in assets side of the
Balance Sheet.

(ii) If prepaid expense given as adjustment

1. First,its

and loss account or Trading Account.
2. Next,its
4.Income Earne

profit

(i) If incomes givi Tria

Balance Sheet.

(ii) If incomes ou.

1. First, it should be added to the concerned income at the credit side of profit and loss
UL LOQLS.LQSLLCCeSS
2\ , itshould be Shown'atithe sskt!sid Balbc &.LCobbooo
5. Income Received In Advance: Unearned Income: -

() If unearned incomes given in Trail Balance : It should be shown only on the liabilities side
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of the Balance Sheet.

(ii) If unearned income given as adjustment

1. First, it should be deducted from the concerned income in the credit side of the
profit and loss account.

2. Secondly, it should be shown in the liabilities side of
the Balance Sheet.

6.Depreciation: -

(i) If Depreciation given in Tr ance: It shoul
profit and loss account.

(i) If Depreciation give

hown only o

'ebit side of the

«4

justme
1. First, it should be S on th and I count.
2. Secondly, it S

be deduced f set in the Bal eet assets
side.

7.Interest On Loan [Or] Capital:-
ould be shown only on debit

(i) If Interest On Loan (Or) Capital Given
side of the profit and loss account

(i) If Interest On Loan (Or)Capital Given As Adj

First, it should be shown on debit side of the pr

loss account.
Secondly, it sho SRTIR P

8.Bad Debts:-

() If bad debts g i fit and
loss account.

(ii) If Bad Debts As Adju

1. First, it should be shown on the debit side of the profit and loss account.
2. Secondly, it should be deducted from debtors in the assets side of the Balance Sheet.

VOUr roots to success...

9.Interest On Drawings :-

(i) If interest on drawings given in Trail balance: 1t should be shown on the credit side of the
profit and loss account.
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(ii) If interest on drawings given as adjustments :

1. First, it should be shown on the credit side of the profit and loss account.
2. Secondly, it should be deducted from capital on
liabilities side of the Balance Sheet.

10.Interest on Investments :-

(i) If Interest on The Investments Given InTrail Balance :1t should be shown on the credit side
of the profit and loss account.

as adjustme ’

thexcredit si the profitian@0ss account.
ts sid#‘alance Sheet.

untir@nions?

(i) If interest on investments

1. First, it should be shown

2. Secondly, it sthed
1.Define Accounting.&e

3. State the advantages of Double Entry syst

investments o

4., Write short notes on

(a) Journal (b) Assets

5.Draw the proforma of Trial Balance?
6. What is Trial
7. Journalise th
i. Ram invests R

ii. He bought goods worth Rs. 2,000 from Shyam.

ili. He bought a machine for Rs. 5,000 from Lakshman on account
“YOUT" TG0LS LO Success
L od - . " »
v.Hessold goods for cash Rs.3,000
Vi. He sold goods to A on account Rs. 4,000
Vii. He paid to Shyam Rs.1,000

Viii. He received amount from A Rs.2,000
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8.In the books of Kishore, prepare Trading and profit and loss account for the year
ended 30th June, 2003:

Stock (1.7.2002) 1,06,000 Purchases 3,00,000 Wages 2,50,000 Office salaries 60,000
Discount on sales 20,000 Carriage inwards 20,000 Carriage outwards 60,000 Stationery
3,000 Rent (% to Factory) 48,000 Postage 3,500 Transport and conveyance 25,000 General
charges 3,500 Commission 26,000 Power 55,000 Rebate on purchases 10,000 Sales
10,00,000.

.

9. Following figures have been ex d from the reﬁ of Fancy Stores a proprietary
concern as on 31- 12 3: Furniture 15 Insur e 6,000 prietors capital a/c
54,000 Rent 22,000 C hand 3,000 Sundry debtors GO’penmg stock 50,000
Sales 6,00,000 Fixed de 1,34,600 A&e ement rawings 5,000

ne 3,40 ision é bad d ,000 B ebﬂ 2,000 Cash at

,000 Purcha 0,00 MI charges

einwa 1,000 Deposit

r takin!nto consideration

1.In which Book-keeping system, business tran are recorded as two separate

Postagesand T
bank 10,000 Printing
13,000 Salaries 19,0
from Custowo
Prepare Trading, Profit and lo

the following information.

accounts at the same time? ()

(a) Single entry (b) Triple entry (c) Double ent
2. In which Con
(a) Cost concep

3. When a dedu is called as

.0
(a) Cash discou

4. “Out standing wagesll s treated as . ! ’

(a) Asset (b) Expense (c) Liability (d) Income - A
How m}ﬂryg)esklalountlargn)aig tto reco SI ype9\o‘f I;uAnL L L? b b Tee

(a) Five (b) four (c) Three (d) Two

5. Which connects the link between Journal and Trial Balance? ()

(a) Trading Account (b) Profit & Loss account (c) Ledger (d) Balance sheet
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7.Which assets can be converted into cash in short period? ()

(a) Fixed Assets (b) Intangible Assets (c) Current Assets (d) Fictious Assets
8. “Bank over draft” is a .()

(a) Asset (b) Expense (c) Liability (d) Income

9. Profit and Loss account is prepared to find out the business____. ()

(a) Gross result (b) Financial position (Ei Net result (d) Liquidity position

ces of Ledge ounts”

10.The statement of “Debit credit ()

(a) Journal (b) Ledger (c) Tri nce (d) Bala

11. is called asy¥‘Boeok of Origi try’. (

isgalled as
(a) Ledger (b) Trial Bala Jour radigg acc 6
12. Debit what co account principle?'

13. The process of entering transaction known as . ()

impCredit what goeSout i

(a) Nominal (b) Persona Real (

(a) Journal entry (b) First entry (c) Posting (
14. Debit Expenses and Losses; Credit Incomes insis___ account Principle ()
(a) Personal (b) Real (¢) Nominal (d) None
15. “Prepaid Insurance Premium” is treated as

(@) Gain (b) Inco

Concept of Ratio Analysis, Liquidity Ratios,
Ratios, Solvenc i

Introduction to Fund Flow and Cash Flow Analysis (simple problems).

¥eikl” TOOLS O success...
Ratio analysis is used to evaluate relationships among financial statement items. The ratios are

used to identify trends over time for one company or to compare two or more companies at one
point in time.

Types of Ratios

53




Liquidity ratios measure the ability of a company to repay its short-term debts and meet
unexpected cash needs.

Current ratio: The current ratio is also called the working capital ratio, as working capital is
the difference between current assets and current liabilities. This ratio measures the ability of
a company to pay its current obligations using current assets. The current ratio is calculated by
dividing current assets by current liabilities

0,0
N2

NRCM

your roots to success...
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Current Assets

Current Ratio =
Current Liabilities

This ratio indicates the company has more current assets than current liabilities

Acid-test ratio. The acid-test ratio is also called the quick ratio. Quick assets are defined as
cash, marketable (or short-term) securities, and accounts receivable and notes receivable, net
of the allowances for doubtful accounts These assets are considered to be very liquid (easy to
obtain cash from the assets) and therefore, available for immediate use to pay obligations. The
acid-test ratio is calculated by dividin k assets by cur labilities.

) . Quick Aasub ’
Acid-Test Ratio =

Current Liabilities

The traditional rule of Mr this as hing this level requires

further analysis of r‘ies to understafd ho ompany turn?o cash
Inventory Turnover 0: The i es the'nUmber of times the

the period.

company sells its

Cost of Goods Sold

Average Inventory

Inventory Turnover Ratio =

Profitability

Profitability rati
income and ther

generate

ach share
iding net

Earnings per s
of outstanding
income by the n

5 Net Income
Earnings Per Share =

Weighted Average Common Shares Qutstanding
- - - » . -
VOUr roots Lo success...
Pric-e-earnings ratio. The price-earnings ratio (P/E) is quotedinthe financial press daily. It

represents the investors' expectations for the stock. A P/E ratio greater than 15 has
historically been considered high.
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Market price per common share

Price-Earnings ratio = —
Earnings per share

Solvency Ratios

Solvency ratios are used to measure long-term risk and are of interest to long-term creditors
and stockholders.

Debt to total assets ratio. The debt to total assets ratio calculates the percent of assets
total assets. Total debt is the

.

provided by creditors. It is calculated ') ividing total debt
same as total liabilities. \‘ ':: \.6

)

"W
L . A ¢ .oJ
Debt to total assets ratio = Total debt ;
Total assets

Introduction

Funds Flow Analysis

One of the most fundamental objectives of b
requires that the business must be able to deal
short term.

Along with the information about the assets an
equally important to know What funds became bIe during the accountlng year and how
such funds were f source
and application of funds. This statement demonstrates the movement of funds into and out of
the business dur : i

ake a profit. Long run survival
liquidity problems which arise in the

lities as well as the profit and loss, it is

Concept of “Fu different
experts. Broadl [ . On the
other extreme, . i ernational
Accounting Sta . 8 i d to cash

Concept of Fun ow:
The term "Flow of Funds" refers to changes or movement of funds or changes in working
capltal in the normal course of business fansactlois In other words, any increase or decrease

in keI fayifngre o B coldh o] fo(crEnies dae |

Sources of Fund. Similarly, if the components of working capital effects in decreasing the
financial position it is treated as Outflow of Fund.

Specimen of Funds Flow Statement
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T form
Fund Flow Statement for the year ended...........c.ccevvrrnns

Sources of Funds Rs. Application of Funds Rs.
Trading Profit or Fund from Trading Loss or Fund lost
Operations (1) * * * lin Operations(1) LAt
Issue of Share Capital * * * | Redemption of Pref. Share gl
Issue of Debentures * * * | Redemption of Debentures .38
Raising of Long-term Loans * * * | Repayment of Long-term Loans W
Receipts from Partly Paid-up Purchase of Fixed Assets o
shares Called-up * * * | Purchase of Long-term
Sale of Fixed Assets/ Investment el
Investments * * * | Payment of Dividend ey
Non-trading Receipts Paymem of Tax . e s

FIow

sis of C
A cash flow statement is a ial re urces companys cash and
how that cash was ver a specifie p It not include nons items. The
t
he an

0
cash flow statemer“sh basis report o types of financial ﬁ;: operating
activities, investing acti , and ing ac sually reported

Non-c ivitie
in footnotes. This makes it useful termi the s rm viability of a company,
particularly its ability to pay bills. Be a of cash flow is so crucial for
businesses and small businesses in partic recommend that an entrepreneur
should study a cash flow statement at least e he cash flow statement is similar to
the income statement in that it records a com erformance over a specified period of
time. The difference between the two is that the e statement also takes into account some
non-cash accounting items such as depreciation.

Classificatio '
Cash flows result from operating, fi i i i ivities. Jst be able to
distinguish amo ) I
e Operati
transacti
activities

selling capltal assets and other productive assets. Capital assets are acquired in order
to incre . rom the
sale of existing assets that are less productive.
e Financing activities: Financing ttlvities {:ct a business’ capital structure, its debt
ies

sh(:?el'gﬂlt EEZ rﬁd’ﬁ? thUd ellie;%z th&ue(ompﬁ:;je of

paymen
shares.
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