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Answer all questions in Part I, the Compulsory Question Ne. I and any Two (02} questions
of your choice from Part IT

PART -1
(Answer All questions. Time aliowed is One-Hour. Allocated Marks: 30)

1. Average annual profits as a ratio of initial capital investment is best defined as a measure of
(a) Profitability {b) liquidity (c) recovery speed (d) Creditworthiness

2. What among the following do you consider as a correct description of the difference between
ARR and Pay-Back Period?
{a) ARR is a cash-flow concept while Pay-Back Period is not
(b} Profit flows after depreciation are used in estimating the ARR but not the Pay-Back Period
(c) Profit flows after depreciation are used in estimating the Pay-Back Period, but not the ARR
'(d) Discounting is possible with regard to ARR, but not with the Pay-Back Period

3. The Capacity Utilisation at Break-Even level of operation could be defined as
(a) the total fixed costs that would be spent when no profit-no loss situation is reached
(b) the plant capacity used when profits are maximised
(c) the total sales when operated at full capacity as a ratio of total variable costs
(d) the share of fixed costs as a percentage of the total contribution at full capacity

4, Reducing Balance method of depreciation might lead to
(a) increasing tax payments over the years owing to gradually increasing post-tax profits
(b} omitting time preference of money
{c) incorrectly recording equal amounts of depreciation over the life of a project
{d) not taking into account the residual value of assets at the end of the life of a project

5. Behind unfavourable labour efficiency variance, there might be :
(a) Unfavourable direct material price variance and favourable labour rate variance
(b} Favourable working conditions and reducing labour wastage )
(c) Gaining quantity discounts by buying large quantities of high quality material
(d) Inexperienced workers, low quality material and poor supervision :

6. Best illustration of the problem of “Double Counting” would be,
(a) inclusion of total capital cost as initial outlay and instaiment payments as annual outfiows
(b) inclusion of both instalment payments and interest payments as outflows
(¢) inclusion of both initial capital cost and residual value in the computation
{d) inclusion of both risk premium and expected risk-free return in the discount rate.



7.

Gearing Ratio of a company reflects the level of

(a) its cash availability to meet the daily payment requirements
(b) the company’s re-geared vehicle fleet

(c) its indebtedness

(d) its profitability as a ratio of its debts

Which among the following statements you think is true?

(a) FIFO gives the lowest closing stock value in times of inflation
(b) LIFO gives the lowest closing stock value in times of deflation
(¢} LIFO gives the highest closing stock value in times of inflation
(d) FIFO gives the highest closing stock value in times of deflation

The Absorption Costing technique is likely to help a business operation in
(a) absorbing more employees for its expansion

(b) calculating how costly the absorption exercise has been

(c) allocating common costs among different sections and products

(d) estimating deviations away from standard costs

10. Input-Output Analysis may be helpful in

11.

12.

13.

14,

(a) examining the variable cost of inputs and outputs

(b) appraising the Incremental Capital / Qutput Ratio

(c) assessing the difference between the GNP and net factor inputs from abroad
(d) understanding inter-dependencies among economic sectors

An investor has proposed to establish a confectionary production plant with an initial
investment of Rs. 10 Mn, having 5 year life, and zero residual value at the end of life. He
has planned to withdraw from his bank deposit which presently earns him an annual interest
of 11% to finance a sum Rs. 6 Mn, and to borrow at an interest rate of 16% per annum to
finance the balance. Which rate among the following you consider as the weighted average
opportunity cost of the full investment package?

(a) 5% () 13% {c) 15% ' (d) 27%

It is estimated that the variable cost of confectionary production process would be Rs. 28
per kg, and the fixed cost of operation, without depreciation, is Rs 40,000 per month.
Confectionaries produced would fetch a selling price of Rs 48 per kg. Estimate the profit
break-even level of production per annum.

(2) 2000 kg (b) 24000 kg (c) 98000 kg (d) 124000 kg

The plant has a maximum capacity to produce a maximum of 60 kg of confectionaries per
hour and could operate for during a total of 3000 hours per year, throughout the plant’s 5
year life. What would be the discounted pay-back period of the overall investment described
in (11) and (12) above?

(a) 4.4 Years {b) 2.5 years (c) 1.2 Years (d) Does not Pay back

What would be the NPV of this investment described in (11), (12) and (13) above?
{a) -Rs 1 Mn (b) Rs 0 Mn (¢} +Rs 1 Mn (d) + Rs4 Mn




15. Estimate the IRR of the investment described in (11), (12) and (13) above.

(@) 20% () 17% (c) 14% @ 11%

16. MAS PLC has estimated that the NPVs of the Project A is + Rs 15 Mn at its opportunity
cost of funds, and + Rs 5 Mn at a discount rate of 18% per annum. What could would be
the opportunity cost of investment funds for MAS PLC, if the IRR of this project A is 22%?
(a) 8% pa. (b) 10% p.a. (c) 15%p.a. (d) 20% p.a.

17. What, among the following, would be the correct definition of ICOR?
(@ Y (NX/Y) (b) 1-(C/gY)HDS/gY) (©) (Y-C-NX)gY (4 g/lY)

18. A closed economy has an ICOR of 5.0 and a domestic savings ratio of 15%. If current GDP
is Rs.1000 Bn, what could be the GDP next year?
(a) Rs.5150 Bn (b) Rs.850 Bn (c) Rs.3971 Bn (d) Rs.1030 Bn

19. if you wish to have a balance of Rs.8,000 in your savings account in 4 years from now, how
much should you deposit now, if the interest rate applicable is 8% per annum?
(a) Rs. 5881 (b) Rs. 10,884 (c) Rs. 3560 (d) Rs. 1731

20. ABC Ltd. is involved in sale of wall arts. Its cost per order is Rs.400 and its stock-holding
cost per unit is Rs.10 per annum. The company has a demand for 20,000 units per year.
What would be the economic order quantity? '

(a) 1667 units (b) 900 units (c) 1,265 units (d) 3000 units -

*** END OF PART -] ***

PART II
Aliocated Marks: 70
[Attempt the compulsory Questions No.1 and TWO (2) other questions from this part]

Question No. 1 [30 Marks] — This Question is Compulsory
ABC Traders is a sole proprietor and the following balances as at 31 March have been
extracted from the books:

Description Dr. (000°) | Cr. (000°)
Sales 5450
Purchases 4250

Closing Stock as at 315 March 2018 1750

Trade Receivables 1000

Trade Payables 1900
Fixed Deposit (6 Months) 750

Interest Income 50
Bank overdraft interest 50

Electricity . 600

Rent 300

Cash in hand 500

Bank Overdraft ' 1100
Salary 900

Sales Commission 250




The following additional information is also provided:

1. The company has fixed assets (at its purcahse cost) as reflected below:
Land : Rs2 Mn Buildings: Rs 1.5 Mn
Laptops: Rs 0.6 Mn Office Equipments: 0.4 Mn

2. The business policy is to depreciate the Property, Laptops and Equipment on the straight-
line method at cost using the following rates:

Buildings : 05% Laptops : 20% and Office equipment : 10 %
3. Following credit balances appeared in Accumulated Depreciation accounts in the books as
at 1 April 2017 :

Buildings: Es 500,000/-, Laptops: Rs 240,000/-, and Office Equipment: Rs 160,000/-
4. Value of stocks was Rs 750,000 as at 1%t April 2017.
5. The Capital Account reflected a credit balance of Rs 4,450,000 as at 1 April 2017.

6. Building rent of Rs.300,000/- indicated in the above table has been paid for the period from
01st January 2018 to 31st December 2018.

7. Following transactions have not yet been recorded in the Company accounts :
» Rs. 100,000 should be received from person X
» The sales commission payable for the month of March 2018 was Rs.50,000/-

You are required to do the following:

(i) Prepare the Statement of Income (Profit & Loss Account) for the year ended 31st March

2018. [12 marks]
(ii) Prepare the Statement of Financial Position (Balance Sheet) as at 31st March 2018.
[12 Marks]

(iii) Briefly comment on any aspects which you may consider important to highlight, using the
reflections of these accounts, with regard to the financial situation and performance of
ABC Traders. [6 Marks]

Question No. 2 {20 Marks]

(a) A developing open economy, having heavy foreign debts, has recorded annual average
GDP growth of 4% during the past decade. According to the monetary authority, domestic
savings as a ratio of GDP is 18%, and the net import ratio is 6% of GDP. Estimate the
ICOR of this economy? [6 Marks]

(t) National Planning and Development Authority of the above economy has proposed to
achieve an annual economic growth of 8% from next year onwards. Comment on the
possibility of achieving and sustaining this targeted growth rate of 8%. {8 Marks]

{c) What growth scenario you think is more pragmatic? Justify your answer, while discussing
possible strategies the Government may adopt to achieve it. [6 Marks]



Question No. 3 [20 Marks]

A closed economy is having two sectors, Agriculture and Industry. One unit of agricultural
output requires 0.2 units of agricultural inputs and 0.4 units of industrial inputs. Industry sector’s
self-consumption ratio is 0.2, while there would be a 0.6 units requirement of agricultural inputs
to produce a unit of industrial output. Final demands for agricultural and industrial products
would be 8 and 10 units, respectively.

(a) Construct the supply and use equations, and the Input-Output matrix equation. [5 Marks]
(b) Solve the matrix equation and estimate the total production requirements in the agriculture
- and industry sectors such that those outputs would meet the final demand as well as the

internal demands within the production sectors. [12 Marks]
(c) What would happen, if the final demand for food increases? [3 Marks]
Question No. 4 20 Marks]

XYZ Ltd uses the Standard Costing system. In December 2017, the budgeted production/sale
was 9600 units and the budgeted fixed overhead for the month is Rs. 172,800.

Standard costs are as foilows:

Direct Materials (2kg at Rs10/- each) Rs. 20 Per unit

Direct Labour (3 hours at Rs.24/- per hour) | Rs. 72 Per unit

Variable overhead (Rs.8 per labour hour) Rs. 24 Per unit

Actual information for the month of December 2017:

Direct Material Purchase Rs.196,000 (20,000kg)
Actual production 9500 units

Labour cost Rs. 682,000 (31,000 hours)
Variable Overhead cost Rs. 279,000

You are required to answer the following questions:

(@
(b)

(c)

@

Calculate the direct material price, usage and total variances. [6 Marks]

Estimate the Direct labour rate variance, labour efficiency variance and total variance.
[6 Marks]

What would be the Variable overhead expenditure variance, Variable overhead efficiency
variance and Variable overhead total variance? [6 Marks]

“Favourable variance in direct material usage does not necessarily indicate efficiency in the
production section of the business entity” Comment. [2 Marks]



Question No. 5 |20 Marks]

(a)

(b)

©

Define the concept of Economic Order Quantity (EQQ), and briefly explain its
significance. [4 Marks]

ABC Company has a demand for 34,300 dozens of garments evenly throughout the year.
The total cost to handle a purchase order is Rs.10. What would be the Company’s stock
holding cost, if the number of orders the Company has to place in order to minimise the
stock management cost of Company is 49 orders per year? {8 Marks]

Explain the Company’s Re-order level (L) as a function of Stock Holding Cost per tonne
(H), Ordering Cost per (S) and the lead time in days (t), if it is to place monthly order for
the economic order quantity while avoiding stock out situations. [8 Marks]

Question No. 6 [20 Marks]

Write brief notes on any FOUR (4) of the following statements [each carries 5 Marks]:

(a)

(b)
©)

(d)

(e)
®

Net Present Value (NPV) and intemal rate of return (IRR) Criteria could lead to conflicting
ranks pertaining to viability of project alternatives

Budgeting helps to control various activities of an organization and maximize profits.

The “Going Concern” is a fundamental and useful principle in financial accounting, if not
for which many accounting practice today would become baseless.

Variance Analysis is a very important tool in controlling both actual results and planning
procedures within a changing environment

National Planning is essentially concerned of overall macroeconomic relationships.

ROCE is a better indicator than Net Profit Margin in reflecting profitability of a business.

wrexx END OF EXAMINATION PAPER *#%**







