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MANAGERIAL ECONOMICS & ACCOUNTANCY  
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Answer the following questions. Each question carries 5 Marks                   (6 x 5 = 30) 
 

I. Discuss the significance, determination, and estimation of fixed and working capital requirement. 
(5 Marks) 

II. Write about following 
a. Bring out importance and tools of financial statements.           (3 Marks) 
b. Discuss significance of analysis and interpretation financial statements through ratios    (2 Marks) 

 
III. Describe Price-output determination under perfect competition and monopoly        (5 Marks) 

 
IV. Zamazam Ltd is putting together its financial plans for the year ending 31 December 2017.  It has two 

main products, the Faham and the Qabsa.  The “Base Case” plan for the year contains the 
following data:                 (5 Marks) 
 
 

Faham Qabsa 

Original Budgeted sales (units) 200,000 150,000 
                                 £                                     £ 
 
Selling price per unit 

30.00 39.00 

Production costs per unit: £ £ 
Materials 10.00 12.00 
Labour  6.00 8.00 
Variable overheads 3.00 4.00 
Fixed overheads 3.00 3.00 
Total costs per unit 22.00 27.00 
Planned profit per unit   8.00   12.00 

 
Labour is sub-contracted and can be considered a variable cost.  Fixed overheads, including the planned 
costs of advertising and marketing the products have been identified and are directly attributable to the 
separate products. 
 
Zamazam is considering two variations on the “Base Case” plan:   
 

1. Option X will involve a new marketing initiative for the Faham, which will increase expected sales by 
an estimated 40%.  Costs will also be affected: because of bulk purchase discounts, materials will cost 
10p per unit less for all the Faham materials purchased, but fixed overheads will increase by 
£500,000 because of the significant extra advertising and marketing spend involved.   If this option 
were chosen, it is expected that sales of the Qabsa would be unaffected. 
 

2. Option Y involves a price reduction of £1.50 for the Faham and of £2 for the Qabsa.  This is estimated 
to increase Faham sales by 20% and Qabsa sales by 25%.  Under this option, materials purchase 
discounts would amount to 5p per unit for every Faham and 10p per unit for every Qabsa. 

 
REQUIRED 

(a) Calculate the expected profit for both products in the base case scenario. Identify the breakeven 
point in units and revenue and the margin of safety for both products 

(b) Calculate profit or loss, compared with the “Base Case”, arising under 
i) Option X and   

ii) Option Y.   
(c) Write a report to the management of Zamazam advising on which of the three options (Base Case, X 

or Y) is preferable.  Include in your report any other commercial considerations which may not have 
been reflected in the assumptions and calculations above. 
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V. Waleed’s Fish Farms is considering two potential investments to expand its organic octopus-farming 

activities.  Both investments will allow the company to occupy a salt-water lagoon for 5 years, after which 
time a new lease would need to be renegotiated. Details of the two projects are as follows:          (5 Marks) 

                             
In both cases, profits have 
been calculated by taking 
the projected cash flows 
from the projects and 
deducting depreciation of 
the initial capital 
investment on a straight-
line basis over 5 years.   
 
 

Waleed’s normal policy is not to undertake any project with a payback of more than three years.  Because 
of the high risks involved in octopus-farming, funding for either project would only be available at a 
fixed rate of 20%. 
 
REQUIRED:  
 
a)  Calculate the Accounting Rate of Return (ARR) for both projects 
b)  Calculate the Payback Period of both projects.          
c)  Calculate the Net Present Value of both projects, at fixed rate as a discount rate.    
d)  Calculate Internal Rate of Return (IRR)   
e)  Assuming that Waleed’s Fish Farms only wishes to undertake one of the projects, which of the two is 
preferable?  Give reasons for your decision.   

Hint -   

 

 PAT/EAT is provided in the problem. You must calculate Depreciation and CFAT to solve this problem. 

VI. The following Trial Balance is extracted from the Books of Raushan Zameer on 31st December,2017 
           (5 Marks) 

The following adjustments are to be made: 
 

i) Stock in hand on 31st December,2017 was 
Rs.32,500 

ii) Depreciate buildings at the rate of 5%, 
Furniture @ 10% and Motor vehicles @ 
20%. 

iii) Rs.850 is due for interest on bank 
overdraft 

iv) Salaries Rs.3,000 and Taxes Rs.1,200 are 
outstanding 

v) Insurance amounting to Rs.1,000 is 
prepaid 

vi) One-third of the commission received is 
in respect of work to be done next year 

vii) Write off a further sum of Rs. 1,000 as 
bad debts and provision for bad debts to 
be made equal to 10% on Sundry debtors. 

 
Prepare Trading, Profit and Loss A/c for the year 
ending 31st December, 2017 and Balance Sheet as 
on that date. 

 

 

 £000s £000s 

Investment:          A          B 

Initial capital investment required: 35,000 55,000 

   

Expected profits from the projects:   

Year 1 2,000 3,000 

Year 2 8,000 3,000 

Year 3 15,000 15,000 

Year 4 15,000 25,000 

Year 5 15,000 60,000 

1 2 3 4 = 2 – 3  5 6 =  4 – 5  7 = 3+6 

YEAR EBDT DEPRECIATION EBT TAX EAT CFAT  

Particulars Debit 
Rs. 

Credit 
Rs. 

Furniture 
Motor Vehicles 
Buildings 
Capital Account 
Bad Debts 
Provision for Bad Debts 
Sundry Debtors and Creditors 
Stock on January 1, 2009 
Purchases and Sales 
Bank Overdraft 
Sales and Purchase returns 
Advertising 
Interest (on Bank Overdraft) 
Commission 
Cash 
Taxes and Insurance 
General expenses 
Salaries  

6,400 
62,500 
75,000 

 
1,250 

 
38,000 
34,600 
54,750 

 
2,000 
4,500 
1,180 

 
6,500 

12,500 
7,820 

33,000 

 
 
 

1,25,000 
 

2,000 
25,000 

 
1,54,500 

28,500 
1,250 

 
 

3,750 

 3,40,000 3,40,000 
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