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Mr. Prince, a financial manager of Nirav Company Ltd. is considering an investment
project costing ¥ 9,60,000 and it will have a scrap value of T 64,000 at the end of 5 year
life. The transportation charges and installation charges are expected to be %.32,000 and
¥ 1,28,000 respectively. The requirement of working capital will be T 32,000. If the
project is accepted, spare parts inventory of ¥ 64,000 must also be required for
maintenance. It is estimated that spare parts will have an estimated scrap value after
5 years at 60% of their initial costs. 14
Annual revenue from the project is expected to be ¥-10,88,000 and annual labour,
material and maintenance expenses are estimated to be ¥ 96,000, T 3,20,000 and
< 32,000 respectively.
The depreciation and taxes for each of the five years will be :

Year Depreciation X) Taxes ()

1 4,60,800 71,680
2 2,76,480 1,45,408
3 2,07,360 1,73,056
4 1,38,240 2,00,704
5 5,120 308,952
Evaluate project at 12% rate of interest. The present value of discount factor at 12% are :
Year l 2 3 -4 2
Present value | 0.893 | 0.797 | 0.712 | 0.636 | 0.567
You have to :

(1) calculate the cost of the project.
(2) examine the profitability of the project at net present value.

(3) calculate the payback period.
OR |
Krunal Ltd. has two proposals, details of which are as under : 14
(1) Project “x” and project ‘y’ each requires initial investment of ¥ 11,52,000 and
scrap value of each is ¥ 1,15,200 at the end of 5 years’ useful life.
(1) Estimated profit (before depreciation and tax) is as follows :
Year Project — ‘x’ (?) Project - ‘y’ (%)
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l 2,88,000 5,76,000
2 4,60,800 5,18,400
3 5,76,000 4,03,200
4 6,91,200 2,88,000
5 8,06,400 2,30,400
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(1) The company calculates depreciation on Straight Line Method and rate of
taxation 1s 50%.

(1v) Considering the risk element, management has decided to evaluate project ‘x’ at
15% cost of capital and project ‘y” at 10% cost of capital.

On the basis of the Net Present Value Method, decide which project should be accepted.
Present value of X 1 for first five years at 10% and 15% discount rate are as under

_Year 1 2 3 4 5

10% discountrate | 0.909 | 0.826 | 0.751 | 0.683 | 0.620

15% discount rate | 0.870 | 0.756 | 0.658 | 0.572 | 0.497

2. Answer the following questions : (Attempt any two) 14
(A) Dhruvi Ltd. is considering one of two mutually exclusive project ‘A’ and ‘B’
which requires cash outlay of ¥ 9,60,000 and % 13,20,000 respectively. The risk-

free rate is 7%. The expected net cash inflows and their certainty equivalents are

as follows :
f Project — A Project — B
Yearsend| Cashinflow | Certainty | Cash inflow Certainty
3 equivalent < equivalent
l 3,60,000 0.9 6,00,000 0.8
2 6,00,000 0.8 8,40,000 0.7
3 8,40,000 0.7 . 10,80,000 0.6
Present value of T | at 7% rate :
Year 0 1 2 3
Present value 1 0.935 | 0.873 | 0.816
Determine :

Which project should be aceepted ?

(B) From the following data, state which project is better :
| Project % ) ‘v’ ()
' Initial Investment 60,000 60,000
Cash Flows : ) 3
Year | 24,000 30,000
2 24,000 36,000
3 12,000 18,000

Riskless discount rate is 5%, project — ‘x’ is less risky as compared to project —
'y’. The management considers risk rate at 7% and 10% respectively for project —
% & ‘y’ for discounting the cash inflow.

The present value factor of ¥ 1 are as follows :

Year 1 . 3

5% 0.952 0907 0.864
12% 0.893 0.797 0.712
15% 0.870 0.756 0.658

(C)  Explain Decision Tree Approach.

(D) Explain effect of Inflation on Capital Budgeting Decision with example.
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3. Calculate missing figures in following table for Zeel Ltd. : 14
Particulars Division — A | Division — B | Division - C

Sales (%) 2,88,000 3,60,000 4,80,000
Operating Assets (3) 1,44,000 (7 2,40,000

- Operating Profit () (7) 1,20,000 (7
Rate of Return on Investment (%) 15% 12.5% 20%
Minimum Rate of Return (%) 10% M (?)

' Residual Income (%) (7) 24,000 Nil

OR
3. (A) Explain various centers of Responsibility Accounting. 7
(B) Divisions ‘M’ and ‘N’ are currently considering to invest in a new project. The
details are as under : 7
Particulars Division — ‘M’ | Division — ‘N’

Initial Investment () 6,00,000 8,80,000

Net Annual Return (%) 93,600 1,20,000

Target Return on Investment (%) 18% 12%
Company’s cost of capital is 15%. Should the projeet be accepted ? Explain your
answer on the basis of Return on Investment and Residual Income.

4.  Hetavi Ltd. fixes the inter-divisional transfer price for.its product on the basis of cost
plus a return on investment in the division." The budget for division ‘A’ for the year
2024-25 is as under : 14

Particulars L4
Fixed Assets 3,90,000
Current Assets (other than debtors) 2,34,000
Debtors 1,56,000
Annual fixed cost of the Division — ‘A’ 6,24,000
Variable cost per unit of product 10
Budgeted sales volume 3,12,000 units per year.
Desired rate of return on.investment 22%.
Determine the transfer price for Division — ‘A’.
If the sales volume (in units) can be increased by 18%, what will be the impact on
transfer price ?
OR

4. (A) Explain International Transfer Pricing. 7
(B) What is Transfer Pricing ? Explain objectives of Transfer Pricing. 7

5. Choose the correct option : (Any Seven) 14
(1) Depreciation is included in cost in case of -

(a) Accounting rate of return method
(b) IRR method
(¢) Pay-back method
(d) None of the above
AE-105 7 P.T.O.



(2)

(3)

(4)

(3)

(6)

(7)

(8)

(9)

(10)

(11)

(12)
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Which formula is used to calculate the present value ?

E E
@ Gy ®) Gy
(c) R fn)’ (d) None of the above
The basic purpose of Responsibility Accounting System is:
(a) Variance Analysis (b) Budgeting
(c) Authority (d) Motivation
Popular method of transfer pricing 1s
(a) Market based pricing (b) Cost based pricing
(c) Negotiated pricing (d) Opportunity cost pricing
Which pricing method is useful when the selling division is operating below
capacity ?
(a) Standard Cost (b) Variable Cost
(¢) Actual Full Cost (d) None of the above
To take capital budgeting decision is decision.
(a) Present (b) Future
(c) Past (d) None of the above
In which method discounted factor is highly necessary ?
(a) Payback period (b)  Net present value
(c) Earning per share (d) None of these

Responsibility Accounting is a part of
(a) External Reporting System (b) Internal Reporting System

(c) Corporate Reporting System (d) None of these
‘A’ Ltd. wants to install a machine costing ¥ 9,60,000. It will earn an annual

profit of ¥ 1,50,000 after charging depreciation at 10% p.a. Tax rate 1s 50%. What
should be the pay=back period from the following ?

(a) S years (b) 6.4 years

(¢) 5.6l years (d) None of the above

When the cost and revenue change at different rates of inflation, it is known as
(a) General Inflation (b) Synchronized Inflation

(¢) . Differential Inflation (d) Specific Inflation

Transfer pricing is concerned with
(a) _Intra-divisions of an organization

(b) Inter-organisational transfer

(¢) Both of the above

(d) None of the above

Out of two mutual exclusive projects, which project will be selected ?
(a) Whose coefficient of variation is lowest.

(b) Whose coefficient of variation is equal to WACC.

(¢) Whose coefficient of variation 1s equal to IRR.

(d) Whose coefficient of variation is highest.




