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1.  The following two alternatives are present before Sodam Ltd. for investment in new
roject. The company expects 10% return on its investment and the rate of tax is 50%. 14
Particulars Project A Project B
3 3
Initial investment 1,20,000 1,20,000
Scrap value 20,000 20,000
Estimated Life 5 Years 5 Years
Profit Before depreciation :
Year— 1 40,000 30,000
Year —2 50,000 40,000
Year — 3 60,000 50,000
Year—4 40,000 60,000
Year — 5 30,000 50,000
The present value factor of X 1 at 10% discount rate per annum for the first five years are
as follows :
Year 1 2 3 4 5
P.V.ofR 1 @ 10% 0.909 0.826 0.751 0.683 0.621

Find the profitability of both the projects by following methods :

(1) Payback period

(2) Average rate of return

(3) Net present value
(4) Profitability index
OR

Ravi Ltd. is considering investing in a capital project which will cost ¥ 5,00,000. The

project will require an increase in the inventories and receivable of I 2,50,000. The
project will generate additional sales of I 5,00,000 per annum and will require cash

expenses of T 1,50,000 in each year of its 5 year life. Company is calculating
Depreciation on straight line method. The tax rate of the company is 50%.
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Find out Internal rate of return of this project. The present value factor of ¥ 1 at 20%
and 22% discount rate per annum for the first five years are as follows :

Year 1 2 3 4 5
P.V.of% 1 @ 20% 0.833 0.694 0.579 0.482 0.402
P.V.of% 1 @ 22% 0.820 0.672 0.551 0.451 0.370

2. Jyoti Limited is considering a proposal to buy one machine out of the two machine A
and B. An investment of ¥ 2,00,000 is required in each machine and useful life of each
machine is estimated at 5 years. The vendor of these machines has given a guarantee to
purchase each machine for ¥ 5,000 at the end of their useful life. The company uses
certainty-equivalent co-efficient approach to evaluate the risky projects. The risk
adjusted rate of discount is 16%, while the riskless discount rate is 10%.

Which machines should be purchased out of the following two machines ?

The present value of X 1 at 10% discount rate for five years are 0.909, 0.826, 0.751, 0.683
and 0.621 respectively :

Machine — A Machine — B

Year Cash Flow ) C.E. Cash Flow ) C.E.
1 1,20,000 0.8 80,000 0.9
2 1,20,000 0.7 1,60,000 0.8
3 1,20,000 0.6 1,40,000 0.7
4 1,20,000 0.5 1,00,000 0.6
5 1,20,000 0.4 1,20,000 0.5

OR

(A) State the advantages of decision tree.
(B) Explain the effect of inflation in the capital budgeting process with illustration.

3.  Division A and B of Ronik Limited are currently considering to invest in a new project.
Cost of capital of the company is 14%. Should the project be implemented ? Explain your
answer on the basis of Return on Investment and Residual Income. The details of the
Project are as under :

Particulars Division — A Division — B
3 3
Initial outlay 9,00,000 12,00,000
Net Annual operating profit 1,53,000 1,68,000
Target Return on investment 16% 16%
OR

(A) Process of implementation of effective Responsibility Accounting.
(B) Explain the types of Responsibility Centres.
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4. Ronak Limited fixes the inter-Divisional transfer price for its product on the basis of cost
plus return on investment in the division. The budget for Division-X for the year 2016-

17 is as under : 14
3
Fixed Assets 6,00,000
Current Assets 4,00,000
Annual Fixed Cost 7,00,000
Variable cost per unit 10
Annual budgeted sales (units) 2,00,000
Expected Rate of Return on investment 30%
Determine the transfer price of the product of division-X.
If the volume of sales is increased by 25% than what will be the impact on transfer price.
OR
(A) State the objectives of Transfer pricing. 7
(B) State the advantages and limitations of Dual pricing. 7
5. Select the appropriate answer : 14
(1)  Which of the following considers for project profitability ?
(a) Average rate of return (b) Payback period
(c) Payback reciprocal (d) Discounted cash flow
(2)  Which of the following is not a percentage ?
(a) Internal rate of return (b) Net present value
(c) Accounting rate of return  (d) Rate of Return on capital employed
(3) Viral Ltd. wants to install a machine costing ¥ 1,10,000. Its estimated life is
10 years. Its scrap value is ¥ 10,000. It will earn an annual profit of ¥ 20,000 before
tax @ 50%. What will be the payback period ?
(a) 3 years (b) 4 years
(c) 5.5 years (d) None of the above
(4)  Which of the following techniques are used to dealing with risk and uncertainty ?
(a) Risk adjusted discount rate
(b)  Sensitivity analysis
(c) Certainty equivalent co-efficient
(d) All of the above
(5) Which of the following is NPV ? If the present value factor of % 1 @ 10% discount
rate for first 3 years are 0.909, 0.826 and 0.751 respectively. Initial investment is
% 6,00,000 and annual cash flow is ¥ 3,00,000. Its estimated life is 3 years. Scrap
value is ¥ 60,000.
(a) %1,90,860 (b) 745,800
(c) 7,90,860 (d) None of the above
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Which of the following is the formula for calculating certainty equivalent
coefficient ?

(a) Risky cash flow / Risk less cash flow

(b) Risk less cash flow / Risky cash flow

(¢) Risky cash flow x Risk less cash flow

(d) None of the above

Which of the following is the formula for calculating Return on Investment ?
(a) PBT/ Investment x 100

(b) PAT /Investment x 100

(¢) Operating profit / Investment x 100

(d) None of the above

Which of the following is not a characteristic of decision tree ?

(a) Several alternatives emerge out of a main problem of business decision.
(b) Different alternatives are presented for implementation of the main decision.

(c) The final result in its monetary terms is presented for each of these
alternatives.

(d) None of the above

Which of the following is the formula for calculating residual income ?
(a) Operating profit — cost of capital

(b) Profit before tax — cost of capital

(c) Profit after tax — cost of capital

(d) None of the above

Which of the following is not a cost base transfer pricing method ?

(a) Total cost method (b) Market price method

(c) Variable cost method (d) None of the above

Under which method of pricing two separate transfer pricing methods are used ?
(a) Negotiable transfer pricing method

(b) Market price method

(¢) Dual pricing method

(d) None of the above

Which of the following is responsibility centres ?

(a) Cost centres (b) Profit centres

(c) Investment centres (d) All of the above

Which of the following is divisional performance evaluation measurement ?
(a) Rate of Return on investment

(b) Rate of Return on capital employed

(c) Residual income

(d) All of the above

Which of the following is the cost base transfer pricing method ?

(a) Total cost method (b) Marginal cost method
(c) Cost plus method (d) All of the above
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