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1
.
a
)
b
)

What is the role of business economists in a business
organization? What are the long-term sources of capital
for a company?

[8
+7
]

2
.
a
)
b
)

What are the various phases of business cycle? Briefly
explain them. Why inflation affects poor more than rich?

[8
+7
]

3.a) What would you expect to be the behavior of cross elasticity of the
following pairs of products? Would they be positive, negative or zero? Why?
i) Coca cola and Pepsi cola
ii) Desks and chairs.
iii) Dark chocolate and children’s socks.
b) Explain why companies spend money for forecasting the future
demand of their products and brief on methods of demand forecasting. [8+7]

4.a) What is the relevance of demand analysis to marketing people based
on given the demand
function Q = 15—3P, prepare a demand schedule showing demand for any
four price variations.
b) Examine the determinants of supply and brief on law of supply.

[8+7]



5.a) Distinguish between:
i) explicit costs and implicit costs.
ii) real cost and opportunity cost.
b) Indicate the type of market structures prevailing in India among the
producers of each of the following goods and services:
i) electricity ii) mobile phone services iii) airline transport service iv)
toothpaste



v) banking services vi) television transmission services.
[6+9]

6.a) Explain the laws of returns to scale with an illustration.
b) What are the applications of break-even analysis?

[7+8]

7.a) Journalize the following transactions in the books of Mukesh & Co.:
Jan1. Mukesh started business with Rs. 1,00,000. Paid into bank Rs.80,000
3. Bought office furniture by paying through cheque Rs.30,000
5. Sold goods for cash Rs. 10,000
8. Paid Anil Rs. 6,000 and was allowed a discount Rs.600
12. Received from Mahindra a cheque for Rs.6900 and allowed him a
discount or Rs.100; the cheque was deposited into bank.
18. Withdraw from bank for office use Rs.10,000
24. Received for cash sales by cheque Rs. 12,000
31. Draw for personal use cash Rs.1,000; salaries paid Rs.5,000.
b) What are the errors disclosed by trial balance? [10+5]
8.a) Calculate: i) Current ratio and ii) quick ratio given the following:

Liabilities Rs. Assets Rs.
Bank
overdraft

40,0
0,00
0

Cash in
hand

2,00,
000

Creditors 60,0
0,00
0

Cash in
bank

10,0
0,00
0

Outstandin
g
creditors

7,00,
000

Bills
receivable

30,0
0,00
0

Provision
for
taxation

20,0
0,00
0

stock 40,0
0,00
0

Dividends
proposed

10,0
0,00
0

Debtors 70,0
0,00
0

b) What is meant by “Funds from operations” and explain the procedure
for preparation of funds flow statement? [8+7]



Answer Key

1.a) What is the role of business economists in a business organization?
Business economists play a crucial role in a business organization by
applying economic theories and principles to analyze business conditions
and solve organizational problems. Their main responsibilities include:
1. Market Analysis:

● Studying market trends and economic indicators to forecast demand
and supply.

● Identifying market opportunities and potential risks.
2. Strategic Planning:

● Assisting in the development of business strategies by providing
insights into economic conditions.

● Evaluating the potential impact of economic changes on business
operations.

3. Financial Forecasting and Budgeting:
● Analyzing financial data to predict future trends.
● Preparing budgets and financial plans based on economic forecasts.

4. Pricing Strategies:
● Determining optimal pricing strategies by analyzing cost structures,

market conditions, and competitive landscapes.
● Assessing the impact of pricing decisions on market share and

profitability.
5. Policy Analysis:

● Evaluating the potential effects of government policies and
regulations on the business.

● Providing recommendations to adapt to policy changes.
6. Risk Management:

● Identifying and analyzing economic risks that could impact the
business.

● Developing strategies to mitigate these risks.
7. Resource Allocation:

● Advising on the efficient allocation of resources within the
organization.

● Helping to optimize production processes and supply chain
management.

8. Performance Evaluation:
Analyzing the performance of different business units or products.



Providing recommendations for improving efficiency and profitability.
9. Competitive Analysis:

Studying competitors and the competitive environment to inform
strategic decisions.
Identifying competitive advantages and potential threats.

10. Communication and Reporting:
Preparing reports and presentations on economic findings for
management and stakeholders.
Communicating complex economic concepts in an understandable
manner.

Q1.b) What are the longterm sources of capital for a company?
Longterm sources of capital for a company are funds that are raised with the
expectation that they will be used for extended periods, typically more than
one year. These sources are crucial for financing significant investments,
expansions, and other longterm projects. Key longterm sources of capital
include:
1. Equity Capital:
Common Stock: Issuing common shares to investors. Shareholders become
owners and have voting rights in the company.
Preferred Stock: Issuing preferred shares, which generally provide a fixed
dividend and have priority over common stock in the event of liquidation,
but typically do not come with voting rights.
2. Retained Earnings:
Profits that are not distributed as dividends but are reinvested in the
business. This is an internal source of capital.
3. Debt Capital:
Bonds: Longterm debt securities issued to investors. Bonds pay periodic
interest and return the principal at maturity.
Debentures: Unsecured bonds that rely on the issuer's creditworthiness and
reputation rather than collateral.
Longterm Loans: Loans from banks or financial institutions that are repaid
over several years. These may be secured or unsecured.
4. Convertible Securities:
Convertible Bonds: Bonds that can be converted into a predetermined
number of the company's shares.
Convertible Preferred Stock: Preferred stock that can be converted into a
certain number of common shares.
5. Leasing:
Finance Lease: A lease agreement where the lessee has the option to
purchase the asset at the end of the lease term. This is considered a longterm



financing arrangement.
6. Venture Capital and Private Equity:
Investments from venture capitalists or private equity firms, often in
exchange for equity and a say in the management of the company.
7. Government Grants and Subsidies:
Funds provided by government entities for specific projects or purposes,
often with favorable terms or conditions.
8. Securitization:
The process of pooling various types of financial assets (like loans) and
selling them as securities to investors. This can provide longterm funding by
converting illiquid assets into liquid ones.
9. RevenueBased Financing:
Investors provide capital in exchange for a percentage of future revenue until
a certain amount is repaid.

Q2.a) What are the various phases of business cycle? Briefly explain
them.
The business cycle refers to the fluctuations in economic activity that an
economy experiences over a period. It consists of several phases, each
characterized by changes in economic indicators such as GDP, employment,
investment, and consumer spending. The main phases of the business cycle
are:
1. Expansion (or Growth):
Characteristics: Increasing economic activity, rising GDP, higher
employment rates, increased consumer and business confidence, and
growing investment.
Implications: Businesses expand operations, hire more employees, and
increase production to meet rising demand. Consumer spending is high, and
credit is more accessible.
2. Peak:
Characteristics: The economy is at its highest point of activity. GDP is at its
maximum, employment levels are high, and inflation may start to rise due to
high demand.
Implications: The peak represents the turning point before a decline begins.
Overheating of the economy may lead to inflationary pressures, prompting
central banks to tighten monetary policy.
3. Contraction (or Recession):
Characteristics: Declining economic activity, falling GDP, rising
unemployment, decreased consumer and business confidence, and reduced
investment.
Implications: Businesses cut back on production, lay off workers, and delay



or cancel investment plans. Consumer spending drops, and credit becomes
less accessible.
4. Trough:
Characteristics: The economy is at its lowest point of activity. GDP is at its
minimum, unemployment is high, and inflation is low or negative
(deflation).
Implications: The trough represents the end of the decline and the start of
recovery. Economic conditions stabilize, setting the stage for the next phase
of expansion.
5. Recovery:
Characteristics: Gradual increase in economic activity, rising GDP,
decreasing unemployment, improving consumer and business confidence,
and renewed investment.
Implications: Businesses start to increase production and hiring, consumer
spending begins to rise, and credit conditions improve. The economy
transitions from the trough to the next expansion phase.

Q2.b) Why inflation affects poor more than rich?
Inflation affects the poor more than the rich for several reasons:
1. Higher Proportion of Income Spent on Necessities:
The poor spend a larger proportion of their income on essential goods and
services such as food, housing, transportation, and utilities. When prices rise,
these essential items become more expensive, consuming a greater share of
their limited income.
2. Limited Ability to Absorb Price Increases:
The poor often have less disposable income and savings to cushion against
price increases. Any rise in prices directly impacts their ability to afford
basic needs, leaving them with fewer financial resources to handle
unexpected expenses.
3. Lack of Access to Inflation-Hedging Investments:
Wealthier individuals often invest in assets like stocks, real estate, and
commodities that can increase in value with inflation, thereby protecting
their purchasing power. The poor typically have limited access to these
investment opportunities and rely more on cash, which loses value during
inflation.
4. Fixed Incomes:
Many poor individuals rely on fixed incomes from social security, pensions,
or low-wage jobs with infrequent or no adjustments for inflation. As the cost
of living increases, their real income effectively decreases, eroding their
purchasing power.



5. Higher Interest Rates:
To combat inflation, central banks may raise interest rates, which increases
borrowing costs. This can make it more difficult for the poor to afford loans
for homes, education, or other essential needs, further straining their
financial situation.
6. Rising Cost of Debt:
If the poor have any debt, such as credit card debt or variable-rate loans, the
cost of servicing this debt can rise with inflation and higher interest rates,
further squeezing their financial resources.
7. Volatile Prices for Essential Goods:
Inflation often leads to more volatile prices for essential goods and services.
The poor, who have less flexibility in their budgets, are more vulnerable to
these price swings and may have to make difficult choices between different
necessities.
8. Reduced Real Wages:
Inflation can outpace wage growth, particularly for low-income workers
who have less bargaining power. This means that even if nominal wages
rise, the increase may not be enough to keep up with the rising cost of living,
effectively reducing their real wages.
9. Erosion of Savings:
The poor often have limited savings, which can lose value quickly in an
inflationary environment. This erosion of savings can leave them even more
vulnerable to economic shocks and less able to invest in opportunities for
upward mobility.

3a). What would you expect to be the behavior of cross elasticity of the
following pairs of products? Would they be positive, negative or zero?
Why?
i) Coca cola and Pepsi cola
ii) Desks and chairs.
iii) Dark chocolate and children’s socks.
Cross elasticity of demand measures the responsiveness of the quantity
demanded for one good when the price of another good changes. It can be
positive, negative, or zero, depending on the relationship between the two
products. Here's the expected behavior for the given pairs of products:
i) Coca-Cola and Pepsi-Cola Expected Cross Elasticity: Positive
Reason: Coca-Cola and Pepsi-Cola are substitute goods. If the price of
Coca- Cola increases, consumers are likely to buy more Pepsi-Cola instead,
and vice versa. This substitution effect leads to a positive cross elasticity of
demand, indicating that the demand for one product increases as the price of
the other rises.



ii) Desks and Chairs
Expected Cross Elasticity: Negative
Reason: Desks and chairs are complementary goods. If the price of desks
increases, people might buy fewer desks, which in turn would lead to a
decrease in the demand for chairs, since they are often used together.
This complementary relationship results in a negative cross elasticity of
demand, indicating that the demand for one product decreases as the price of
the other rises.
iii) Dark Chocolate and Children’s Socks Expected Cross Elasticity:
Zero
Reason: Dark chocolate and children’s socks are unrelated goods. The price
change of one is unlikely to affect the demand for the other. Consumers do
not typically consider dark chocolate and children’s socks together when
making purchasing decisions. Therefore, the cross elasticity of demand
between these two products would be close to zero, indicating no
relationship between their demand and the price changes.

Q3.b) Explain why companies spend money for forecasting the future
demand of their products and brief on methods of demand forecasting.
Importance of Demand Forecasting
Companies invest in forecasting the future demand of their products for
several key reasons:
1. Inventory Management:
Accurate demand forecasts help companies maintain optimal inventory
levels, reducing the costs associated with overstocking or stockouts.
2. Production Planning:
Forecasting enables companies to plan their production schedules efficiently,
ensuring that they can meet customer demand without excessive delays.
3. Financial Planning:
Demand forecasts inform budgeting and financial planning,
helping companies allocate resources effectively and manage cash flow.
4. Supply Chain Management:
Companies can coordinate better with suppliers and manage the supply
chain more efficiently, reducing lead times and costs.
5. Marketing and Sales Strategies:
Understanding future demand helps in developing effective marketing and
sales strategies, targeting promotions and discounts more effectively.
6. Capacity Planning:
Forecasting helps in making informed decisions about expanding or
reducing production capacity, optimizing the use of assets.
7. Risk Management:



Companies can anticipate and mitigate risks associated with demand
fluctuations, such as economic downturns or changes in consumer
preferences.
8. Customer Satisfaction:
By anticipating demand accurately, companies can ensure they meet
customer needs promptly, enhancing customer satisfaction and loyalty.
Methods of Demand Forecasting
Demand forecasting methods can be broadly categorized into qualitative and
quantitative approaches:
Qualitative Methods
1. Expert Opinion:
Involves gathering insights from industry experts or experienced managers.
Useful when historical data is limited or the market is experiencing
significant changes.
2. Market Research:
Uses surveys, focus groups, and interviews to gather information directly
from consumers about their future purchasing intentions and preferences.
3. Delphi Method:
A structured communication technique where a panel of experts provides
forecasts in multiple rounds, with feedback and revisions to reach a
consensus.
Quantitative Methods
1. Time Series Analysis:
Uses historical data to identify patterns and trends. Common techniques
include moving averages, exponential smoothing, and ARIMA
(AutoRegressive Integrated Moving Average) models.
2. Causal Models:
Examines the relationship between demand and other variables (e.g.,
economic indicators, marketing spend). Techniques include regression
analysis and econometric modeling.
3. Trend Projection:
Projects future demand based on identified trends in historical data. It
assumes that past trends will continue into the future.
4. Econometric Models:
Uses statistical methods to quantify relationships between demand and
various independent variables. These models can be complex and require
substantial data.
5. Machine Learning and AI:
Advanced algorithms that can handle large datasets and identify complex
patterns. Techniques include neural networks, decision trees, and support
vector machines.



Hybrid Methods
Combining qualitative and quantitative methods can improve forecast
accuracy. For instance, integrating expert opinions with time series models
can provide more robust forecasts, especially in volatile or rapidly changing
markets.

Q4.a) What is the relevance of demand analysis to marketing people
based on given the demand function Q = 15—3P, prepare a demand
schedule showing demand for any four price variations.
Relevance of Demand Analysis to Marketing People
Demand analysis is crucial for marketing professionals as it helps them
understand how different factors, especially price, affect the quantity of a
product that consumers are willing to buy. Key aspects of its relevance
include:
1. Pricing Strategy:
By understanding the demand function, marketers can set prices that
maximize revenue and profitability. They can identify the price elasticity of
demand and determine how sensitive consumers are to price changes.
2. Sales Forecasting:
Accurate demand forecasts allow marketers to predict sales volumes,
helping in inventory management and production planning. This ensures that
there is enough product available to meet anticipated demand without
overproducing.
3. Market Segmentation:
Demand analysis can reveal differences in demand across various market
segments, enabling marketers to tailor their strategies to different consumer
groups based on their sensitivity to price changes.
4. Promotional Strategies:
Understanding demand helps marketers design effective promotional
campaigns. For instance, they can identify the most responsive price points
for discounts or special offers.
5. Product Development:
Insights from demand analysis can guide product development efforts,
ensuring that new products meet consumer needs and preferences.
Preparing a Demand Schedule
Given the demand function Q = 15 3P , where Q is the quantity demanded
and P is the price, we can calculate the quantity demanded for different price
levels.
Let's prepare a demand schedule for the following four price variations: P =
2 , P = 3 , P = 4 , and P = 5 .

1. When P = 2 :



Q = 15 3(2) = 15 6 = 9
Quantity demanded Q = 9 .

2. When P = 3 :
Q = 15 3(3) = 15 9 = 6
Quantity demanded Q = 6 .

3. When P = 4 :
Q = 15 3(4) = 15 12 = 3
Quantity demanded Q = 3

4. When P = 5 :
Q = 15 3(5) = 15 15 = 0
Quantity demanded Q = 0 Demand Schedule
Price (P) Quantity Demanded (Q)

2 9
3 6
4 3
5 0

Interpretation
At a price of P = 2 , the quantity demanded is 9 units.
As the price increases to P = 3 , the quantity demanded decreases to 6 units.
Further increasing the price to P = 4 results in a demand of 3 units.
At P = 5 , the quantity demanded drops to 0 units, indicating that consumers
are not willing to buy the product at this price.
This demand schedule illustrates the inverse relationship between price and
quantity demanded, highlighting the importance of setting optimal prices to
balance revenue and market demand. Marketing professionals can use such
analysis to develop strategies that align with consumer preferences and
maximize the company's profitability.

Q4.b) Examine the determinants of supply and brief on law of supply.
Determinants of Supply
The supply of a product is influenced by various factors, known as
determinants of supply. These determinants affect the quantity of a product
that producers are willing and able to sell at different prices. Key
determinants of supply include:
1. Price of the Product:
The primary determinant of supply. Generally, there is a direct relationship
between the price of a product and the quantity supplied, ceteris paribus.
Higher prices incentivize producers to supply more, while lower prices
discourage production.



2.Cost of Production:
Includes input prices (labor, raw materials, machinery). When production
costs decrease, producers can supply more at each price level. Conversely,
higher production costs reduce supply.
3.Technology:
Technological advancements can increase supply by making production
more efficient, reducing costs, and enabling higher output. Innovations can
also create new supply channels.
4.Prices of Related Goods:
The supply of a product can be affected by the prices of related goods. For
instance, if the price of a substitute in production (another product that can
be produced using the same resources) rises, producers might shift resources
to produce the substitute, reducing the supply of the original product.
Number of Sellers:
An increase in the number of producers in the market increases the overall
supply. Conversely, a decrease in the number of sellers reduces supply.
1. Expectations:
Producers' expectations about future prices can affect current supply. If they
expect prices to rise, they might hold back supply to sell more later at higher
prices. If they expect prices to fall, they may increase supply now to take
advantage of current higher prices.
2. Government Policies:
Taxes, subsidies, and regulations can significantly impact supply. Taxes on
production can decrease supply by increasing costs, while subsidies can
increase supply by reducing costs. Regulations can either restrict or facilitate
supply.
3. Weather and Natural Conditions:
Particularly relevant for agricultural products. Favorable weather conditions
increase supply, while adverse conditions such as droughts or floods reduce
supply.
4. Supply Shocks:
Unexpected events that affect supply, such as natural disasters, strikes, or
geopolitical events, can suddenly reduce or disrupt supply.
Law of Supply
The law of supply states that, ceteris paribus (all other factors being
constant), the quantity supplied of a good rises when the price of the good
rises, and falls when the price of the good falls. This positive relationship
between price and quantity supplied is due to the incentive effect: higher
prices provide an incentive for producers to increase production to capture
higher revenues.
Graphical Representation:



The supply curve typically slopes upward from left to right, indicating that
as the price increases, the quantity supplied increases.
Exceptions to the Law of Supply:
Backward-Bending Supply Curve: In some labor markets, as wages
increase beyond a certain point, the quantity of labor supplied might
decrease as workers opt for more leisure time.
Perfectly Inelastic Supply: When the quantity supplied is fixed and cannot
be changed regardless of price (e.g., limited edition artworks).

Q5.a)Distinguish between:
i)explicit costs and implicit costs.
ii)real cost and opportunity cost.
i)Explicit Costs vs. Implicit Costs
Explicit Costs:
Definition: Explicit costs are direct, out-of-pocket payments for expenses
incurred in the course of doing business. These are actual monetary
transactions and can be easily identified and recorded in the company's
financial statements.
Examples: Wages, rent, utilities, raw materials, and other operational
expenses. Implicit Costs:
Definition: Implicit costs represent the opportunity costs of using resources
owned by the company for its current operations rather than for alternative
uses. These costs do not involve direct monetary transactions and are not
recorded in the financial statements.
Examples: The foregone income from using the owner's personal funds in
the business instead of investing them elsewhere, the foregone rent from
using company-owned property for business operations instead of leasing it
out.
Key Differences:
Nature: Explicit costs are tangible and involve actual cash outflow, while
implicit costs are intangible and represent the value of opportunities
foregone.
Recording: Explicit costs are recorded in the financial statements, whereas
implicit costs are not.
Measurement: Explicit costs are easily measurable in monetary terms,
while implicit costs are often estimated and subjective.
i)Real Cost vs. Opportunity Cost Real Cost:
Definition: Real cost refers to the actual expenditure incurred in the
production of goods or services. It encompasses all the resources used,
including labor, materials, and overheads, and reflects the economic value of
inputs consumed.



Examples: The cost of raw materials, labor wages, machinery, and
equipment used in production.
Opportunity Cost:
Definition: Opportunity cost is the value of the next best alternative
foregone when a decision is made to use resources for a particular purpose.
It represents the benefits that could have been obtained by choosing the
alternative.
Examples: If a company invests in new machinery instead of expanding its
marketing campaign, the opportunity cost is the potential increase in sales
and market share that could have been achieved through the marketing
campaign.
Key Differences:
Focus: Real cost focuses on the actual resources consumed in production,
while opportunity cost focuses on the benefits lost from not choosing the
next best alternative.
Measurement: Real cost is usually measured in monetary terms based on
actual expenses, while opportunity cost is often estimated and represents a
comparison between different choices.
Scope: Real cost is concerned with the present use of resources, whereas
opportunity cost considers the potential benefits of alternative uses of those
resources.

Q5.b) Indicate the type of market structures prevailing in India among
the producers of each of the following goods and services:
i) electricity ii) mobile phone services iii) airline transport service iv)
toothpaste
v) banking services vi) television transmission services.
Types of Market Structures in India
Each of the listed goods and services operates within a specific market
structure in India. Here’s an analysis of the prevailing market structures for
each:
i) Electricity
Market Structure: Oligopoly/Monopoly (Regional Monopolies)
Explanation:
The electricity market in India is characterized by a few large players
dominating specific regions. These players are often state-run or have
significant government involvement. There are private companies too, but
they typically operate within the regulatory framework set by the
government. Due to the high infrastructure costs and regulation, competition
is limited, leading to regional monopolies or oligopolistic market structures.



ii) Mobile Phone
Services Market Structure:
Oligopoly Explanation: The mobile phone service market in India is
dominated by a few large companies, such as Reliance Jio, Bharti Airtel, and
Vodafone Idea. The high entry barriers, significant investment in
infrastructure, and regulatory requirements limit the number of players,
creating an oligopolistic market structure.
1. Airline Transport Service Market Structure: Oligopoly Explanation:
The airline industry in India is dominated by a few major carriers, including
IndiGo, Air India, SpiceJet, and GoAir. The high capital requirements,
regulatory oversight, and operational complexities restrict the number of
competitors, resulting in an oligopolistic market structure.
2. Toothpaste
Market Structure: Monopolistic Competition Explanation:
The toothpaste market in India features many players, such as Colgate,
Pepsodent, Sensodyne, and Patanjali. These brands offer differentiated
products with varying features, packaging, and marketing strategies. The
presence of many firms with product differentiation characterizes a
monopolistic competition market structure.
3. Banking Services
Market Structure: Oligopoly/Monopolistic Competition Explanation:
The banking sector in India consists of a mix of public sector banks, private
sector banks, and foreign banks. Major players include the State Bank of
India (SBI), HDFC Bank, ICICI Bank, and others. While a few large banks
dominate the market (oligopoly), there are many smaller banks and financial
institutions offering differentiated services (monopolistic competition).
4. Television Transmission Services Market Structure: Oligopoly
Explanation:
The television transmission services market in India is dominated by a few
large players, such as Tata Sky, Airtel Digital TV, and Dish TV. The high
infrastructure costs, regulatory requirements, and the need for extensive
content acquisition lead to an oligopolistic market structure.
Summary

1. Electricity: Oligopoly/Monopoly (Regional Monopolies)
2. Mobile Phone Services: Oligopoly
3. Airline Transport Service: Oligopoly
4. Toothpaste:Monopolistic Competition
5. Banking Services: Oligopoly/Monopolistic Competition
6. Television Transmission Services: Oligopoly



These market structures reflect the competitive dynamics, entry barriers, and
regulatory environments specific to each industry in India.

Q6.a) Explain the laws of returns to scale with an illustration.
The laws of returns to scale describe how output changes in response to
proportional changes in inputs, considering all inputs are increased by the
same proportion. There are three primary phases: increasing returns to scale,
constant returns to scale, and decreasing returns to scale.
1. Increasing Returns to Scale
When a firm increases its inputs (labor, capital, etc.) by a certain percentage,
and output increases by a larger percentage, it is experiencing increasing
returns to scale. This phase typically occurs when firms are operating below
their optimal capacity and can take advantage of economies of scale.
Illustration:
Suppose a manufacturing company currently produces 1,000 units of a
product per day using 100 workers and 10 machines.
If the company doubles its inputs (now 200 workers and 20 machines), it
might find that its output more than doubles to, say, 2,500 units per day.
Here, the firm is experiencing increasing returns to scale because the
percentage increase in output (150%) is greater than the percentage increase
in inputs (100%).
2. Constant Returns to Scale
Constant returns to scale occur when a firm increases its inputs by a certain
percentage, and output increases by the same percentage. This phase often
indicates that the firm is operating at an optimal scale where it fully utilizes
its resources without experiencing significant inefficiencies or diseconomies.
Illustration:
Using the same example, if the firm increases its inputs by 10% (110
workers and 11 machines), it might find that its output also increases by 10%
to 1,100 units per day.
Here, the firm is experiencing constant returns to scale because the
percentage increase in output (10%) matches the percentage increase in
inputs (10%).
3. Decreasing Returns to Scale
When a firm increases its inputs by a certain percentage, but output increases
by a smaller percentage or even decreases, it is experiencing decreasing
returns to scale. This phase often arises when firms expand beyond their
optimal size, leading to inefficiencies, coordination challenges, or resource
bottlenecks.
Illustration:



Continuing with the example, if the firm further increases its inputs by 20%
(120 workers and 12 machines), it might find that its output increases by
only 5% to 1,050 units per day.
Here, the firm is experiencing decreasing returns to scale because the
percentage increase in output (5%) is less than the percentage increase in
inputs (20%).

Q6.b) What are the applications of break-even analysis?
Break-even analysis is a critical tool used in business and financial planning
to assess the feasibility of a business venture or determine the profitability of
a product or service. Its applications include:
1. Determining Profitability: Break-even analysis helps businesses
determine the level of sales needed to cover all costs and begin generating a
profit. It provides a clear benchmark for assessing whether a business or
project is financially viable.
2. Setting Prices: By understanding the break-even point, businesses can set
prices that ensure they cover all costs and achieve their desired profit
margin. It helps in balancing competitiveness with profitability.
3. Cost Control: Break-even analysis highlights the fixed and variable costs
involved in production or operation. This insight enables businesses to
identify areas where costs can be reduced or controlled to improve
profitability.
4. Forecasting: It assists in forecasting sales targets necessary to achieve
desired financial outcomes. Businesses can use break-even analysis to set
realistic goals and monitor progress toward profitability.
5. Decision-Making: Break-even analysis aids in making informed
decisions about resource allocation, production levels, and pricing strategies.
It provides a basis for evaluating the potential impact of changes in costs,
prices, or sales volumes.
6. Capital Budgeting: When evaluating investment decisions, break-even
analysis helps assess the payback period and return on investment (ROI). It
provides insights into how long it will take for an investment to break even
and start generating positive returns.
7. Scenario Analysis: Businesses can use break-even analysis to conduct
scenario planning and assess the impact of different market conditions or
strategic choices on profitability. This helps in developing contingency plans
and risk management strategies.
8. Business Planning: Break-even analysis is an essential component of
business plans, especially for startups or new product launches. It provides
stakeholders, including investors and lenders, with a clear understanding of
the financial viability and risk associated with the venture.



9. Performance Evaluation: It serves as a tool for evaluating the financial
performance of different segments or divisions within a company. Managers
can use break-even analysis to compare actual performance against expected
targets and identify areas for improvement.
Overall, break-even analysis is versatile and widely applicable across
various industries and business functions. It provides valuable insights that
support strategic decision-making, financial management, and operational
efficiency.

Q7 a) Journalize the following transactions in the books of Mukesh &
Co.: Jan1. Mukesh started business with Rs. 1,00,000. Paid into bank
Rs.80,000
3. Bought office furniture by paying through cheque Rs.30,000
5. Sold goods for cash Rs. 10,000
8. Paid Anil Rs. 6,000 and was allowed a discount Rs.600
12. Received from Mahindra a cheque for Rs.6900 and allowed him a
discount or Rs.100; the cheque was deposited into bank.
18. Withdraw from bank for office use Rs.10,000
24. Received for cash sales by cheque Rs. 12,000
31. Draw for personal use cash Rs.1,000; salaries paid Rs.5,000. Jan 1:
Mukesh started business with Rs. 1,00,000. Paid into bank Rs. 80,000.
Journal Entry:

Date Particulars Debit (Rs.) Credit (Rs.)

Jan 1 Cash A/c 20,000

Bank A/c 80,000

To Capital A/c 1,00,000

(Being business started with cash and bank)

Jan 3 Office Furniture A/c 30,000

To Bank A/c 30,000

(Being office furniture purchased by cheque)

Jan 5 Cash A/c 10,000

To Sales A/c 10,000

(Being goods sold for cash)

Jan 8 Anil A/c 6,600



To Cash A/c 6,000

To Discount Received A/c 600

(Being amount paid to Anil after discount)

Jan 12 Bank A/c 6,900

Discount Allowed A/c 100

To Mahindra A/c 7,000

(Being cheque received from Mahindra and
deposited in bank)

Jan 18 Cash A/c 10,000

To Bank A/c 10,000

(Being amount withdrawn from bank for office
use)

Jan 24 Bank A/c 12,000

To Cash Sales A/c 12,000

(Being cash sales received by cheque)

Jan 31 Drawings A/c 1,000

To Cash A/c 1,000

(Being amount withdrawn for personal use)

Jan 31 Salaries A/c 5,000

To Cash A/c 5,000

(Being salaries paid)

Q7 b) What are the errors disclosed by trial balance?
A trial balance is a statement that lists all the general ledger accounts of a
business and their balances (debit or credit) at a specific point in time. Its
primary purpose is to verify the accuracy of the ledger balances and to detect
any errors in the accounting records. Errors that are disclosed by a trial
balance can generally be classified into the following categories:



1. Arithmetic Errors:
These errors occur due to mistakes in mathematical calculations when
posting transactions to the general ledger or when preparing the trial balance
itself. For example, adding or subtracting incorrectly when totaling account
balances.
2. Posting Errors:
Posting errors occur when amounts are incorrectly transferred (posted) from
the general journal to the general ledger accounts. This can include entering
a debit amount as a credit or vice versa, or posting an amount to the wrong
account.
3. Transposition Errors:
Transposition errors are a specific type of posting error where digits or
numbers are reversed when recording transactions. For example, recording
an amount of Rs. 530 as Rs. 350.
4. Compensating Errors:
Compensating errors occur when two or more errors cancel each other out,
leading to a trial balance that still balances but includes inaccuracies. For
instance, overstating one account balance and understating another by the
same amount.
5. Omission Errors:
Omission errors happen when transactions or entire accounts are completely
omitted from the general ledger. This results in missing balances or incorrect
totals in the trial balance.
6. Error of Principle:
An error of principle occurs when a transaction is recorded in an incorrect
account due to a misunderstanding of accounting principles. For example,
recording repairs expense as capital expenditure.
7. Duplicate Entries:
Duplicate entries happen when a transaction is recorded more than once in
the general ledger or the trial balance. This leads to overstated account
balances and the trial balance not being accurate.
Q8.a) Calculate: i) Current ratio and ii) quick ratio given the following:

Liabilities Rs. Assets Rs.

Bank
overdraft

40,0
0,00
0

Cash in
hand

2,00,
000

Creditors 60,0
0,00

Cash in
bank

10,0
0,00



0 0
Outstandi
ng
creditors

7,00,
000

Bills
receivable

30,0
0,00
0

Provision
for
taxation

20,0
0,00
0

stock 40,0
0,00
0

Dividends
proposed

10,0
0,00
0

Debtors 70,0
0,00
0

calculate the current ratio and quick ratio (also known as the acid-test ratio),
we will use the given liabilities and assets:
Given:
Liabilities:
● Bank overdraft: Rs. 40,00,000
● Creditors: Rs. 60,00,000
● Outstanding creditors: Rs. 7,00,000
● Provision for taxation: Rs. 20,00,000
● Dividends proposed: Rs. 10,00,000
Assets:
● Cash in hand: Rs. 2,00,000
● Cash in bank: Rs. 10,00,000
● Bills receivable: Rs. 30,00,000
● Stock: Rs. 40,00,000
● Debtors: Rs. 70,00,000 Calculation:
i). Current Ratio:
The current ratio is calculated as follows:
Current Ratio = Current Assets / Current Liabilities
Current Assets:
● Cash in hand: Rs. 2,00,000
● Cash in bank: Rs. 10,00,000
● Bills receivable: Rs. 30,00,000
● Stock: Rs. 40,00,000
● Debtors: Rs. 70,00,000
Total Current Assets:
Total Current Assets = 2,00,000 + 10,00,000 + 30,00,000 + 40,00,000 +
70,00,000 = Rs. 1,52,00,000
Current Liabilities:
● Bank overdraft: Rs. 40,00,000
● Creditors: Rs. 60,00,000
● Outstanding creditors: Rs. 7,00,000



● Provision for taxation: Rs. 20,00,000
● Dividends proposed: Rs. 10,00,000
Total Current Liabilities:
Total Current Liabilities = 40,00,000 + 60,00,000 + 7,00,000 + 20,00,000 +
10,00,000 = Rs. 1,37,00,000
Now, calculate the Current Ratio:
Current Ratio = 1,52,00,000 / 1,37,00,000 Current Ratio ≈ 1.11
i) Quick Ratio (Acid-Test Ratio):
The quick ratio (acid-test ratio) excludes stock (inventory) from current
assets, providing a more conservative measure of liquidity:
Quick Ratio} = Quick Assets / Current Liabilities
Quick Assets (Current Assets excluding stock):
Quick Assets = Total Current Assets} - Stock
Quick Assets = 1,52,00,000 - 40,00,000 = Rs. 1,12,00,000
Now, calculate the Quick Ratio:
Quick Ratio = 1,12,00,000 /1,37,00,000
Quick Ratio ≈ 0.82 Summary:

● Current Ratio: Approximately 1.11
● Quick Ratio (Acid-Test Ratio): Approximately 0.82

These ratios indicate the company's ability to meet its short-term obligations
with its current assets, including and excluding stock (inventory). A current
ratio above 1 suggests that the company has sufficient current assets to cover
its current liabilities, while a quick ratio above 1 indicates a good ability to
meet short-term obligations without relying on selling inventory.

Q8.b) What is meant by “Funds from operations” and explain the
procedure for preparation of funds flow statement?
Funds from Operations (FFO)
Funds from Operations" (FFO) is a financial metric used primarily by real
estate investment trusts (REITs) and similar entities to measure the cash
generated from their operations. It represents the net income excluding gains
or losses from sales of property and depreciation, which are non-cash items.
FFO is considered a more accurate measure of the cash flow potential of a
REIT or similar entity because it excludes non-operational items that do not
affect the ongoing cash flow from operations.
Components of FFO typically include:

● Net Income
● Depreciation and Amortization
● Gains or Losses on Sales of Real Estate Assets

By excluding these items, FFO provides a clearer picture of the cash
generated by the core operations of the business, which can be used to fund



dividends to shareholders or to reinvest in the business.
Preparation Procedure of Funds Flow Statement
A Funds Flow Statement (also known as a Statement of Changes in
Financial Position) is a financial statement that shows changes in a
company's financial position between two balance sheet dates. It helps in
analyzing the sources and uses of funds during a specific period, providing
insights into how funds were generated and utilized.
Procedure for Preparation:
1. Identify Beginning and Ending Balances: Gather the balance sheet data
for the beginning and ending dates of the period for which the funds flow
statement is being prepared.
2. Adjust for Non-Fund Items: Exclude non-cash items (like depreciation,
amortization) and non-operational gains or losses (such as gains on sales of
assets).
3. Calculate Net Increase or Decrease in Working Capital: Determine
changes in current assets (e.g., cash, accounts receivable, inventory) and
current liabilities (e.g., accounts payable, short-term loans).
Net Increase in Working Capital: If current assets increase more than current
liabilities, it indicates an increase in working capital.
Net Decrease in Working Capital: If current liabilities increase more than
current assets, it indicates a decrease in working capital.
4. Analyze Changes in Long-Term Assets and Liabilities: Include
changes in long-term assets (e.g., property, plant, equipment) and long-term
liabilities (e.g., long-term loans, bonds).
5. Calculate Funds from Operations (FFO): Determine the cash generated
from operations by adjusting net income for non-cash expenses (like
depreciation) and non-operational gains or losses.
6. Prepare the Funds Flow Statement:

● Start with the opening balance of funds (usually cash and cash
equivalents).

● Add sources of funds (e.g., funds from operations, proceeds from
issuance of new shares or long-term debt).

● Deduct uses of funds (e.g., payment of dividends, repayment of
long-term debt, purchase of property or equipment).

● Calculate the closing balance of funds (usually cash and cash
equivalents).

7. Presentation of Funds Flow Statement: The statement typically
includes a schedule reconciling the opening and closing balances of cash and
cash equivalents, detailing how funds were generated and used during the
period.


