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1. Ansrryer any txu questions:

(a) Define Managernent Accounting. Sute ttnee points

of diftrtnce betwe€n N'Ianagernent Accounting ad
Finarcial Accourning. 2+3

@) Do you consider the net present value method

(NPD as a rational method for prcject selection?

Pr,ovide reasons to sufort your answer. How does

profitability index (PI) crircrion supersede net

pesent value criterion? 3+2

(c) Wtrx do pu urder$ad by c4itul budgding ufer
risk and uncertaintf Briefly explain Markowie's

5x2=10
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(2)
Mean-Variance Rule for capital brdgeting under

cordition of risk md rurcertainty. 2+3

2. Answer {ty one qrrsion : l0x I =10

(a) Jupiter Company is considering a replacement

proposal of one of its old machines. The old

machine was purchased two years back at

Rs. 6,50,000. Tax-allowable depreciation was

Rs. 1,30,000 per year for five years. The current

market value of this machine is Rs. 330,000. Ary
loss incurred on sale of old machine can be

anrortized in the par of sale only.

The rrcw machine being considered would price

Rs. 14,00,000 !o pucttase, ad rcquirc Rs. 40,000

for stripping and Rs. 20,000 for installation. The

e$fuff[ed €comrnic Iife of the rpw rnachine is trce
yeas. Tlx-allowable depreciation is Rs. 6,00,000

per year for the first two years and remaining in

the third year, with no salvage value. If the new

machine is purcbased, the investment in accounts

receivable, inventory and accounts payable are

exp€cted to inq€ase by Rs. 90,000, Rs' 1J0,000,

and Rs. 1,50,000 resp€ctively. The before-tax

net operating cash inflow is estimated as

Rs. 12,00,m0 per year for the next three years

with tlrc old machine and Rs. 14J0,000 per year

for the m<t ttrrce pas with tbe rcw rndrirp. The

corporafe bx nE ls 25o/o.



(3 )

O Calculde ltrc initial investrnent associated with

the pT oposed replacernent decision

(n) Compute the NPV of the replacernent project

as$nning a discotrfi rde of 1(P/o rd comrrient

whether the replacement proposal is

accePtable. 2+8

(b) Sdish O'rl Company owns a drilling rig[t from fte

Government of India in a given area and has lpo

possibilities: either to drill with the hope of frding

o , or to sell is &illing rights to amdter comp@y'

Sr4pose that the company estimates the probability

of finding oil (success) 0.55 and tlre probability of

a dry hole (failure) 0.45. Assume that the drilling

cost is Rs. 14,00,000/-, so that in the case of

fiilue, the company loses this srnL btt in case of

striking oil, the company will eam a net prcsent

value of Rs. 36,m,000. (afrer d€ductirg ttrc dri[ing

and otlrcr cost)

The oil company initially is facd with a decision

problern, whether or not to make a seismic test'

Assume that this test costs Rs. 4,00'000 and therc

is an equal p,robability that the test will succeed or

tu\

Denoting a successful test as 'T.' and an

unsuccessful test 'Tr', striking oil as 'S' and not

sriking oil as 'F', the probability of sriking oil

P.T.O.
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(4 )

glren $rr the test ucceeds ie. P(VT) is 90/o' The

probability of not finding oil even though tlrc test-

succeeds P Gff") is 10%. The probability of a

success in finding oil althouSh the tesl is frilurc P

(S/T) is 2ff/o al rtr g'obability of not firding oil

when tlre lsst fiils; P(F/T) is 80/o

The company can sell the drilling rights, b* the price

rcaliad dep€nds on is timing :

(A) If th" company decides not to wry out the seisnic

test, it cm sell the drilting right fn Rs' 12'00'000/-

(B) If the company decides to sell the drilling rights

after it carries out the test, the price will be

Rs. 24,00,0004 if the test rcsult is a success, but

if tbe test feils tlre firm can sell it on a corrcrxsion

for onlY Rs. 6,00,000/-.

(Note thd if the fimr carries orn the seismic test

ary price would be decreased by the cost of the

test, which is Rs.4'00O00/-)

Requied :

@ Draw a decision tree which depicts the

sequence of drcisions ufiich follows ft'un lhc

initial decision whether to make the seismic

test or not

CO What is the optimal decision using the

rna,rimrmNPv ctitrrim? l0



(s)
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3. Answer any tru questions: 5x2=10

(a) What is Responsibility Accounting? State its

assurytions 2+3

(b) Briefly discus any two transf€r picing me0pds.

(c) Discuss, in brief, the direct and indirect costs of
banlmptcy.

4. Answer any oze question: l0*1

(a) Zenith Ltd has a ryslern of assessnrent of divisional

performance on the basis of residual income and

it bas two divisiurs - Zil erdZxxrl.7.q bas amual

capaclty to manufactur€ 15,00,m0 numbers of a
special component that it sells to outside

customers, but has idle capacity. The budgeted

residual income of Z.al's Rs. 120,00,000 while

that ofZen is Rs. 1,00,00,000.

Other relevant details extracted trom tlre budget of
Z.a for the cun€nt year are as follows.

v-31/46 - 100
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I I

iCoc of caPital : 12%

Z.al lnas jus received a specid order for which it

rEqufu€s compon€nts similar to tbe ones ma& by Trrt'

Fully aware of tlre idle c+"city of 7'ert' Zml has askd

Zen to quote for manufacture and supply of 3'00,000

numbers of the components with a slight modification

duing the fuat processing. 7En arf, Z.aJ ryrc' lhat ftis

will involve an extra variable cost of Rs' 5 per unit'

Calculate tlre traosfer price which Zen strould quote to

Zal lD r:frwe its bulggted residul income'

O) Write short notes on :

O Residual Income Method

(O Responsibility C€d€s

GD Arrn's L€ngft Pticing

Crv) Reasons for corporate siclness

Intemel Asscssmcnt : 10 nrrl<s

2%x4:10

(6)
Particulan Units / Rs.

Sales (ottrside customers) 12,00,000 units @ Rs.l80
per unit

Variable cos Per unit Rs. 160

Divisi@l fix€d cos Rs. E0,00,000

Capital employed Rs.7,50,00,000


