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l. Answer any rra,o ofthe following questions:

(a) *ModemdevelopmentofM*.g"-"of' 2

Accormting reflects the evolving needs

(Tun o',ci)



( 2)

of business in a dynamic and competitive

environment". In the light ofthe above

statement, briefly state some ofthe key

advancemenB inManagementAccor.rnting'

(6) Suppose a firm is facing a capital rationing

situation and is evaluating nine projects

with the following characteristics :
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(3)

The budget constraint to the firm for the
first year is Rs. I 45 lakh and in the second
year is Rs. 165 lakh. The following
project interdependencies exist :

I . Project I and 2 are mutually exclusive ;

2. Out ofthe set ofprojects 4, 5 and 6

at least two must be accepted ;

3. Project 9 cannot be accepted unless
projects 4 artd6 are accepted ;

4. Projects 8 and 9 are complementary.
Ifbothare accepted together, the
total cash outflows will be less by
5oZ, whereas the NPV will be more
by r0%.

(, Develop an integer linear
programming formulation for the

above problem.

(ii) Rewrite the formulationin'Lingo'
format. ,l --r l'z' 'z
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('1 )

(c) With thc help of a suitable diagram,

demonstrate when NPV and IRR method

may give contradictory result in case of
ranking of two Projects'

2. Answer rryoneofthe followingquestioni, , ,
'(a) Delta Corporation is considering an

invesment proposal (the Delta Project)'

to expand one of its product lines' The

project is planned to start at the beginning

ofthe year 2025. Initial capital outlay of
' 

the project is Rs. 1 5,00,000. The economic

life ofthe project is estimated as six years' 
.

The level ofworking c4ital requirements

for the project in different years is

tabulatedbelow.

Yor 0 I 2 1 4 5 6
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(s)

Forecasted profit from the projectbeforc

depreciation and taxes are :

Assume that the comPany charges

depreciation on its assets on straight line

basis, the corPorate tax rate is 25%o alrid

the marginal cost of capitzl is 12%o.

Evaluate the acceptability ofthe project

by computing NPV. (Ignore scrap value

ofthe assets, ifany)

(b) (, What do you understand by capital

budgetingunderriskand uncertainty ?

Compare between risk-adjusted

discount apProach (RADR) and

certainty equivalent (CE) approach

of capital budgeting under risk and

uncertainty.

Yerr I ,,
3 4 5 6

EBDIT 32s,000 3,50,000 3,90,000 525,000 4,75,000 460,0m
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( 6)

(li) A company is going to manufacture

a new product and for this purpose

it is considering to purchase one of
the two sophisticated machines. The

cost ofeach machine is Rs. 8,00,000.

The machines are expected to

provide benefits over a period of
fouryears afterwhich the seller of
the machines has promised to buy

back the same at Rs. 1,00,000. The

company normally uses certainty

equivalent approach to evaluate the

risky projects. The company's risk

adjusted discount rate is 160Z and

the risk free rate is 8o%.

The expected net cash inflows after

taxes (CFAI) with their respective

certainty equivalents (CE) are as

under:
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(7 )

Which machine, if either, should the company

purchase? (2+3)+5

PAPER _ COM-305AF.2
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3. Answer any fwo questions from the following:
5x2

(a) Write the seven causes of financial health

deterioration of a company as posited

byMitroff(2001).

MachineBMachineA

CECFATCEYear CFAT

0.90.8 2,80,0004,00,000I
0.84,60,0000.72 4,00,000

0.73,40,0004,00,000 0.63

0.43,20,0000.54 4 00 000

I
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(t)

(b) PQR company has three divisions. The

following informaion is given below :

Required:

(, Supply the missing data in the table

above and suilunarise the results.

(ir) Cmrment ontherelative perfomunce

ofeach division.

Particutars DivisionP DivisionQ DivisimR

Sales (Rs.) 5,00,000 (d) (e)

Operaingincop
(Rs.) 25,000 30,000 (h)

Operating assets

(Rs.) 1,00,000 (e) 2,50,000

TumoverRatio
(Times) (a) (f) 0.4

Marsin
ROI

o) O.4o/o 5o/o

(c) 2o/o (i)
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(e)

(c) Write notes on :

(r) Negotiated transferprices

(dl) Market-basedtransferprices.

Answer any oze from the following question :

(a) Division R is a profit centre *ni# t I
produces three products A, B and C.
Eachproducthas an extemal markel The
details are as follows :

Product B can be transferred to Division
S, but the maximum quantitythatmightbe
required for transfer is 300 units ofB.

Prrticuhrs A B C
Extemal market price per

utrit (Rs.) 48 46 40
Vuiable cost of production

indivision R(Rs) 33 24 28
Iabour hours required per
mit in division R (Rs.) 3 4 )
lvlaximrm extemal sales 800 units 500mits 300 units
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( 10)

Instead of receiving transfers ofProduct B

from DivisionR, DvisionS could buy similar

product in the open market at a slightly cheaper

price ofRs. 45 per unit.
What should be the transfer price for each

unit of B, if the total labour hours available

inDivisionRare:

(,) 3800 hours and

(ri) 5600hours?

(b) Write short notes on :

(r) ResponsibilityAccounting

(ii) Merton's market-based model for
assessing corporate distress risk.
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6+4

5 x2
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