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COM 1 C05r(ACCoUNTING FOR BUSINESS oECISIONS)

SECTION-A

Ans,/eranv Four queslions in lhis sectlon'

Eac r quesiLon carrles 1 mark ior Part (a)' 3 marks

1.

2. a)
b)
c)

t i"",*,**i-::c9q.j-T T loo ooo

z \ loo ooo

3 150 000
r50.000 I

zso ooo

:r what rs cost ol caPita t", i: or" n a" o ':. ".' 
,r.ro s 1 .' oara nre l_ccoc o_ op dl

" ,,'; ;:p;";:,; a.pso as'oopdc"

; ;; ' ,"ti'. c*,'a- scaoiara e F" 2000 orp rerl '
.osl of Drele ence share caPita

' i".' -i '",'." r'r- odvs a rd( al -0oo'o-prredror a\'os'

."i" 
" " 

lO -ra D soro ar c- 00 wlr a cO" ovd" o d-d a

ied'elrptlon prlce ol ns l t o il lhe cornpany redeems in 5 vears'

Whal Ls cao|ta bLrdqeling?
i"1" n 1n" 61"" "i "rrcs olcaprk bJdgetrrg oe^'io"s

ainllnr"J c"'"p""v is 
"onsidering 

invesung in a projed lhal costs

o. soo ooo.: n. r 
',1 

or '." p,olecr '" 5 v"a s ard as imdred 'a\age
," ,"1"0.j1, .L I ';'. -"o on'oarr r""s sra qrt ra aep pc ar on

o.o oroposeo o'o Acr rds e"l11"o 'ao t " 'o'o*'

t\4a.( N4arls : 60

lor Pad (b) and 5 marks
(4 x 9=36)



(21
lllt fllll llt fl ffi [K19P 1472

3. a)
b)
c)

Delemine lh,A following:
i) Pay back period

iiD NVP @ 15%
iv) Gross prcfjtabilily index @15%
PV factors al 15% D.a.

Whal is sensilivily ana ysis?
Explain ihe reiation belween rlsk and return.
S Ltd. has Rs.10,00,000 al ocaied for capllal budgeilng purposes. The
tollowlng proposals and ascenained prolilabilily index have been

1

2
3

5
6

3,00,000
1,50,000
3,50,000
4,50,000
2,00,000
4,00,000

'1.22

0.95
1.20
1 .18
1.20
1.05

Which oJ the above investmenls shoud be taken? Assurne lhat lhe
projects are lndivisible and lhere no allemalives forcaplta budgellng.

4. a)

b)

c)

Whal is capital ralloning?

Whal is Zero Base Budqeling? Slale its advantages.

The budgeted expense Jor produclion ol 10,000 units ln a
manulacluring company aro given b€low. From lhe informalion
prepare a budget for ihe produclion of :

l) 8000 unils and

ii) 6000 unils, Assume ihal adminlstralion expenses are lixed for
all evels ol production.



llll lllllI| llll t fi Nfl lM[l K19P 1472

The equiiy shares ol rhe company are quored at Rs.102 and ihe
company is expecled to declare a dlvidend of Rs.g pershare for2007.
The conipany has registered adividend groMh of 5%which is expecled

i) Assumelherax raleapp icalion to the company ai 50%, catculale
the weighted average cost of capilal, siate your assumplions if
anv,

Malerial

Fixed overheads (Rs. 1,00,000)
Varlable overheads (direcl)
Selling expenses (10% Jjxed)
Admin strative expenses (Rs. 50,000)
Dlst bution expenses (20% llxed)

70
25
2A
10
5
13
5
7

(3)

5, a) Whal is environment accou nling?
b) Whal is a budgel manualand menlion ihe imponantmatlers dealt in a

budgel manual.
c) What is responslbility accountjng? And whatare its benelils?

6, a) Whal is management accounling?
b) Dislinguish belween performance budgeling and tradilional

budgeting.
c) BrieJly explain conlrol and budgeted raios.

sEcTtoN-a
AnswertheTwo queslions in this section. Each qlesiion carries 12marks,

(2x12=24)
7. a) M/s Albert & Co. hasthe lolowing caplial structure as on 31d December

2007.

9% prelerence shares
Equlty shares-5000 of Bs.l00 each.
TOTAI

3,00,000
2,00,000
5,00,000
10,00,000
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Whal are the pre-requisiles for
lf e company ? Also explain the

b)

a) Whal is responsibl ity accounling?
lnlroducing responsiblllly accounl ng
various cosi cenires in th s regad-

(4)

ii) Assur.ethatthe cornpany raise additonal lerm ioans at 12%ior
Rs. 5,00 000 to finance an expafs on, ca culate lhe revlsed
weighied cost ofcapilal. The company's assessmefl is that lwill
be in a posiuon to ncrease the dlvidend lrom Bs.g per share io
Rs.10 per share, bul business risk associated wlrh the financing
may bring down the market price from Fs.10210 Rs.96 pershare.

(oF)
b) A company is considering lhe purchase of tlvo machines with the

following details.
Mach ne 1 l achlre 2

Llfe (estimaled)
Capita cosl
Nel cash I ow:

3d year

3 years
Rs.10,000

8000
6000
4000

3 years
Rs.10,000

2000
7000
10,000

YoLr are reqllred lo suggesiwhiclr machl're should be preferred us ng
i) Pay back peiod method
ii) Dlscounled cash flow melhod (uslng 10% discounl lactor)

8.

(oR)
and modliled IRB fonn thelo owing cash llows at 10%

CEAT
0
1

2
3

5

-90,000
20,000
25,000
2l,ooo
30,000
35,000


