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Note: 

1. The paper is divided into TWO Sections: SECTION-A and SECTION-B. 

2. There are five questions in SECTION-A.  You are required to attempt ANY THREE. 

3. All the questions of SECTION-B (Case Study) are compulsory.

SECTION-A (20 Marks each)

1. 
(a) 
“A sound   decision   would   be   impossible   without   using relevant data from financial 
records of a firm”. Explain the statement with suitable examples 
         (10 Marks)
 
(b) 
Write an explanatory note on Indian Financial System. 


         (10 Marks)
2. 
(a) 
Explain   the   accounting   convention of ‘cost, conservatism and matching’ and highlight 
the effect of their violation on profitability of the organization 

           (6 Marks)
(b) 
Following ratios have been calculated and reported for three firms: 

	Ratios
	Firm ‘X’
	Firm ‘Y’
	Firm ‘Z’

	Current Ratio
	2:1
	3:1
	4:1

	Acid Test Ratio
	1:1
	2:1
	1:1

	Debt Service Coverage Ratio
	12 times
	10 times
	15 times

	Inventory Turnover
	5 times
	6 times
	7 times

	Debtors’ Turnover
	7 times
	5 times
	6 times

	Creditors’ Turnover
	4 times
	5 times
	3 times

	Fixed Assets’ Turnover 
	10 times
	12 times
	8 times

	Net Profit Margin
	11%
	12%
	13%

	Investment Turnover
	5 times
	4 times
	5 times

	Current Market Price per share  Rs.
	100
	120
	90

	EPS
	Rs. 2
	Rs. 3
	Rs. 4

	D/E Ratio
	3:2
	2:3
	5:7


Comment on the financial health of these firms from the point of view of any three stakeholders. You may calculate some more ratios from the given data if needed.        (14 marks) 
3. (a) 
It   is   said   that  “the trail Balance is a proof of mathematical accuracy of the accounts”.  

Comment on this statement. 





         (10 marks)

 
(b) 
Following select information is available in respect of a firm:
	Details of Heads of Account
	Previous 
Year
	Current
Year

	Balance in P&L Account
	10,000
	25,000

	General Reserve
	11,000
	20,000

	Accumulated Depreciation 
	25,000
	45,000

	Provision for taxes
	55,000
	40,000

	Provision for dividends 
	13,000
	15,000


Based on the above data, calculate funds the firm has generated from business operation, as applicable in funds flow statement 


         (10 Marks)

4. 
(a) 
From the following information, calculate the missing figures and write a detailed report 
on variances. ‘A’ stands for Adverse and ‘F’ for favorable: 


	Overall Cost Variance





	20,000 (A)

	Material Variance





	5,000 (A)

	Material Price Variance




	8,000 (F)

	Material Usage Variance




	?

	Material Mix Variance




	3,000 (F)

	Material Yield Variance




	?

	Labour Variance





	8,000(F)

	Labour Time Variance




	6,000 (A)

	Labour Rate Variance




	?

	Labour Efficiency Variance




	5,000 (F)

	Labour Mix Variance





	?

	You may assume any other data if necessary for interpretation of results and explain your assumptions



(15 Marks)
 
(b) 
A   share   is   currently   being   traded  at Rs. 40, dividend per share was Rs 4.00 which is 
expected to grow @ 5% per annum. Calculate the cost of capital to the company. Explain the condition(s) under which an investor would be willing to buy this share. 
(05 Marks)
 5. 
(a) 
Cost and revenue data of a firm is given below:
	Details
	Products ‘M’
	Products ‘N’
	Products ‘O’

	Per units sales price
	30.00
	20.00
	50.00

	Per units variable cost
	15.00
	10.00
	40.00

	Current Fixed cost 
	Rs. 3,50,000


Current level of sales is Rs. 10,00,000. Firm is contemplating to replace the product ‘O’ with Product ‘P’. This new product can be sold at rupees 70.00 per unit and its variable cost would be Rs. 50.00. Fixed cost may change to Rs. 3,75,000. If the market conditions are not very encouraging and the scenario may continue for some more time, should the firm replace or not? Justify your answer with calculations                              (15 Marks) 

(b) 
Write a short note on “Budget as a Basis for Planning and Control.”                      (5 marks)
SECTION-B (40 Marks)

Case Study (Compulsory)

Consider the following data with respect to three projects: 

	Details
	Project ‘X’
	Project ‘Y’
	Project ‘Z’

	Gross outflows
	10,00,000
	10,00,000
	10,00,000

	Subsidy from government 
	10% in 1st Yr
	20% in 5th Yr 
	No subsidy 

	Gross inflows in year 1
	3,00,000
	2,50,000
	5,00,000

	Gross inflows in year 2
	4,00,000
	3,50,000
	4,00,000

	Gross inflows in year 3
	5,00,000
	4,00,000
	4,00,000

	Gross inflows in year 4
	2,50,000
	5,00,000
	3,00,000

	Gross inflows in year 5
	1,50,000
	1,50,000
	3,00,000

	Yearly Depreciation 
	60,000
	60,000
	60,000

	Taxes 
	40%
	40%
	40%

	Working capital recovery 
	2,00,000
	2,00,000
	2,00,000


6. 
Case Questions: Based on the above data, calculate the relevant inflows and out flows and then;

(a) 
Calculate Payback Period (PBP) of all the three Projects                                         (15 marks)

(b) 
Find out PV of any one Project of your choice using 10% discounting rate. PV of
rupees 1 at 10% discounting rate from 1 to 5 years are 0.909, 0.826, 0.751, 0.683 and
0.621 . 







                        (10 marks) 

(c) 
If you were to calculate IRR of one of these projects, write down the steps you would
have followed and also discuss the limitations with which this method suffers from.

         (10 marks)
(d) 
Based on the data given above, discuss the limitations of Payback Period Method of
project appraisal. 






            (5 marks) 
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