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Retained earning ~ 105,000
1,530,000  2,010000 . 1,530,000 2,010,000
Required: Cash flow statement using direct method to show
{a) Cash from operating activities
(b) Cash frominvesting activities | o
(c) Cash from financing activities _ [6+3+4+2=15]

. Ans: (2) Rs, 2,85,000 (b) Rs, (4,05,000) (c) Rs. 1,50,000
-

The comparative Balance Sheet and Income Statement have been given below:
Liabilities Year3Rs. Year4Rs. Asseis Year3Rs. Year4Rs.

Share capital -+ 200,000 300,000 Plant & machinery 300,000 500,000
Share premium . 100,000 150,000  Investment 150,000 100,000
General resarve 194,400 348,400 Book debts . 240,000 210,000
Debentures™ 300,000 200,000 Inventory 150,000 160,000
Bank loan 70,000 120,000 Expenses prapaid 7,500 6,500
Creditors = 50,000 40,000 Cash and bank 200,000 340,300
= | Provision for tax, 54,000 60,000 .
- | Outstanding expenses 9,100 12,400 . * .
Depreciation fund 70,000 85,000 : . :
: 1 047 500 1,316,800 1,047,500 1,316,800
lncome Statement for the year 4 .
Rs. Rs.
Sales revenue : 0 1,200,000
Less: Cost of goods sold ¥ =
Opening inventory - 150,000
Add: Purchases o 400,000
Less: Closing inventory = : (160,000)
Add: Wages 200,000 590,000
Gross profit : 610,000
Less: Operating expenses : 3 E
General expenses . ! - 300,000
Interest p 30,000
Depreciation oy 4y 35,000
Premium on redemption of debenﬁJras 15,000
Provision for tax ‘ . 40,000 420,000
Add: Gain on sales of machinery ) = 180,000
(Cost Rs. 100,000. Accﬂmulated depreciation 20,000) d 10,000
. 200,000
Less: Loss on salé of mvestmm : \ : 5,000
Net incomie 195,000
Required: Cash fiow statement (apply direct method) shomng cash from+(a) Operating
activities (b) Investing activities (c) Financing activities . 2=15]

Ans: CFOA = Rs. 260,300; CFIA = Rs. (165,000); 'A=.Rs. 45,000

17. 2066 Q.No. 1§

The Income Statement and the Balance Sheets of lhe company are given below:

Income Statement o
Parﬂculars i : ) Rs.
“Sales revenue = ‘ 1,200,000
Less: Cost of goods sold - 700,000
Gross profit > ~ 500,000
Less: Operating expensas i
Depreciation 160,000
Other operating expenses t 200,000
Premium on redemption of debenture - = 20,000 380,000
Net profit before other income 120,000
Add: Profit on sale of plant (Book value, 40;000) 20,000
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. ' ~140,000
Less: Dividend paid ST . " 40,000
Retained profit - : 100,000
Comparative Balance Sheet =T
L‘zﬂg“ Year2Rs. Year1Rs. °  Assets Year2Rs. Year{Rs.
Share capital 1200000 1,000000  Piant 1,600,000 1,200,000
Share premium  120,000. 100,000 Inventories . 200,000 100,000
10% debentures ~ 100,000 200,000  Account 200,000 300,000
Bills payable ~ * 80,000 100,000  receivable 100,000 200,000
Accounts 300,000 200,000 Cash
payable 300,000 - 200,000 :
" Retaired -
. . | eaming . X
2,100,000 1,800,000 2,100,000 1,800,000
Required: Cash flow statement showing: i
1. Cash from operafing'activities. E

2. Cash from investing activities. 1

3. Cash from financing aetivities'and . )

4. Cash balanoe. - ] [6+3+4+2=15]
Ans: (1) Rs. 3,80,000 (2) (Rs. 5.40,000) (3) Rs. 60,000 (4) Rs. 1,00,000

[7_ErFFEcTs OF DEPRECIATION JN# Wﬂcw. srhrst:ﬂf- O

[Theoretical Questions
* In about five to seven effective sentences, give resons for changes in profit position, because
of changes in depreciaticn policy. : g [5]

: '
Deprecna:son Fund Method provides sufficient fund’aithe-time of replacement need of Fixed

Assets." Comment the statement in 7 to 10 sentences. [5]
B._2057 (Cancelled) Q.No.7 OR] - . 2
Bneﬂy expiam the sum of the years' digit method of chargmg depreciation. 1 4]

-
Wha: is depraciatlon? Write with example rhe machine hour rate of changing depreciation on

machine. ' [2+3=5]

. Define deprecuation Write in short about the reasons for depreciating fixed. assets: [2+3=5]
Write a short note on s«traight-line method of depreciation and its advantages. [2+3]

'

Write in bnaf about the difierant factors, which should be considered for calculating
clepracaatlon [5]
2064 Q.No
State in brief the meaning of sum-o! lhe-year's Digit method of depreciation and also write how
the depreciation amount is determmed under this method, ; [3+2] -

§
?

What is deraclatmn? Explam briefly. the annunty method of depreciation. [2+3]

Numerical Pr ms

i
The fo!iowmg are the parhculafs relatlng fo the machlnery accounts.
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i. Purchase 5 machines at Rs.50000 each
fi. Date of purchase Baisakh 1.20x1 3
fi. Depreciation applied Fixed instaliment of 20% p.a.
iv. Salvage value Rs.10000 each (book value)
v. - Scrapped .. One machine realizing Rs.30000 on the last day of Chaitra 20x3 -
vi. Accountsclosedon . The last day of Chaitra of every year.
Required: Machinery for 20x3 : =
L Ans: Balance = Rs. 104,000, Gain on sale = Rs. 4,000

'A machinery was purchased three years ago at a cost of Rs.500000: At that fime the life of the
- machine was estimated for 5 years and the company applied the diminishing balance method
of depreciation at the rate of 20%. At the beginning of 4th year the company decided to change
the depreciation method into fixed installment method to the book saivage of Rs.50,000. Write -
up Machinery Account for the remaining two year. . - [4+2=6)
\\ & "Ans: Depreciation adjustment =Rs.26,000
[{2- 2057 (Cancelled) G.No.8] ~
-A workshop acquiréd a property for 3 year under lease for Rs.125000 in the beginning of 2051.
The workshop management decided to purchase insurance policy for the same amount to get
sufficient fund for renewahof lease. The annual premium payable is Rs. 40,000. The policy
matured at the end of 3¢ year, : : :
Required: | :
i. Depreciation insurance golicy account
ii. Depreciation Reserve account; [3+3=6]
s 5 Ans: Gain=Rs.5,000

Afirm is purchased a plant costing Rs.90,000 that produces salvage.uaiue of Rs.10,000 after 3
year. The fitting charges incurred is R5:30,000. A sinking fund is Greated to replace the plant
after 3 year. The amount of depreciation isifvested in fhe purchase 8 securities that provides
5 percent interest. Calculations of interest afe.made to the nearest rupee. Sinking fund table
reveals that 0.317208 invested each year at 5 perpent\per annum will accumulate to As.1 after
3 year. The investment realized Rs.70,000 at the end of 3dyear.

Required: Sinking fund investment account for three year. [6]
Ans: Annual depreciation Rs.34892.88=Rs.34893 and Interest for 2nd year Rs.1744.65=Rs.1745

A company purchased plant at a cost of Rs.500,000 in the begifining of Year |. A portion of the
plant costing Rs.100000 was sold for Rs.70000 at the end of year Jil: The useful life of the plant .
is 5 years. The-company used siraight line method for charging depreciation. At the end of the
4% year company decided fo change the method of depreciation from straight line to
diminishing balance method at the rate of 15% applicable from the purchaseddate.

- Required: Machine account for 3 and 4" year. : : [3+3=5] -

Ans: Balance=Rs.2,08,802.5; Depreciation Adjustment Rs. 85,650 and Galn on sales=Rs.30,000
5. 2059 Q.No.8 ‘ == :

Plant account-of an industry has debit balance of Rs.340000 on 1.1.20x7.The plants were
purchased on 1.7.20x5. Depreciation of 10% per annum was charged on original cost.
The industry has sold a plant costing Rs.100,000 for Rs.72000 on 30.06.20x7. The industry has
been using Bickram Sambat Calendar year and decided to close the plant account of 20x7 by
applying written down value method of charging depreciation with retrospective effective from
1.7.20x5 using similar rate. i B

Required: Plant account for 20x7 and 20x8. s : [5+3=8]
Ans: Balance=Rs.2,07,765 and Loss on Sales=Rs.8,000; Depreciation Adjustment 1,500 (Dr.)

6. 2060 Q.No.8 )
Four machines of equal value were purchased by a mill ai a fotal cost of Rs. 400,000 on
1.1.20X1. The life of the machines was 10 years. One machine was sold for Rs. 70,000 on
. 30.6.20X3. Annual accounts were closed on Chaitra 31 of every year. SLM is adopted to
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deprecla:e the machines. The mill decided to close at machine account of 20X4 by ioﬂowzﬁﬁ
diminishing balance method charging”15% p.a. depreciation with retrospective effective from

the beginning date.

Required: Machines' account for the two years ending Chaitra 31, 20X4 [3+2=5]
Ans: Ad]usted Depreciation = Rs. 25,762. 50 and Loss on Sale - Rs. 5,000; Balance Rs. 15,601.87

A factory has purchased a p1an! costing Rs.. 275,000 on Balshak 1 of 20)(3 The plant will
become useless after 3 years of useful life with Rs. 25,000 as terminating value. The factory
has invested annual amount of depreciation in-the securities that has offered 5 percent per
annum interest. The investments :wére made in the nearest rupee only..The investments in
securities has realized Rs. 160,000 after 3 years. Sinking Fund Table explains that Rs. 0.3172
invested.annually at 5 percent per annum interest will realize Re. 1 after 3 years.

Required: 1. Sinking fund investment account.

2. Sinking fund account. * § : [4+4]
- Ans: Amount to be charged to P&L Alc Rs. 79,300
(b) Amount of Interest 20x4- Rs. 3965 and 20x5- Rs, 8128 (c) Los on investment Rs. 2565

The foilowmg informatlon are given:

1 Jan 2001: The firm_acquired a three years lease. fer Rs. 500,000 and decides tc
establish a depreciation fund for its replacement. Interest is expected to be

' eamed at 5%.

31 De¢ 2003: - The invesiments are sold for Rs. 510, 013.50

Additional information:

Sinking fund table shows that Rs. 0.3172 has to be mvested every year to ‘produce Re. 1 at the

end of three years at 5%.

_ Required: For the year 2001, 2002 and 2003: @ Depreciation fund investment accoun

@ Depreciation fund account @ Lease account [3+3+2
‘Ans: Annual depreciation Rs. 158,600; Profit on sale of lnvestment Rs. 184,883.50; Profit transferred tc
profit & loss accoum Rs. 1&4,51(

19. 2063 Q.No.g| ., .
A Company acquired a five-year lease for Rs. 400,000 and it was decided to depreciate the
lease by Annuity methed, calculating interest at 5% per annum. The annuity table shows tha
the annual amount required to wnte off Re. 1,in"5 years'at 5 percent per annum is Rs
0.230975.

Hequnred Leaseholci account and interest account for 5 yeam [5+3
Ans: Balance at end Rs. 92,380; Interest a/c at end Rs. 4,400

20. 2064 Q.No. 10 :
The m:echine account of a faciory has opening débit balance of Rs{'32,400 on 01 01.2062. The
factory-used written down value method of depreciation @ 10% p.a. on'the four machines o
equal value purchased on 01.01.2060. One machine was sold for Rs. 7,500 on"30.09.2062. /
new machine costing Rs. 20,000 was purchased on the next day.

The factory closed the machine account of -2062 by changing the original WDV method o
depreciation to straight-line method of depreciation with retrospective effect.
Required: Machme account for 2062 and 2063 . [6+2=8

Ans: Profit and loss alc = Rs. 300; Balance crd Rs. 35,501

A firm purd'nased a machine costing Rs. 100,000 on 1st Baishakh 2060. The useful life of the

machine is 3 years after which it is expected to have a salvage value of Rs. 20,000. The fim

" decided to invest the depreciation amount to eamn interest at 5% per annum. Rs. 0.31720

invested at 5% p.a. will give Re. 1 at the end of 3 years as per sinking fund table. At the end o
3rd year, the investments were sold for Rs. 55,000.

Requlred (a) Depreciation Fund Investment Account (b) Depreciation Fund Account [4+4
Ans: (a) Gain on sale of investment = Rs 2,977.89 (b) P/L alc Rs. 25,376.6
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22. 2066 Q.No. 10 i . . :

A company purchased four machines for Rs. 160,000 on 1-1-2063. The life of the machines
were estimated fo be 4 years. At the end of 4™ year, it was estimated to fefch Rs. 10,000 as the
residual velues of the machines. The company used WDV method of charging depreciation @
25% p.a. . :
One of the machines was sold for Rs. 10,000 on 30-12-2064.

* “"On 1-1-2065, the company decided to change the method of charging depreciation from WDV
method to straight line method charging the similar rate of depreciation with retrospective
effect. . : = .

Required: Maéhinery Account for 2063, 2064 and 2085. - [3+2+3]
Ans: Loss of sale Rs. 12,500; Balance c/d Rs .35,625; Adj. P/IL alc = Rs. 3,750 ~
8. PRICE LEVEL CHANGES
:

What are the benefits 8 applying current cost-accounting approach under price level change?
2. 2060 Q.No.d| : o i

Define holding gain and holding lossin monetary items with reference to inflation accounting. [2.5+2.5]
3. 2061 Q.No. ) .

Write in brief about the gearing @djustment in inflation accounting. {8l
4. 2062 Q.No.4 '

State the meaning of holding gain on monetary items. How is it ascertained? . [2+3]
5. 2063 Q.No.4]. ' . -

State the different advantages of current purchasing -powermethod. i [5]
6. 2066 Q.No. 4 i

-What do you mean by current purchasing power niethod? Write its advantages. [2+3]

Numerical Problems.

. 2055 Q.No.16 OF !
Following were the historical Cost(HC) based comparative Balance Sheets for the years ending
2052 & 2053 Income statement for the year ended Chaitra, 2053

' r HC based comparative Balance Sheets :
Liabilities .2052 2053 Asseis 2052 2053

Share Capital 50,000 50,000 Plantatcost 12,000  1,20,000
10% Debentures 20,000 35,000 Accumulated depreciation (48,000) (60,000)
Creditors 13,000 23000 Stock i 20,000 40,000
Proposed Dividend 6,000 8,000 Book Debt 5,000 18,000
Retained Eaming 12000 21,000 Cashé&Bank . 4,000 19,000
1,01,000 - 1,37,000 1,01,0000" _1437,000
HC based Income statement for the year ended Chaitra, 2053
Particulars ) Amount Amount
Sales 3 i i 1,44,000 |.
Less: Cost of Sales (Excluding Depreciation) . £ 1,11,500
Gross Profit . 32,500
Less: Depreciation (10% on Original cost) 12,000
Interest on Debenture i 3,500 15,500
Net Profit - 17,000
Add: Opening retained eaming - : 12,000 |
' : 29,000
Less: Dividend Proposed 8,000
Closing Retained Earning ) - 21,000
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Information to be considered =

Prices of plant have risen to 150% since their purchases (Instaflations) till 2052 & to 180% by
the end of 2053. T ; :

The cost of purchases increased by 20% during the year.

2052 Rs. . 2053 Rs.
The replacement price of stock was . 23332 42000
Required: : : S )

a. Amount of Depreciation Adjustment - : [1.5]
b. Amount of Cost of Sales Adjustment - . ‘ [1.5]
¢.  Amount of Monetary Working Capital Adjustment [1]
d.  Amount of Gearing Adjustment : (2
e. Increast Value of Assets (Including Inventory) - [1+1]
. Total Amount credited to Current Cost Accounting Reserve (CCAR) 2
g. Income Statement under current cost £ T ' [2]
h. Balance Sheet under current cost : [3]
Ans: 2. Rs. 24,000; b. Rs. 5,334 (appr.); c. (Rs. 1,216) nearly; d. Rs. 3,353 nearly;
€, (PLANT in 2052 = Rs. 36,000, 2053 = Rs. 48,000) and (INVENTORY in 2052=Rs.3,332,
2053=Rs.2,000) ; . Rs. 74,765; g. (Rs. 3,765); h. Total = Rs, 187,000

Foliowing were tfie HC based comparative Balance Sheets for the years ending 1995 & !996
HC based comparative Balance Sheets :

e

Liabilities 1995 1996 Assets 1995 1996
Share Capital 40,000 40,000 Fixed Assets 30,000 27,000
Loan 15,000 20,000 " Stock 20,000 28,000
Creditors 15,000 ), 20,000 Debtors 18,000 22,000
Reserves 8,000 12,000 Cash 10,000 15,000
Total 78,000 92000 Total 78,000 92,000

Additional information: ‘
» Fixed Assets were acquired when the priee index was 100. Price Index ion respect of them
was 150 at the end of 1996. The fixed assets are to be depreciated @ 10% on original

cost. : 1995 1996

= The replacement cost of stock was Rs.23,000 Rs.33,600

» Retail price index at the beginning of 1996 was™100 & at the end of 1996 it was 120.

Required: ,

I. Amount of additional depreciation to be charged to prafit & Loss Account. [2] -

ii.  Amount to be credited to Current Cost Account Reserve of Fixed Assets, - @

iii. Amount in respect of Cost of Sales Adjustment. [2

iv. Amount in respect of Monetary Working Capital Adjustment. [2

Ans: i. Rs. 1,500; ii. Rs. 13,500; iii. Rs:4,334 nearly; iv. Rs.466 nearly
9. 2057 {Cancelled) Q.No.16| : .

The following are the HC base balance sheets of N Lid for the year ending Year5 and Year 6
Liabilities Year5 Year6 Asseis Year'5 Year 6
Creditors 5,000 5,000 Cash 10,000 20,000
10% Loan 20,000 20,000 Account receivable 10,000 15,000
Share capital 55,000 55,000 Stock 15,000 10,000
Retained eaming — 5,000.- Land 20,000 20,000

£ Machinery & plant 25000 . 25,000
Less: Depreciation : (5,000
Total 80,000 85,000 Total -80,000 85,000

The price index was 100 at the end of the year 5, but it was increased to 200 at the end of year
6. The value”of fixed assets is iRcreased by Rs.45,000 and Rs.40,000in year 5 and year 6
respectively. The value of inventory and depreciation are increased by Rs.4,000 and Rs.5,000
respectively in year 6 only. : . i gl

Required: .

a. Cost of sales adjustments (COSA)

™
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b, Monetary working capital adjustment (MWCA)
c. Gearing adjustment {Ratio)

d. Amount to be adjusted to current cost adjustment (CCAR) [3+3+4+5=15]

Ans: a. Rs. 10,000; b. Rs. 5,000; c. 4.673%; d. Rs. 63,065

The Income Statement of a company for Chaitra 31 Years is given as under:

Particulars Amount Amount
Sales Revenue 1,02,000
Less: Cost of Goods Sold:
Opening Stock 15,000
Purchases 25.000 :
40,000 *
Less: Closing Stock 10,000 30,000
Gross Profit - 72,000
Less: General Expenses 65,000
(Including interest Rs.1000)
7,000
Add: “Net Profit 10,000
Retained Profit b/d 17,000
Additional Information: - Year 6
: ok Baisakh Chaitra
a. General price £ 125 225

b. Gearing Adjustment (amount)s given as Rs.1,650

¢. Depreciation Adjustment comesto Rs.2,500
d. MWCA comesfoRs.2000 ¢
Required: >
i. Cost of Sales Adjustment %
ii. Current Cost Profit & loss a/c

11. 2058 Q.No.11

[3+5=8)
Ans: it Rs, 8,223, ii. Rs.5,927

The historical cost income statement of a company-for the year end:ng, Cha:tra 31, 2056 is

given as follows:

Sales Revenues Rs.4,50,000

Less: Opening stock (50,000)

Less: Purchases (3,00,000)

Add: Closing stock = *180.000

Gross profit 1,80,000

Less: Operating Expenses (60.000}

Income before interest of Tax 1,20,000,_« _
Less: Income taxes (28,000 D 2
Less: Dividend - SO (30,000} P &
Retained profit for the year 62,000

Information about price index of the year:
Ending RP Index = 140
Required: Amount of price level gain or loss. -

Beginning RP Index = 120.
Average RP Index = 125
8
- - Ans: Loss = Rs. 1o,s[oc]|

The opening balance sheet and the income statement of current year of a company are given

below:
HC balance Sheet of a company at the beginning of the current year
Liabilities Amount Assets Amount
Sundry Creditors 38,000 Cashatbank 12,000
Expenses to be paid 7,000 Account receivable 18,000
Retained eaming 35,000 Prepaid expenses 5,000
Share capital 1,00,000 Inventory 25,000
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Plant & Machinery 2,00,000
> Acc. Depreciation (80,000)
Total : : 1,80,000 Total : 1,80,000
Income Statement of current year of a company
* Sales revenue B 5 Hs. 2,40,000
Less: Purchases - 1,10,000
Opening stock . 25,000 Rs. 1,35,000
Less: Closing stock 30,000 1.05.000
Gross Profit 1,35,000
Less: Operating Expenses ;
Salaries & wages 40,000 z
QOther expenses (Depreciation 20000) 52.000 92.000
Net Income ) : 43,000 »-
-Retained profit bid : . 000
Retained profit 78.000
During the year; the general price level rose evenly from 120 to 150. :
Required:
a. Price level gain/ loss amount
b. - Restated income statement under GPP method. [5+3=8]

Ans: a. Net monetary loss=Rs.3,945, and Retained prof'l—Rs 37,583

: 1? 2060 Q.No. 12

A Ltd. Company provides youl the following HC base balance sheet for the year endlng Chaltra

30 2055 and addition income for gonsideration:
"HC Balanae Sheet, Chaitra, 30 2055

 Liabilities . Rs. Assets Rs.

Share capite! 100,000, Plant at cost "200,000
8% debentures 80,000 Accumulate depreciation (60,000)
Creditors 20,000 «lnventory ~ 50,000
Dividend proposed 15,000 Account receivable *30,000
Provision forfax . 12,000 Cashat bank 40,000 |-
Retained profit : 33,000

260,000 260,000
Additional information: (

The plant was purchased when phce index was 100 and its pricesindex reached to 160 at the

end of Chaitra 30, 2055.
The replacement cost of inventory has been estimated to Rs 62 ,000.
Information relating to CCA reserve are:

Depreciation adjustment Rs. 22,500
COSA - i 7,500
MWCA : : 6,200
Gearing adjustment ; 25.4%
Increase value of plant .Rs. 74,000
e Increase value of inventary : Rs. 12,000

Required: a. Amount to be credited to CCAFl b. CC balance sheet.

Historical Cost (HC) based income statement of a company is given below:

Depreciation 20,000

HC Incomes Statement of a Company for the year ending, year 5
Sales Rs. 400,000 |
Less: Cost of goods sold 210,000

Gross profit > 2 180,000
Less: Operating expenses: :
General expenses ’ 30,000

[4+4=8]
Ans: a. Rs. 113,005.20; b. Rs. 356,000
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~ Debenture interest 250 75,000
Net profit before tax 115,000
Less: Provision for taxes 55,000
Net profit after tax 60,000
Opening retained profit 35,000
* 95,000
Less: Dividend - 30,000
Retained profit 4t end . 55,000
Additional Information: 3
2. Gearing ratio 17.5%
b.  Amount of COS A Rs. 22,000
c. Depreciation adjustment amount Rs. 27,000
d. AmountakMWCA Rs. 5,600 :
e. Increase value of assets to be credited to CCAR.
(i) Fixed assets Rs. 6,200 (i) Inventory  Rs. 4,500
Required: =
1. Amount to.be.credited to CCAR. :
2. Current cost infoma statement showing CC proht or loss. [3+5=8]

15. 2062 Q.No.14 OR

Ans: a. Rs. 55;745; b. Rs. 19,955

A company held the folloWing asséts and liabilities for through out the year 2004.

Cash at bank Rs. 20,000
Account receivable 30,000
Bills receivable 10,000
Prepaid expenses 5,000
Accounts payable 30,000
Wages payable 5,000
; Tax payable 10,000
Retziled price index (RPI) for 2004
Beginning RPI 150
Ending RPI 180
The income statement of the company for the same year revealed the following:
= / - 4 Rs.
Sales 150,000
Less: Cost of goods sold i
Beginning inventory 20,000 -
Purchases  *° 60,0008
Less: Ending inventory {40,000} 40,000
Wageg paid 30,000
Total cost of goods sold 70,000
- Gross margin 80,000
Less: Operating expenses: :
Operating expenses 30,000
Interest expenses 5,000 |
Depreciation 20,000 :
- Total other expenses 55,000 |
* | _Retained eaming 25,000 | -

Required: ©® Halding gain and loss from monetary assets and liabilities @ Reinstatement of

income statement in CPP methad

[3+5]

Ans (i) Amount of holding loss Rs. 8, 272, (ll) Relamed profit ¢/d Rs. 18,809

16. 2063 Q.No. 120

The Balance sheets under Historical Costmg System for year 2003 and 2004 have been

presented below:

-
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Balance Sheets :

: 2003 (Rs.) 2004 (Rs.) : 2003 (Rs.) 2004 (Rs.)
Equity capital 100,000 100,000  Fixed assets (at cost) 100,000 100,000
Bank overdraft 40,000 25,000  Accumulated depn. (10,000) (20,000)
Accounts payable 40,000 50,0000 Inventory . 30,000 40,000
Outstanding exp. 10,000 5,000  Accounts receivables 80,000 90,000
Reserve and surplus 60,000 70,000 Cashatbank 10,000 10,000
: - Bills receivable ° " 40,000 30,000
250,000 250,000 250,000 250,000

Additional mformatrcn

Price index was 100-when fixed assets were purchased. Price index at the end of 2003 was

200 and it reached to 250 af the end of 2004.

Required: @ Fixed assets adjustments @ .Depreciation adjustments ®-Cost of sales

adjustments (COSA) @ Monetary working capital adjustment (MWCA)
> Ans: (i) Rs. 90,000 & Rs. 120,000 (ii) Rs. 20,000 (iii) Rs. 7,750 (iv) Rs. 15,250

17. 2064 Q.No. 14

[2x4]

The HC base income statement of a company is given below ;
"HC base Income Statement for the year ending 2005

Net operating profit before interest and taxes Rs. 40,000
Less: Interestionoan 8,000
Profit before tax 32,000
Less: Taxes 12,000
Profit after tax 20,000
Add: Retained profit b/d 70,000
Retained profit o/d 90,000
Additional information:
Total current cost adjustment in :olal ~ Rs. 29,500
Gearing ratio 225%
Increase in value due to changes in price evel on
(i) Fixed assets Rs. 18,000
(ii) Stock Rs. 16,000

Requlred (a) CC income Statement (b) CCA Reserve

[5+3=8]

Ans: {2z} Profit to SHs = Rs. 2,862.50; Retained proﬂt c/d =Rs. 67 137.50 (b) Rs. 56,862.50

\18. 2065 Q.No. 14

The extracted from the beginning and closing Balance Sheet of a company are as under:

Beginning (Rs.) Ending (Rs.)
Inventary 300,000 450,000
Sundry debtors 412,500 $40,000
Sundry creditors 375,000 460,000
Debentures 825,000 750,000
Cash and Bank 150,000 135,000
Equity share capital 750,000 750,000
Reserve and surplus 225,000 300,000
. Specific index for inventory, debtors and creditors are: '

Beginning 100

Average 110

Ending 120

Fixed assets ‘credited to CCAR: Beginning Rs. 325, OUO and ending Rs. 550,000

Required:

{a) Cost of sales adjustment

(b) Monetaryworkmg capital ad]ustment ;
(c) Gearing ratio

9. 2066 Q.No. 13]

[2+2+4=8]
Ans: (a) Rs. 67,500 (b) Rs. 11,250 (c) Rs. 30.79%

A firm's income sfatement for the year ended Chaitra 31, 2064 is as follows:
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Rs.
Sales revenue : 136,500
Less: Cost of goods sold S
Beginning inventory 25,000
Purchases 63,000
. Ending inventory (18,000)
70,000
Wages 30,000 100,000 |
Gross profit 36,500
Less: Operaling expenses 30,000
Net profit 6,500
Add: Retgined profit of the previous year : 8,000
14,500,

The gearing adjusiment for the period was Rs. 2,000.
The depreciationradjusiment of Rs. 3,500 was required,
~ The MWCA far thesperiod was Rs. 3,000.

The general price indices were 125 of Baishak 2084 and 150 of Chaitra 2084.

Required:

1. Cost of sales adjusrment ;
2. Current cost profit and Joss aecount.

(3:5=8]

Ans: (1) Rs. 4,000 (2) Rs. 6,000

| 9. ACCOUNTING FOR WORKING

Theoretical Questions|
. 2055 Q.No.1

I

Write about permanent and variable nature of

2. 2057 Q.No.1

Write any five determinants of working capit

3. 2058 Q.No.14

Write with suitable exampl

4. . 2061 Q.No,1

Define working capital, Write about the methods o

I

. 2064 Q.No.

Briefly write the factors, which skould be considered while estimating.the working capital need

of a concern.
umerical Problems]

6. 2055 Q.No.1

|

Estimated cost per unit and other information are:

working capita.

e hiow schedufe of net Woﬁdrfg cﬁariges is préparey.

Raw materials

Direct Labour ;
Overheads (Cash expenses only)
Level of production

Raw materials in stock required for
Finished goeds in stock for.

Credit allowed to debtors

Gredit granted by supplier

Rs.5 per unit
Rs.10 per unit
Rs:5 per unit
5,200 units
Average 4 weeks
Average 1 weeks
Average 4 weeks
Average 2 weeks *

* Production is carried out for the whole, year i.e. 52 weeks. A
no beginning balance of-any items.

Required:

& Total estimated amount of current assets
b. Total estimated amount of current liabilities
¢c. Level of net working capital -

5]
5]
SF=Tg)

f determining workig capital requirement.  [2+3=5]

Bl

Il sales are on credit basis. There is

)
(1]
{1]=[s]

Ans: a. Rs, 12,000; b. Rs. 1,000; ¢c. Rs. 11,000
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The following are the trading activities of a business concern. It would fike to know the required

amount of working capital to continue the activity..
Estimated cost-of production:

Raw materials = Rs.10 per unit
Direct Labour Rs.10 per unit
Other expenses (Only cash) ._Rs.5 perunit

Total cost Rs.25

The other information’s available are:

Selling price Rs.50
’ Level of preduction* 10,400 units
= Finished geods in stock Average 2 weeks
; ‘Credit allowed to customer Average 3 weeks
(| Credit granted by supplier Average 4 weeks

The Produgtien is carried out through out the years, Assume Al sales on-credit basis.

Required: 2. Eurfgm assets b. Current liabilities c. Level of net working capital
rent assets=Rs. 25,000; b. Current liabilities=Rs. 8,000; c. Net WC = Rs.17,000

Ans:a.
8. 2057 (Cancelled) Q.No.7/

[2+2+2)

The following activities (are related to @ manufacturing firm. Production anticipated for one-

month period 30,000 Kg

Average raw materials requnrgd for 10 days
Finished goods to be maintained for 5 days
Credit allowed to creditors for 15,days

Credit allowed to debtors for 10 dajs
Minimum bank balance required for #5.20,000,
The firm-anticipated the following cost pes urg(g

Raw materials N\ .Rs. 200
Direct Labour Rs. 100
Other expenses Rs. 50 é
Total cost 2 Rs. 350
Assume 30 days a month and estimated sellmg price:per-tnits is Rs.500
Requlred Net working capital [4]
G § o Ans: Rs.42,70,000
A manufactunng unit of a Ltd Company anticipates the {ollomrg&cnwtres during the following
month period:
Anticipated Production .10000uwnits
_Raw méterials required to stock ; -*10 ddys
. Finished goods io be maintained ; ys“
Credit allowed by creditors 15 (Iays y
Credit allowed to debtors 10 days 4
Minimum cash balance required Rs.10000
The unit expected the following cost of manufacturmg one unit of product.
Raw materials Rs.24
Direct Labour Rs.14
Other overheads Bs.10
Total cost Rs.48

. Previous batch of product was soid a’( Rs.75 per unit and company does not expect any change

in price for this batch also. Assume 30 days ina momh
Required: Net working capital.

10. 2059 Q.No.14

- [24241=5)
Ans: Rs. 2,10,000

A manufacturing company antfcgpates the following actlvlt:es for the next month:

Production and sales 15000 units
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The company has adopted the following stores policies:

L
=

Credit allowed by suppliers 15 days
Minimum Cash balance required Rs.1

*

Raw materials and finished unit both are required to stock for 10 days each.
Credit facility granted to debtors for 20 days

5000-

The production unit anticipated the following costs detail to produce one unit of output:

Raw material of
Direct Labourof
Overheads of
Total costs

Rs.25
Rs.15
Rs. 5
Rs.45

The company sold the previous batch for Rs.70 per unit, and company promises 1o maintain
the same rate for this batch also. Assume 30 days in a month.

Required: Netgmrkmg capital.

The !ollowmg’ degails were prowded by a
following montH.

a. Anticipated preduttien and sele.

b. Credit facility grafited by, the supplier
¢. Credit extended tothg/customers

d. Both finished stock andfaw-materials
e. Minimum cash balance required

5]
Ans: Rs. 6,27,500

preduction unit of a manufactur:ng company for the

10,000 units
20 days

10 days

10 days
Rs. 10,000

required to be held in stock

On equity the unit provided the following costs detail for one unit of output.

Raw materials 7 kgs. @ Rs. 3kg.
Direct labour 5 hrs. @ Rs. 3/r.
Other overheads Rs. & -

Previous batch was sold @ Rs. 60 per unit and the company has fixed the same price for this

Jbalch also. Assume 30 days a month.
Required: Net working capital.

12. 2061 Q.NS.15 OR

9]
Ans: Rs. 220,000

The expected activities of a unit of a mamﬂac’(unng eompany for the next month are given

below:
Expected production and sales 20,000 units
* | Finished stock to be maintained 5 days
Raw-material as required on stock 1\, 15days
Credit allowed by creditors * 4 20 days
| Credit allowed to debtors . A 15days
Minimum cash balanca required “Hs.5,000 *

The production unit anticipated the manufacturing cost per unit of outputis.”

Raw material of Rs«30
Direct labor of 15
QOther overheads of 10
Total cost Rs. 55

The company sold the last stock for Rs. 60 per unit and the company expects the same selling
price for the next batch also. Assume 30 days in a month.

Required: Net working capital

(5]

Ans: Rs. 638,333

The esnmaled cost for 40,000 units of output for the current year is as follows

Raw material cost
Direct labour cost
Overheads (cash only)

Rs. 168,000
Rs. 120,000
Rs. 96,000

The prevailing practices of the factory which are exp%ed to’continue in the next year are as follows:
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Minimum cash balance expected is Rs. 10,000

Raw material stock for % month.

Manufactured goods are sold after 1% months

Cash sales of manufactured goods is 20 percent and credit period provided is 1 month.
Raw materials are purchased on credit and required io be settled within 1% months.
Payments for wages and overheads are made in %2 month interval.

Requ;red

Net workmg capltal estimation for the next year for the projected production of 60,000 units. [5]

Ans: Net working capital Rs. 85,900
The holding period of different items are as follows:
@ Materials for 15 days @ Finished goods for 8 days @ Credit period allowed to debtors is 14
- - days @ Credit pariod granted by creditor is 20 days.
The output expected for 30 days a month is 50,000 units and cash saies represent 60% only.

~ppooop

Production cost per unit ;
Raw material Rs. 4.50
o Directwages' i Rs.2.70
Miscellaneous overhead (cash only) : Rs.1.80°] °
Required: Net working capital estimation maintaining minimum cash balance of 4% of the
esumated investment in current assets excludmg cash balance. [5]
Ans: Rs. 179,160
Tt

An :ndustry has prolected 12, 000 units ol nu:pu; for the coming 30 days month.
The period of holding of diffetent itéms ef current assets anid liabilities of the current month are
provided below which is assumed to prevail i inhie coming month also.

Stock of material for g : 15 days
Finished goods for | ) & 3 days
Discharge wages and overheads in 15 days |nianfsl :

Credit facility of 20 days was allowed by suppliers; .

Customers are given credit facility of 15 days.
The costs of output for one unit of finished goods are &s lollows

Materials : y’ : Rs. 10
Wages Rs. 9
Overheads (cash) - Rs. 6
Reéquired: Net working capital . : [8]

Ans: Net warking capital = Rs. 70,000
T‘ne foIIovwng information are extracted from the books of account of & company of an actiww of
20,000 units of output:

Raw material : Rs. 300,000 7
Direct labour : Rs. 200,000
Overhead (Cash) Rs. 80,000

The company has made an arrangement for 36,000 units of output Tor the coming year. The

policy of holding current assets current liabilities remains the same, which are as under: -

a. Materials, work-in-progress and finished goods are expected to remain in the stores for an
average of 2 months, 1 menth and 3 months respectively.

b." Customers are allowed 3 monihs credit sale and credit period aflowed by the supplier is 2

months.
€. Minimum cash balance Rs. 20,000 3
Required: Net working capital. (5]

“Ans: Rs. 629,000
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:
The unit cost for 80,000 units of output of a factory @ 100% annual capacity are-es follows:

Material cost : Rs. 30
Wages Rs. 20

2 Overhead (cash) Rs. 30 :
Rs. 80

The norms of the factory are given for necessary reference.

Material stock for one month,

Finished goods stock for ¥z month.

Material supplier allows. 1%z months credit.

The factory makes 40% sales in credit by providing one month cgedit facility.

A contingency provision of 5% is required on net working capital. ) 5

Required;Nef'working capital requirement for the coming year for 70% capacity output. *  [5] .
Ans: Rs.3,14,212.50

%

[(70. ACCOUNTING FOR COST OF CAPITAL ___

heoretical Questions| {

. 2055 Q.No.13| e @ W ! S
Write about the cost of'eapitalbrigfly. - ety (5]

2. .2056 Q.No.15| g -

Write the meaning of weighted'average cost of capital by clarifying it with a suitable example.{5]

=1

. 2057 (Cancelled) Q.No.12| Reasi? ‘ eveh
With a suitable example write the meaning of weighted average cost of capital. - 15
Define cost of capital and also write the‘method of considering growth factor in computing cost

of equity capital. ol o [3+2]
Write in brief about the weighf age cost of capital.” 3, - s 5]
Write in rief about the cost of capital. 515 (8
Write the meaning of cost of capital and state its importance?” | : [2+3]

Explain briefly the cost of capital with suitable examples. V., e (5]

Numerical Problem

A company has the following capital outstanding: LY

: - Amount(Rs) |

_ [Ordinary shares Rs.10 10,00,000

- 10% Preferences shares ; 7.00,000

14% Term Isans 3,00,000

The market price (current) of the firm's share is Rs.12 and the company expects to pay
dividend next year equal to 10%, The tax rate next is expected to continue at 45%. z

Required: Overall cost of capital of the company. - : : [8]

Ans: 8.82%
0. 2056 Q.No.4 : 3

A company will be collecting of Rs.500000 by issuing 5000, 8% debentures at: a-discount of
15%, assuming that thé company at present pays 30% income tax: The 8% debentures maiure
after 5 year. :

Required: After tax cost of Debt ; 4]
: Ans: 8.32%

(G5
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A firm is planning to issue two types- of debentures consisting of 1000 A" redeemable
debentures for a period of 10 year and 2000 ‘B” redeemable debentures for a period of 5 year.
A discount of 5% is allowed on issue of "B" Rédeemable Debentures. The face values per
debenture of both categories are Rs.1000. The rate of interest payable on both is 10%.

Required: Cost of “A" and “B" redeemable debentures. The corporate tax rate is 25%.  [4+4]

Ans: 7.50%, and 8.46%.
The capital employed by a recently established company is as stated below:
10000 Debentures of Bs.100 each with-a coupon rate of 10%. 14% 5000 Preference shares of
Rs.100 each. 25000 Equity shares of Rs.100 each. .
The éorporate tax rate applicable for the average company is 45%. The tompany enjoys tax
relief for th& first three years. The expected dividend perequuty share is Rs.20.
Requ[rld Ovatalicost of capital : * 4

Ans: 15.625%
A company has 511060 equity shares of Rs.100 each fully paid. The company has distributed
Rs.600000 dividendhint the last year. The average growth rate of dividend i 10% and is
expectéd to remaift same fer the current year. The company is:proposing fo offer additional
20000 equity shares of.rs.1007each. The prevailing market value per share is Rs. 160

Required:
a. Costof the existing eqUity'shére capital * = [2]
b. . Costaf the pmpnsed additional equuty share capttal {3

Ans: a. 23.20%; b. 18.25%
14. 2060 Q.| Nu 11

The capital compasition of a firm is given beicmr

Equity share capital ) Bs. 500,000
15% preference share capital . 2000001  ° .
10% debentures 300,000

The equity shares are presently sefling for Rs. 1‘5p

The firm has paid Rs. 15 per share as dividend mamwn’ ing average growth rate of 8%. The
firm has been paying 40% tax on income. > ‘

Required: Overall cost of capital. \/ 2 : [2+3=5]

Ans: 13.8%
:
A joint stock company has fwo cafegories of debentures.
A.The 12 percent coupon rate 10,000 debentures of Rs. 1,000 lssueﬂ alg 2 discount of 10% two
years ago. The issuance expense was 5% of face value.
B.The 14 percent 20,000 redeemable debentures of Rs, 100 each was liggeq at a premium of
5% in the beginning of this year. The flotation charge was Rs. 50, wd Th_a redeemable
debentures will mature in the beginning of 6th year.
Required: Tost of debentures of the two categories of debenture separately assummg that the
company has to discharge 40 percent tax. - [2+3=5]

Ans: (A) 8.47% and (B) 8%
8. 2062 Q.No.11 5

A factory’has 5,000 ordinary shares of Rs. 100 each fully paid. The faciory has planned fo
distribute Rs. 60,000 as dividend in the current year..The average annual-growth rate of
dividend paid on ordinary share capital is 5%. The factory has granted approval to raise
Rs.400,000 by issuing 10.5%. Preference shares of Rs. 100 each at a premium of 10%. The
brokerage commission negotiated for the purpose is 2% on nominal value of shares. The
shares are redeemable after 5 years at 5% premium. '

+ - Required: @ Cost of ordinary share capital @ Cost of preference share capital [2+3]
Ans: (i) Cost of ordinary share capital 17% (ii) Cost of preference share capital 8.3%

) S

L
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17. 2063 Q:No. 11

The sources of capital raised by the company established in the current year as follows:

Equity share capital of Rs. 100 each Rs. 500,000 |
Reserve and surplus Rs. 100,000
10% Preference share capital of Rs. 100 each . Rs. 200,000
8% Debentures of Rs. 1,000 each Rs. 200,000

The equity shares were issued at 10% premium.

The dividend rate on equity shares capital proposed by BOD is Rs. 15 per share.

The company is in 40% tax bracket.

Required: Weighted average cost of capital. i : [5]

Ans: 10.46%
8. 2064 Q.No. 15 2

An investment proposal requiring the investment of Rs. 2,000,000 is proposed to finance using
the following'Sources: :

8% Debentures =~ ° Rs. 500,000
Equity share capital of Rs. 100 each » 700,000
S%Preference share capital of Rs. 100 each 500,000

| He'tamed profit : 300,000
: Rs. 2,000,000

The rate of return raqmred to the equity stock holders is 12% and equity stock rolders' pays
average tax rate @ 25% on theirincome.

The company is in 40% tax bfacket. :

Required: Weighted average‘Cost of capital, ; - [5]

Ans: 9%
-
A company has the capital structure mmpnsmg of equity share capital of Rs. 100 éach, 10%
preference share capital and 12% debentures'in the ratio of 5:2:3. The expected dividend at the
- end of the year is Rs. 10 per share. THe grawth rate is. expected to continue at 10% The
company is in tax bracket of 30 percent.
The company is going to meet the need of expansion plan by raising 15% loan form bank. The
ratio of capital structure as a result after the execution of the expansion plan would be 5:2:3:6:
No change is expected in dividends, growth rate efc: .~ :
Required: Weighted average cost of capital of new capital structure. S 5]

L [
Ans: WACC =13.01%
20. 2066 Q.No. 15

Following information has been prowded bya company

No. of 8% preference shares issued TN < 12,000
* Legal value of share : g B\ - Rs. 100
Brokerage/underwriting commission: ‘ 25% of sales value
Floatation/ issuance cost: - 0. 5% of sales proceeds
Maturity period: - ~ 8 years.
Required: Cost of preference share capital if shares were |ssued at (1) 10% prermum and (2) 10%

discount. X [2.5+2.5=5]
_ Ans: (1) 6.928% (2) 10.23% -

In about five to seven sentences write whal you know about the discounted cash flow
technique. 5 v ; [5]
i
Why capltaI budgeting process gives emphases ‘to cash flows instead of net profit? Comment
briefly. [5]
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. B. 2057 (Cancelled) Q.No0.13 -
What do you mean by intemal rate of retum? Given the choice between NPV and' IRR which
"one will you prefer and why? Ee [2+43=5]
Write the meaning of accounting rate of return. : [5]
5. 2058 Q.No.12) ’

Define payback period an mention at least two advantages of payback period. [2+3=5]

N
=3
o
©
o
z
o

by

Define about the discounted cash flow method of evaluating investment proposal. [5]
._2059 Q.No.14 OF !
Wirite in brief about the IRR approach to investment analysis. (5]
B._2060 Q.No.3 :
. Definé capital budgeting. Write about the evaluation techniques to analyse profitability of
investment: ; z [2+3=5]
8. 2062 Q.No.7 OR] : . :
Write briefly about the capital budgeting. : " [8]
0. 2063 Q.No.Z : :
How is tax effected, when the book salvage value of a machine differs from cash salvage value
__in replacement decision?Write your ariswer with suitable examples. [8]
1. 2066 Q.No. 2) ; ] r
“The capital budgeting gives more importance to cash flows than net profit." Discuss. - [5]

=
j=
=3
o
o
a
L1
2
o
=
(1]

1l 2

- “

Advertising Nepal Incorporation has made.two offers for advertising in Television for five years,
to a newly established firm. The company intends to market a new product that will be launched
within few days. The advertising charge for the offer is
a. Deposit a lump sum of Rs.90000 in the beginning.

or

b. Payment of Rs.100000 in four equal annual‘installments at the end of each year plus
i Rs.20000 cash deposit in the beginning. ke

*  The market rate of investment is 10 percent. g

Required: S

Selection of the opfions by applying NPV approach. -~ [5]

= « S8 - . L

In ahove, five to seven effective sentences, give reasons for changesif profit position, because

of ¢ inyes in depreciation policy. - y
Ans: TPV of 2nd payment system=Rs.99,250

I

3. 2056 Q.No.2 : A

Sony Television of Japan approached Sony Television of Nepal for manufacturing a car
Television in Nepal with the detail mentioned below:
i Annual'production capacity of 500 sets for five years

. li.  The selling price pet set expected Rs.10000

# iii. The variable cost percentage on sales will be 60% and yearly fixed manufacturing cost
excluding depreciation cost will be expected to'be Rs.200000 - :

iv. Net working capital requirement of Rs.50000 at the beginning :

v. Pre operation and adveriisement expenses in the first year will be Rs.50000

vi. The cost of plant and.installation expenses will be Rs.3000000 and Rs.500000 respectively

vii. Cash and book salvage values of the machine expected at the end of five year -are
Hs.150000 and Rs.100000 respectively

vili. The income tax applicable is 30% and expected minimum return is 10%

.
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Required: : ,
a. - Nai capital requirement in the beginning

b. Annual CFAT (Net cash flow)

¢. Terminal cash flow (cash flow in the final year

d.

e.

.-

Net present vaiue of project
Comment on profitability

Ans: a. (Rs. 36,00,000); b. For Year 1 = Rs. 14,67,000; For Year 2 & 3 = Rs. 5,000;

BBS Il Year

(1]
2
(1l
3]
(1]

¢. Rs.16,52,000; d. Rs. 20,81,630; e. Profitable

[14. 2057 (Cancelled) Q.No.3|*

. A company is considering the replacement of an existing machine. It has Rs,100000 book
value at present but its current market value is Rs.80000. The old machine will have zero
salvage value in'5 years. The new machine will cost Rs.200000. This new machinery would
produce estimated annual operating cash saving of Rs.96000. The estimated useful life of the
new machie is 5 years and estimated salvage value at the end of 5 years would be Rs.20000.
The company Lses sfraight line method of depreciation. The investment in the new machinery
would require agditional working capital of Rs.20000. The cash salvage value of old and new.

30%.

Required:

a.- Initial cost of investment &

b. Annual cash flow after tax orriet cash flow
¢. Final year cash flow after fax -

d. NPV ot differential cash flow'at 12%:factor

machinery in 5 year§ would be Rs.5000 and Rs.30000 respectively. The corporate tax rafe is

[2x4=8]

Ans: a._(Rs. 1,34,000); b. Rs. 72,000; c. Rs. 1,15,500; d. Rs. 1,50,152.50

A company purchased a machine 5 years ago af\a cost of Rs.500,000. The machine had an
expected life of 10 years at the time of ‘purchaSe and depreciated by straight-line method
toward a salvage value of Rs. 50,000. A new machige can be purchased for Rs. 700,000. lts
Installation cost is Rs.50,000. The new machine being highly automatic would require additional
Investment of Rs.50,000 in working capital. During iis'5 years life It will reduce cash operating
expense by Rs.185,000 per year while the sales will remain the same. At the end of 5 years,
the new machine would have a book and cash salvage value of Rs. 50,000 and Rs.60,000
respectively. The old machine can be sold today for Rs.325,000,The firm's tax rate is 30%.

The appropriate rate of return will be 12%. :
Required: i
a- Net cash outlay or net investment
- b.- Annual cash flow aftertax or net cash flow
¢. Net cash flow for final year
d. - Should the company purchase new machine?

[2+2+2+2)

Ans: a. (Rs. 4,90,000); b. Rs. 1,65,000; c. Rs. 2,22,000; d. NPV = Rs. 136,879, e. Yes

6. 2058 Q.No.2 5

A company is considering to replace an existing machine by a new modemn machine. The
existing machine is 5 years old and has 5 more years of expected useful life. The new machihe
also has an estimated 5 years service life with Rs.20000 salvage-value in 5 years. The book
and cash salvage value of existing machine at present is Rs.50000 and Rs.60000 respectively.
The cash salvage value of existing assets after 5 years would be Rs.2000. The new investment
requires Rs.10000 additional working capital. The annual cash.flow after tax for both machinés

for 5 years are as under;

: Existing Rs. New Rs.

Annual sales 200,000 230,000

Less: Annual cost > 100,000° 110,000
Cash flow before fax 100,000 120,000

Less: Annual depreciation *TU10000 . 16,000
Net income before tax 90,000 - 104,000
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Less; Tax (30%) 27.000 131,200
Net income after tax 63,000 72,800 |

Add back Depreciation 10,000 16,000

Annual cash flow affer fax 73000 . BB;80Q

Required:
. & Netcash outlay or net investment

b. Annual differential cash flow after tax or net cash flow

c. - Differential CFAT for final year

d. - Should the company purchase the new machine if required rate of retum is 20%.

[3+1+2+2=8]

Ans: 2. (Rs. 53,000); b. Rs. 15,800; c. Rs. 44,400; d. Rs. 5,755
) A spmnmg (mll is workmg on investment analys:s for purchasing an auto-spinning p lant.

“The necessary particulars about the plant are given below:

Tne cost of plant is Rs.500000. .

- Techniciang charge for installation works is Rs.100,000.

The extract Igongaro -forma income statement for the coming five years of machine life is

oresented below: 3 A
Years(inRs.) = ( v 1 2 S 4 -
Sales B - - 600000 , 600000 500000 200000 500000
Less: Variable manufacu,ufF oSt 240000 . 240000 ~ 20000C  B0OCO 200000
Fixed ' "(excluffng.dépy)” 50000 50000 50000 50000 50000

The mill enjoys.full taxexempiion in the first year and is required to discharge 40% tax on
income from the 2nd year onwards. The minimum rate of return expected is 10%

Required: , - . .

a. Initial capital requlred & e (1)
b. Annual CFAT including final year®. ot ; (2+1)

c.  Using suitable evaluation tool, commient on' probabifity of the propcsed invesiment  (3+1)
Ans: a. (Rs. 6,00,000); b. Rs. 3,10,000, Rs. za@nda, 1saooo Rs. 90,000, Rs. 1,98,000; c. NPV = Rs.

208,200, Profitable
A manufactunng concem is expionng about the frnpeot of phasing out an existing machine for
reducing of annual dperating expenses. )
The proposed new machine will cost Rs. 300,000 for msta]latf’aﬁ
-The annual operafing expenses expected is Rs. 80,000. © ©
The expected fife 6f the new machine is 5 years. 7= =+ -7 =
The existing machine listed for phasing out has current cash sa'!vage va!ue of Rs. 150 000. The
machine was purchased 5 years ago at a cost of Rs. 125,000, )

The machine is still expected to run for 5 more years. e e
The annual operafing expenses of the machine is Rs. 160,000 and |£§*exgected ‘to remain the
-~ 'same in future also. -

The firm has been paying 40 percent tax on income and 30 percent tax on capital profit.
The concemn is discharging 15 percent cost of capital. =
Required: (a) Initial investment. (b) Annual CFAT .
(c)  Showing necessary calcuiations, comment on the profitabiity of phasing out scheme. [1+1+3+1]
Ans a.(Rs. 182, 500).3: Rs. 67,000; ¢. NPV = Rs. 42,084 and PI=1.23
-

A workshop is frying to install a recently introduced machine that cost Rs. 450,000 by replacing
an old machine. -The regently introduced machine requires layout expenses of 25,000.
The operation of.the new machine is expected to increase annual sales volume by 60 percent
- -for 5'years maintaining the present ratio of operating expenses on sales excluding depreciation.
The details of the old machine chosen for replacemenl are given below )
Annual sales -~ = - Rs. 400,000 |
Less: Operating expenses excluding deprecsaﬂon Rs.200,000]
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. Depreciation (SLM) ) ' Rs. 40,000
Total expenses ; . Rs. 240,000
Operating income Rs. 160,000

The old machine has Rs.-200,000 book value today.

The expected disposal value is Rs. 150,000 if sold today. .

The-desired rate of return is 12 percent. .

The workshop is discharging 45 percent tax liability.

Required: (a) NCO (b) Annual CFAT (c) Evaluating the net benefit (NPV), suggest about the
* desirability of purchasmg the new machine [2+3+1]

Ans: a. (Rs.302,500); b. Rs.90,750; c. Rs. 24,657
A water-processmg factory has finalized feasibility study of water distillation scheme
The scheme peeds, installation of plant that operated for 10 years. The catalogue price of the
plant is Rs. 700,000, The commissioning and arréhgement of pfant layout need Rs. 230,000.An
~ additional amolintof Bs. 120,000 is needed for the registration of the factory and overall project
management. The/estimated book salvage value of the plant after 10 years is Rs. 50,000 and -
the plant will realize’ cash salvage value of Rs. 80,000 after the lapse of plant life. The -
estimated sales price’ per bottie is Rs. 20 and operating cash expense is 4/5* of the sales
revenue. The targeted annual production and sales. is*70,000 bottles. The desired return on
investment is 12% p.a. and\tax payable by the factory on overall income is 40%.
Required: © Initial capital outlay#® Estimated net cash inflows @ Estimated final year cash
" inflows @ NPV T [242+4143)
Ans: (') NCO Rs. 10,50,000 (i) Annual GFAT Rs. 208,000 (Iii) Final CFAT Rs. 276,000 (v) Rs. 147,096
An mdus!ry is exploring the potentiality of increasing the profitability. Since, the present
operating plant is not possible to serve the purpose it is considering for replacement of the
_existing plant. The present plant js expected ta realize Rs. 200,000 cash salvage value from the
market. The plant was purchased 3 years ago at.a.cost of Rs. 180,000. The plant is expected
to operate for further 5 years after which it will realize cash salvage value of Rs. 25,000 and
zero book salvage value. The plant chosen for replacément of the old plant costs Rs. 800,000
and runs for 5 years leaving Rs. 50,000 as book salvage valle. The reahzable market value ol
the plant after 5 years will be Rs. 75,000.
A provision of Rs. 150,000 will be needed for cariage inward and installation of the planl The
operation of the- proposed plant will increase the present volume of production and sales of
100,000 units by 40%. The unit sales price of Rs. 18 and annual opérating cash expenses per
unit of Rs. 12.60 will be remained unchanged The present rate of 40% fax on ordinary income
and 20% on capital profit will remain the same for the period of 5 years: The rate of retun.
expected on investment is 10% p.a. )
Required: @ Net capital outiay @ Estimation of net cash inflows ® Estimation of final year

" . cashinflows @ IAR [2+2+1+3].
Ans: (1) Rs. 781,000; (i) Annual CFAT Rs. 192,600 (iil) Rs. 242,600 (iv) 9.051%
2064 Q.No. 13

A.busmess promoters' team has recenl!y completed a feasibility study of its new venture. The
feasibility study made provisions of Rs. 530,000 as the cost of the plant suitable for the venture
and Rs. 40,000 for erection of the plant. Rs. 50,000 as a provision for pre-operation
management cost has been made. An additional provision of Rs. 60,000 for net working cabllal s
which will continue till the operation of plant. , -

The plant will run for 10 years and straight-line depreciation will be applicable to the book value
to Rs. 20,000. However, plant will realize Rs. 75,000 as cash salvage value upon lapse of its
economic life. The output expected out of the plant will generate sales revenue of Rs. 625,000.

An operating cash cost of Rs. 350,000 and annual fixed costs equal to Rs. 100,000 excluding
depreciation of plant will be needed for pre-operation managemem cost also to be written off in
10 years. The rate of retun expected on investment is 12%. The tax rate on the corporate net
income is 50%. s .

.
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Required: (a) Initial investment on the venture (b) Annual CFAT (c) Final year CFAT (d) NPV
and comment on the profnabihty of the venture : [2+2+1+3=8]

Ans: (a) NCO = Rs. 6,380,000 (b) Annual CFAT = Rs. 117,500 (
y - c) Final year CFAT = Rs. 2,25,000 (d) NPV = Rs, 18,513

A company is consndenng the replacement of an emszmg machine. The following details are
provided;

a.

The purchasing price of the new machine is Rs: 100 000 and an additional Rs. 20,000 will
be needed to install the machine and Rs. 30,000 for working capital. The machine is
expected to result in incremental annual saving of Rs. 40,000 after charging depreciation
and before tax. The book and cash salvage of new machine after 4 years will be Rs.
20,000 and Rs. 30,000 respectively.

The*book value of the existing machine at present is Rs. 40,000 and it will be zero at the

© end of 4 years ffom now. The cash salvage value at present is Rs. 50,000 but in 4 years it

wilkbeRs» 10,000.

c. The after tax minimum required rate of return is 10% and tax rate is 50%. Both machines
are depreciated.on strmght line basis.

Required: : 3

(a) Net cash outlay (b) Annual differential cash flow after fax

“(c) Differential CFAF forhnal year ~  (d) Desirability of the new project.  [2424143=8]

Ans: NCO = Rs. 105,000; Annual CFAT = Rs. 35,000;
CFAT for final year = Rs. 85,000; NPV = Rs, 40,096.50

24. 2066 Q.No. 11

A business promoter's team has f:nahzed a budget for machine proposed, net working capital
and pre-opration management expenses fo.be made in the initial period of the newly ventured
WOrK.
Rs. 875,000 for the machine proposed.
Rs. 120,000 for net working capital to be released after 5 years.
Rs. 75,000 for pre-operation management expenses to be capitalized.
The newly ventured work is expected to produce 150,000 units annually realizing @ Rs. 8.50
per unit on sale for five years.
The projected annual operating cash expenses will be Rs. 900,000 excluding the amount of
depreciation chargeable under straight line method leavifig Rs. 50,000 book value and
capitalized expenses required to be written off within 5 yedrs.
The machine after the lapse of 5 years is expected to realfze Rs. 75000 net of tax cash

*  salvage value.

. The cash outlay should meet minimize retum of 12%,

The tax chargeable on the income of such type of venture will be.40%. which wall remain
unchanged during the venture period.
Reqmred

2.
3.
4,
b

Initial investment -

Annual operating cash flows (OCF) :
Net cash flows for the final year (Final year OCF)
Net present value

Comment on the viability of the venture.  [142+143+1=8)
Ans: (1) Rs. 10 ,70,000 (2) Rs. 2,97,000 (3) Rs. 4,92,000 (4) Rs. 110, 953
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