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4
th

 Semester Regular / Back Examination 2015-16 

ENGINEERING ECONOMICS AND COSTING 
BRANCH: AEIE, AUTO, BIOMED, BIOTECH, CHEM, CIVIL, CSE, ECE, EEE, EIE, 
ELECTRICAL, ENV, ETC, FASHION, FAT, IEE, IT, ITE, MECH, METTA, MINERAL, 

MINING, MME, PLASTIC, TEXTILE, 

Time: 3 Hours 

Max Marks: 70 

Q.CODE: W622 
Answer Question No.1 which is compulsory and any five from the rest. 

The figures in the right hand margin indicate marks. 
  
  
Q1  Answer the following questions: (2 x 10) 

 a) What are the different steps in engineering economic analysis 

procedure?  

 

 b) What  is  elasticity  of  demand?  State  at  least two  important  factors 

governing price-elasticity of demand.  

 

 c) What is minimum acceptable rate of return?  

 d) Define sinking fund and capital recovery factor.   

 e) Which institution is regarded as the lender of the last resort? Why?  

 f) What are inferior goods? Why is this paradox called?  

 g) What is P/V Ratio? How to improve P/V Ratio?   

 h) What do you mean by capitalized cost?  

 i) What is cost-benefit ratio?   

 j) What is effective interest rate?  

    
Q2 a) Law of increasing return is the matter of logical necessity whereas 

law of diminishing returns is a matter of empirical fact. Explain the 
statement briefly.    

(5) 

 b) In a city there are a large number of firms selling a product and no 
single  firm  has  any  control  over  the  price  of  the  product.  The 
following  total  revenue  and  cost  functions  are  given  for  a  single 
seller 

TR = 10Q 
       TC = 1000 +2Q+0.01Q2 
Determine how many units of the product a firm will produce per 
annum if it aims a profit maximization. Also find out the total profits 
made by it in the equilibrium situation.  
 
 
 

(5) 
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Q3 a) Explain  the  terms  ‘Depletion’  and  ‘Depreciation’.  Why  do  assets 
depreciate?  

(5) 

 b) A  company  has  purchased  an  equipment  whose first  cost  is  
1,00,000  with  an  estimated  life  of  eight  years.  The  estimated 
salvage value of the equipment at the end of its lifetime is   20,000 
calculate the depreciation and the book value for period 5 using the 
declining balance method of depreciation by assuming 0.2 for K.  

(5) 

    
Q4 a) A  company  is  planning  to  purchase  an  advance  machine  centre. 

Three  original  manufacturers  have  responded  to  its tender  whose 
particulars are tabulated below 

Manufacturer Down 
Payment ( ) 

Yearly Equal 
Installments ( )  

No of 
Installment   

1 5,00,000 2,00,000 15 

2 4,00,000 3,00,000 15 

3 6,00,000 1,50,000 15 
Determine the best alternative based on the annual equivalent 
method by assuming by i = 20%, compounded annually.  

 

(5) 

 b) Discuss  the  present  worth  method  of  evaluating  engineering 
alternatives. Give the situations where the present worth method is 
preferred to IRR method.  

(5) 

    
Q5  The following particulars are presented by ABC Ltd for 2015 

Sales     40,000 
Fixed Cost     12,000 
Variable Cost   20,000 

(10) 

 a) Find out P/V Ratio, Break-even Sales, Margin of safety  
 b) Calculate the effect of 10% increase in Fixed Cost   
 c) 10% decrease in a sale which is accompanied by 10% decrease in 

variable cost.  
 

    
Q6  A  company  is  planning  to  expand its present  business  activity.  It 

has  two  alternatives  for  the  expansion  program  and  the 
corresponding  cash  flows  are  given  in  the  following  table.  Each 
alternative has a life of five years and negligible salvage value. The 
minimum attractive rate of return for the company is 12%. Suggest 
the best alternative to the company on the basis of IRR method 

 Initial Investment ( ) Yearly Revenue (  
Alternative 1 5,00,000 1,70,000 

Alternative 2 8,00,000 2,70,000 
 

(10) 

    
Q7  Discuss  the  various  functions  of  a  Commercial  Bank.  How  these 

banks play a major role in the development of a country.  
(10) 

    
Q8  Write short notes on any two: (5 x 2) 

 a) Fixed Cost Vs variable cost  
 b) Financial Markets  
 c) Monopoly of Note Issue  
 d) Law of Supply   
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