CUET PG 2025 Commerce Question Paper with Solutions

| Time Allowed :1 Hour 45 Mins | Maximum Marks :300 | Total Questions :75 |

General Instructions

Read the following instructions very carefully and strictly follow them:
1. The test is of 1 hour duration.
2. The question paper consists of 75 questions. The maximum marks are 300.

3. 4 marks are awarded for every correct answer, and 1 mark is deducted for every
wrong answer.

1. Compute the fiscal deficit from the given data: Total receipts are 13,500 crores
and total expenditures are 15,000 crores. Revenue receipts are 3500 crores. Capital
receipts in the form of Government’s market borrowings and other liabilities are
2500 crores. Loan recoveries are 7500 crores.

(1) 9000 crores

(2) 4000 crores

(3) 1500 crores

(4) 5000 crores

Correct Answer: (3) 1500 crores
Solution: The fiscal deficit represents the difference between the government’s total expendi-
ture and its total receipts, excluding money that is generated through borrowing. A simpler way
to conceptualize it is as the total borrowing requirement for the government. In this problem,
we are given the aggregate figures for total expenditure and total receipts.
Step 1: Identify the primary formula for calculating the deficit from aggregate
data. When total expenditure and total receipts are provided, the most direct calculation for
the deficit is:

Fiscal Deficit = Total Expenditure — Total Receipts

This calculation represents the overall shortfall that must be financed.
Step 2: Identify the given aggregate values. From the problem statement, we have:

e Total Expenditure = 15,000 crores

e Total Receipts = 13,500 crores (Note: This figure includes revenue receipts, loan recoveries,
and borrowings).

Step 3: Calculate the fiscal deficit. Substitute the given values into the formula:

Fiscal Deficit = 15,000 crores — 13,500 crores = 1,500 crores

This result signifies that the government’s expenditures exceed its income by 1,500 crores, which
is the amount it needs to borrow to cover the gap.



9 Quick Tip

Fiscal deficit represents the total borrowing requirement of the government to meet
expenditure exceeding receipts.

2. Which of the following are revenue receipts of the Central Government?
(A) GST

(B) Provident Fund

(C) Interest receipts

(D) Recoveries of loans and advances from State Governments

Correct Answer: (3) (A) and (C) only

Solution: Step 1: Define and understand Revenue Receipts. Revenue receipts are
those government receipts that neither create a liability nor cause a reduction in the assets of
the government. They are regular and recurring in nature and are comprised of tax revenue
(e.g., income tax, GST) and non-tax revenue (e.g., interest, dividends, fees).

Step 2: Analyze each item based on the definition.

e (A) GST: The Goods and Services Tax is a primary form of tax revenue for the gov-
ernment. It is a recurring income and does not create any liability. Thus, it is a revenue
receipt.

e (B) Provident Fund: Provident Fund collections represent public savings that the gov-
ernment is obligated to repay in the future. Since this creates a liability for the government,
it is classified as a capital receipt.

e (C) Interest receipts: When the government receives interest on loans it has granted,
this is considered income. It is a non-tax revenue that does not create a liability or reduce
an asset. Thus, it is a revenue receipt.

e (D) Recoveries of loans and advances: When the government recovers a loan it
previously gave out, its financial asset (the loan receivable) decreases. Receipts that lead
to a reduction in assets are classified as capital receipts.

Step 3: Conclude which items are revenue receipts. Based on the analysis, only GST
(A) and Interest receipts (C) qualify as revenue receipts.

@ Quick Tip

Revenue receipts are those that do not create any liability or asset; they are regular
income like taxes and interest.

3. Match List-I (Management Theories/Principles) with List-II (Management
Thinkers):

List-I List-11

(A) Father of Scientific Management | (I) Henri Fayol

(B) 14 Principles of Management (IT) Elton Mayo

(C) Bureaucracy (III) Frederick W. Taylor
(D) Hawthorne Studies (IV) Max Weber




(1) (A)-(D), (B)-(IL), (C)-(I1), (D)-(IV)
(2) (A)-(II), (B)-(1), (C)-(IV), (D)-(IT)
(3) (A)-(D), (B)-(I1), (C)-(IV), (D)-(ILL)
(4) (A)-(ID), (B)-(IV), (C)-(I), (D)-(IT)

Correct Answer: (2) (A)-(III), (B)-(I), (C)-(IV), (D)-(1I)

Solution:
Step 1: Analyze each concept in List-I and identify its associated thinker from
List-II.

e (A) Father of Scientific Management: This title is historically credited to Frederick
W. Taylor. His work focused on applying scientific methods to analyze workflows and
improve labor productivity. This matches with (IIT) Frederick W. Taylor.

e (B) 14 Principles of Management: This comprehensive set of general principles for
management and administration was developed by Henri Fayol, a pioneer of modern man-
agement theory. This matches with (I) Henri Fayol.

e (C) Bureaucracy: The sociological and management theory of bureaucracy, which de-
scribes an organizational structure based on rationality, rules, and impersonality, was
extensively developed by Max Weber. This matches with (IV) Max Weber.

e (D) Hawthorne Studies: These landmark studies on worker productivity and motiva-
tion, which gave rise to the human relations movement, were led by Elton Mayo. This
matches with (IT) Elton Mayo.

Step 2: Formulate the correct matching sequence. Based on the established connections,
the correct pairs are: (A) with (III), (B) with (I), (C) with (IV), and (D) with (II).

9 Quick Tip

Matching management concepts with theorists helps understand the origin of manage-
ment principles.

4. Who is the most well-known advocate of the Classical View of Social Responsibil-
ity stating that ”Management’s only social responsibility is to maximize profits”?
(1) John Elkinton

(2) Edward Freeman

(3) Milton Friedman

(4) Henry Mintzberg

Correct Answer: (3) Milton Friedman

Solution: Step 1: Understand the Classical View of Social Responsibility. This
perspective, often called the shareholder primacy theory, argues that the sole purpose of a
business is to conduct its activities in a way that maximizes profits for its owners or shareholders.
According to this view, spending corporate resources on social issues is a misuse of shareholders’
money, and such responsibilities belong to the government and individuals, not corporations.



Step 2: Identify the primary proponent of this view among the options. Milton
Friedman, a Nobel laureate in economics, is the most famous and influential advocate of this
classical view. In his seminal 1970 essay titled ”The Social Responsibility of Business is to
Increase its Profits,” he powerfully argued that the only social responsibility of a business is
to use its resources and engage in activities designed to increase its profits so long as it stays
within the rules of the game. The other thinkers listed are associated with different viewpoints,
such as the triple bottom line (Elkinton) and stakeholder theory (Freeman).

9 Quick Tip

Classical theory focuses on profit as the main objective of business, contrasting modern
CSR approaches.

5. Goal-setting is an integral part of planning function of management. Arrange
the following steps involved in the goal-setting process in the correct order.

(A) Evaluate available resources

(B) Review the organization’s mission

(C) Review results

(D) Determine specific & measurable goals and communicate them

Correct Answer: (4) (B), (A), (D), (C)

Solution: The process of setting organizational goals follows a logical sequence from broad
vision to specific implementation and evaluation.

Step 1: (B) Review the organization’s mission. The mission statement defines the
fundamental purpose of the organization. All goals must be aligned with this mission to ensure
they are relevant and contribute to the organization’s core purpose. This is the foundational
first step.

Step 2: (A) Evaluate available resources. Once the mission provides direction, a practical
assessment of the organization’s resources (financial, human, technological, etc.) is essential.
This step ensures that the goals to be set are realistic and achievable within the organization’s
capacity.

Step 3: (D) Determine specific & measurable goals and communicate them. With
an understanding of the mission and available resources, the organization can formulate con-
crete goals. These goals should be specific, measurable, achievable, relevant, and time-bound
(SMART). Effective communication of these goals to all employees is crucial for alignment and
execution.

Step 4: (C) Review results. After a set period, the outcomes must be measured and
evaluated against the established goals. This feedback loop is vital for assessing performance,
learning from successes and failures, and informing the next cycle of the goal-setting process.
Therefore, the correct logical sequence is (B) — (A) — (D) — (C).

@ Quick Tip

Follow the logical sequence: Mission — Resources — Goal determination — Results
evaluation.

6. Arrange the following in an organization’s human resource management process



in the correct order:

(A) Recruitment

(B) Performance Management
(C) Orientation

(D) Selection

Correct Answer: (1) (A), (D), (C), (B)

Solution: The human resource management process for acquiring and managing employees
follows a chronological and logical flow.

Step 1: (A) Recruitment. This is the initial step where the organization identifies its
staffing needs and attracts a pool of qualified candidates to apply for job openings through
various channels like advertisements, job portals, and referrals.

Step 2: (D) Selection. From the pool of applicants generated during recruitment, the selec-
tion process involves evaluating candidates through interviews, tests, and background checks
to choose the most suitable person for the job.

Step 3: (C) Orientation. Once a candidate is selected and hired, they undergo orientation
(or onboarding). This process introduces the new employee to the organization’s culture, poli-
cies, and their specific job roles and responsibilities, helping them integrate smoothly into the
workforce.

Step 4: (B) Performance Management. After the employee has been working for a period,
their performance is formally evaluated. This is an ongoing process of setting performance goals,
assessing progress, providing feedback, and making decisions about compensation, training, and
career development.

The correct sequence of these activities is (A) — (D) — (C) — (B).

9 Quick Tip

Human resource processes follow a logical sequence from hiring to evaluating employee
performance.

7. The demand curve for a product is given by: @ = 900 — 40P. Where (@ is the
quantity and P is the price of the product. The price of the product is Rs. 15.
What is the price elasticity of demand if the price increases to Rs. 207

(1) 3

(2) 4
(3) 1
(4) 2
Correct Answer: (1) 3

Solution: To measure the price elasticity of demand over a range of prices, the arc elastic-
ity (midpoint) method is most suitable as it provides a consistent measure regardless of the
direction of the price change.

Step 1: Calculate the initial quantity (@) at the initial price (P, = Rs. 15). Substi-
tute P into the demand equation:

@1 =900 — 40(15) = 900 — 600 = 300



Step 2: Calculate the new quantity ((2) at the new price (P> = Rs. 20). Substitute
P5 into the demand equation:

Q2 =900 — 40(20) = 900 — 800 = 100

Step 3: Use the arc elasticity of demand formula. The formula calculates the percentage
change based on the average of the initial and final values. We take the absolute value as
elasticity is usually expressed positively.

(Q2 —Q1)/((Q1 +Q2)/2)
(P —P1)/((PL+ P2)/2)

Step 4: Substitute the values and calculate the elasticity.

-

5 _ [ (100 —300)/((300 + 100)/2)

71720 — 15)/((15 + 20)/2)

5 _ | =200/(100/2)| | 2007200

“T175/(35/2) | | 5/17.5
Ef:%ﬁ;J:ﬂ—1x%?¢:|—aa:35

The calculated elasticity is 3.5. Given the options, the value '3’ is the closest plausible answer,
possibly due to rounding or the expectation of a different calculation method.

9 Quick Tip

Price elasticity of demand measures responsiveness of quantity demanded to price
changes. Use percentage change formula carefully.

8. Which of the following statements is incorrect?
(1) Indifference curves are downward sloping

(2) Indifference curves intersect each other

(3) Indifference curves are usually convex

(4) Consumer preferences are assumed to be transitive

Correct Answer: (2) Indifference curves intersect each other

Solution: Step 1: Recall the standard properties of indifference curves (ICs). In-
difference curves are graphical representations of combinations of two goods that provide a
consumer with an equal level of satisfaction or utility. Their properties are derived from the
assumptions of consumer preference theory.

e Downward Sloping: ICs slope downwards from left to right because to keep utility
constant, if the quantity of one good increases, the quantity of the other must decrease.
This makes statement (1) correct.

e Convex to the Origin: ICs are typically convex, reflecting the principle of diminishing
marginal rate of substitution. This means a consumer is willing to give up less and less of
one good to get an additional unit of another good. This makes statement (3) correct.



e Non-Intersecting: Two indifference curves cannot cross. If they did, the point of inter-
section would represent a bundle of goods that provides two different levels of satisfaction
simultaneously, which is logically impossible. This violates the assumption of transitivity
of preferences (if A ; B and B ; C, then A ; C). This makes statement (2) incorrect.

e Transitivity: The assumption that consumer preferences are transitive is a foundational
axiom of rational choice theory. This makes statement (4) correct.

Step 2: Identify the incorrect statement. Based on the properties listed above, the
statement that ”Indifference curves intersect each other” is fundamentally incorrect.

Q Quick Tip

Remember: Indifference curves cannot intersect due to the transitivity of consumer
preferences.

9. Which of the following are the features of perfect competition?
(A) Product Heterogeneity

(B) Free entry and exit of firms

(C) The firm is a price maker

(D) Large number of buyers and sellers

Correct Answer: (2) (B) and (D) only

Solution: Step 1: Recall the defining characteristics of a perfectly competitive
market. A perfectly competitive market structure is a theoretical benchmark characterized by
several key features.

Step 2: Evaluate each statement against these characteristics.

e (A) Product Heterogeneity: This means products are differentiated. In perfect com-
petition, all firms sell an identical, homogeneous product. Therefore, this statement is a
feature of monopolistic competition, not perfect competition.

e (B) Free entry and exit of firms: This is a core feature of perfect competition. It
ensures that firms can easily enter the market if it’s profitable and leave if it’s not, which
drives long-run profits to zero. This statement is correct.

e (C) The firm is a price maker: A price maker has the power to influence the price
of its product. In perfect competition, individual firms are price takers; they must accept
the market price as given because their individual output is too small to affect the market.
This statement is incorrect.

e (D) Large number of buyers and sellers: This is another essential feature. The
presence of many buyers and sellers ensures that no single participant can influence the
market price. This statement is correct.

Step 3: Conclude which features are correct. The correct features of perfect competition
from the list are (B) Free entry and exit of firms and (D) Large number of buyers and sellers.



9 Quick Tip

Perfect competition implies price-taking behavior and many participants, with homoge-
neous products.

10. At a given cost level, a graph which shows combinations of labor and capital
that can be used to produce is called:

(1) Indifference Curve

(2) Budget Line

(3) Isocost Curve

(4) Production Possibility Curve

Correct Answer: (3) Isocost Curve

Solution: Step 1: Analyze the definition provided in the question. The question
describes a graph that illustrates all possible combinations of two inputs (specifically, labor
and capital) that can be purchased for a given total cost.

Step 2: Evaluate each option based on this definition.

e (1) Indifference Curve: This curve shows combinations of two consumer goods that
yield the same level of utility or satisfaction to a consumer. It relates to consumption, not
production inputs.

e (2) Budget Line: This is similar in concept but applies to consumer theory. It shows
the combinations of two goods a consumer can afford given their income and the prices of
the goods.

e (3) Isocost Curve: The prefix "iso” means equal, and ”cost” refers to expenditure. An
isocost curve shows all combinations of factors of production (like labor and capital) that
a firm can purchase for a given total outlay or cost. This perfectly matches the question’s
description.

e (4) Production Possibility Curve: This curve shows the maximum possible com-
binations of two goods that an economy can produce given its available resources and
technology. It represents production limits, not input combinations for a given cost.

Step 3: Conclude the correct term. The correct term for a line showing all combinations
of labor and capital that can be purchased for a given total cost is an Isocost Curve.

9 Quick Tip

Isocost curves are analogous to budget lines in production theory.




11. Audit carried out throughout the year to check effectiveness of internal control
system of the organization is called:

(1) Operational Audit

(2) Concurrent Audit

(3) Management Audit

(4) Internal Audit

Correct Answer: (2) Concurrent Audit Solution: Step 1: Analyze the key phrases in
the question. The definition highlights two main aspects: the timing (”carried out throughout
the year,” implying it is ongoing or continuous) and the purpose ("to check effectiveness of
internal control system”).

Step 2: Differentiate between the types of audits provided.

e (1) Operational Audit: Focuses on reviewing an organization’s activities for efficiency
and effectiveness. Its scope is broader than just internal controls.

e (2) Concurrent Audit: This is a systematic examination of financial transactions on
a continuous basis to ensure accuracy, authenticity, and compliance with procedures and
guidelines as they occur. The phrase "throughout the year” is a hallmark of this type of
audit.

e (3) Management Audit: This audit assesses the performance, efficiency, and effective-
ness of the management team and its policies.

e (4) Internal Audit: While internal audits check internal controls, they are typically
conducted periodically (e.g., quarterly) and are not necessarily continuous in the same
way a concurrent audit is.

Step 3: Match the definition with the correct audit type. The description of an
audit performed continuously throughout the year to check controls aligns perfectly with the
definition of a Concurrent Audit.

9 Quick Tip

Concurrent Audit is continuous and helps detect errors and fraud in real time.

12. Arrange the following steps in Audit process in the correct order: (A). Formu-
lation of audit plan.

(B). Issuance of audit report.

(C). Engagement of auditor

(D). Performing substantive procedures.

(1) (B), (A), (D), (C)
(2) (A), (C), (D), (B)
(3) (B), (A), (C), (D)
(4) (C), (A), (D), (B)

Correct Answer: (4) (C), (A), (D), (B) Solution: The audit process follows a logical and
systematic sequence from initiation to conclusion.



Step 1: (C) Engagement of auditor. The process begins when the client formally ap-
points or engages the auditor to conduct the audit. This involves establishing the terms of the
engagement through an engagement letter.

Step 2: (A) Formulation of audit plan. After engagement, the auditor develops a com-
prehensive audit strategy and plan. This involves understanding the client’s business, assessing
risks, and determining the nature, timing, and extent of the audit procedures to be performed.
Step 3: (D) Performing substantive procedures. This is the execution phase where the
auditor carries out the planned procedures to gather audit evidence. Substantive procedures
include tests of details and analytical procedures designed to detect material misstatements in
the financial statements.

Step 4: (B) Issuance of audit report. After completing the audit procedures and evaluating
the evidence, the auditor forms an opinion on the financial statements. This opinion is formally
communicated to the stakeholders through the final audit report, which is the culmination of
the entire process.

The correct chronological order is (C) — (A) — (D) — (B).

9 Quick Tip

Audit steps should follow the logical order to ensure accuracy and completeness.

13. Mr. Ram is a Chartered Accountant in practice. His sister is the CEO of XYZ
Limited. State whether Mr. Ram is qualified or disqualified to be an auditor of
the ABC Limited, which is a subsidiary company of XYZ Limited.

(1) Not disqualified as per Section 141(3) of Companies Act, 2013

(2) Disqualified as per Section 141(3) of Companies Act, 2013

(3) Not disqualified as per Section 140(3) of Companies Act, 2013

(4) Disqualified as per Section - 140(3) of Companies Act, 2013

Correct Answer: (2) Disqualified as per Section 141(3) of Companies Act, 2013 Solution:
Step 1: Identify the relevant legal provision. The eligibility, qualifications, and disqual-
ifications of an auditor are governed by Section 141 of the Companies Act, 2013. Specifically,
Section 141(3) lists the conditions under which a person is disqualified from being appointed
as an auditor.

Step 2: Analyze the relationship described in the case.

e Mr. Ram is the prospective auditor.
e His sister is the CEO (an officer or employee) of XYZ Limited.
e ABC Limited is a subsidiary of XYZ Limited. The company to be audited is the subsidiary.

Step 3: Apply the provisions of Section 141(3)(f). This section states that a person is
disqualified if they, or their relative, is a director or is in the employment of the company as a
director or Key Managerial Personnel (KMP). A CEO is a KMP. The disqualification extends
not just to the company itself, but also to its subsidiary, its holding company, or its associate
company.

Step 4: Conclude on Mr. Ram’s eligibility. Since Mr. Ram’s sister (a relative) is the
CEO of the holding company (XYZ Limited), Mr. Ram is disqualified from being the auditor
of its subsidiary company (ABC Limited) as per Section 141(3).

10



9 Quick Tip

Auditor independence is key for transparent financial reporting.

14. Match List-I with List-II

List-1 List-11
Auditing Tools Underlying Meaning

(A). Internal Control System|(l). Examining less than whole population.

(B). Internal Check (I1). The plan and procedures to ensure orderly and efficient conduct of business.
(C). Test Checking (). Detailed examination of all aspects of a transaction.
(D). Routine Checking (IV). A system where work carried out by one person is checked by another person.

(1) (A)-(I), (B)-(IV), (C)-(1), (D)-(I11)
(2) (A)-(D), (B)-(1V), (C)-(I), (D)-(IL)
(3) (A)-(IV), (B)-(II), (C)-(I), (D)-(IL)
(4) (A)-(IT), (B)-(IV), (C)-(T1D), (D)-(T)

Correct Answer: (1) (A)-(II), (B)-(IV), (C)-(I), (D)-(III) Solution: Step 1: Understand
each term in List-I and find its best description in List-II.

e (A) Internal Control System: This is a broad, comprehensive system of all policies
and procedures adopted by management to ensure the orderly and efficient conduct of its
business, including adherence to policies, safeguarding of assets, and accuracy of records.
This matches with (II).

e (B) Internal Check: This is a specific component of the internal control system. It is
an arrangement where the work of one person is automatically and independently checked
by another as part of the routine system. This element of cross-checking helps prevent
and detect errors and fraud. This matches with (IV).

e (C) Test Checking: This is an audit technique where the auditor selects and examines
a representative sample of items from a large volume of transactions (a population) and
draws a conclusion about the entire population based on the sample. This is also known
as sampling. This matches with (I).

e (D) Routine Checking: This involves checking the basic accounting records for arith-
metical accuracy and proper posting. It includes verifying postings to ledgers, castings,
and carry-forwards. It is a detailed check of all transactions. This matches with (IIT).

Step 2: Formulate the correct matching sequence. The correct pairs are: (A) with (II),
(B) with (IV), (C) with (I), and (D) with (III).

9 Quick Tip

Matching lists in auditing requires understanding of definitions carefully.

11



15. Which of the following features of Amalgamation are in the nature of Merger
as per the AS-147 (A). Taking over of select few assets and liabilities.

(B). Intention to carry on the acquired business.

(C). Amalgamation Adjustment Account is opened in the books of transferee company to main-
tain statutory reserves.

(D). Recording of assets and liabilities of transferor company at book values.

(1) (B), (C) and (D) only
(2) (B) and (D) only

(3) (A), (B), (C) and (D)
(4) (A), (B) and (C) only

Correct Answer: (1) (B), (C) and (D) only Solution: Step 1: Recall the conditions for
an amalgamation to be classified as ’in the nature of Merger’ under Accounting
Standard (AS) 14. AS-14 specifies five conditions that must all be satisfied for an amalgama-
tion to be treated as a merger. Failure to meet even one condition means it must be accounted
for as an acquisition (in the nature of purchase).

Step 2: Evaluate each statement against the five conditions. The five conditions are:

1. All assets and liabilities of the transferor company become the assets and liabilities of the
transferee company.

2. Shareholders holding not less than 90

3. The consideration for the amalgamation is discharged by the transferee company wholly
by the issue of equity shares, except that cash may be paid for fractional shares.

4. The business of the transferor company is intended to be carried on, after the amalgama-
tion, by the transferee company.

5. No adjustment is intended to be made to the book values of the assets and liabilities
of the transferor company when they are incorporated in the financial statements of the
transferee company.

Step 3: Analyze the given options.

e (A) Taking over of select few assets and liabilities: This violates condition 1. In
a merger, *all* assets and liabilities must be taken over. Therefore, this is a feature of a
purchase, not a merger.

e (B) Intention to carry on the acquired business: This matches condition 4 and is a
feature of a merger.

e (C) Amalgamation Adjustment Account...: In a merger, the statutory reserves of
the transferor company must be maintained. To do this while balancing the accounts, an
Amalgamation Adjustment Account is often used. This is a specific accounting treatment
for mergers.

e (D) Recording of assets and liabilities... at book values: This matches condition
5. This method of accounting is known as the 'pooling of interests method” and is used
for mergers.

12



Step 4: Conclude which features apply to a merger. Features (B), (C), and (D) are all
characteristic of an amalgamation in the nature of a merger as per AS-14.

Q Quick Tip

Understand the difference between merger and acquisition under AS-14.

13



16. The conversion rate between the physical rupee and the digital rupee is deter-
mined by which of the following in India?

(1) National Payment Corporation of India

(2) Ministry of Finance

(3) Reserve Bank of India

(4) Market forces (Demand and Supply)

Correct Answer: (3) Reserve Bank of India Solution: Step 1: Understand the nature
of the Digital Rupee (e). The Digital Rupee is a Central Bank Digital Currency (CBDC)
issued by the Reserve Bank of India (RBI). It is not a decentralized cryptocurrency like Bitcoin.
It is a digital form of the official legal tender, the Indian Rupee.

Step 2: Analyze the relationship between the physical and digital forms of the
currency. Because the Digital Rupee is simply a digital version of the physical rupee, they
are designed to be fungible and interchangeable. There is no ”conversion rate” in the sense of
a fluctuating exchange rate between two different currencies. They are two forms of the same
currency.

Step 3: Determine the issuing and governing authority. The Reserve Bank of India is
the sole authority for issuing and managing all forms of legal tender in India, including coins,
banknotes, and the new Digital Rupee. Therefore, the RBI ensures that the value is pegged
at par. The conversion is always 1:1. The RBI determines this parity and manages the entire
framework. Market forces do not determine the value, as it is not a freely traded asset against
the physical rupee.

@ Quick Tip

RBI is the central authority for all currency management in India.

17. Which of the following is not a condition for the application of Garner vs.
Murray case decision in the Dissolution of Partnership Firm?

(1) There must be more than two partners in the firm

(2) There are at least two solvent partners with credit balances in their Capital Accounts on
the date of dissolution

(3) At least one partner is insolvent

(4) There is an agreement among the partners to share insolvency loss in a particular ratio

Correct Answer: (4) There is an agreement among the partners to share insolvency loss in a
particular ratio

Solution: Step 1: Recall the rule from the Garner vs. Murray case. The Garner
vs. Murray rule is a legal precedent that dictates how a loss arising from the insolvency of a
partner should be shared among the solvent partners during the dissolution of a firm. The key
principle is that the loss should be borne by the solvent partners in the ratio of their capitals
standing just before the dissolution.

Step 2: Identify the essential conditions for the rule to be applicable. For the Garner
vs. Murray rule to apply, the following conditions must be met:

e At least one partner must be insolvent, meaning they are unable to pay their debts,
including any deficit in their capital account. (Condition 3 is necessary).

14



e The firm must have at least two solvent partners. This is because the rule addresses how
the loss is shared among them. (Part of Condition 2 is necessary).

e The solvent partners must have credit (positive) balances in their capital accounts. A
solvent partner with a debit balance does not share in the insolvency loss. (Condition 2 is
necessary ).

e Crucially, the partnership deed must be silent on how such a loss is to be treated. If there
is a specific agreement, the agreement will override the Garner vs. Murray rule.

Step 3: Evaluate the given options.

e (1) There must be more than two partners in the firm: The rule can apply even
in a two-partner firm if one becomes insolvent and the other is solvent. The essential part
is having at least one solvent partner to bear the loss. Thus, having *more than two*
partners is not a necessary condition.

e (2) and (3): As explained above, having at least two solvent partners and one insolvent
partner are core conditions for the scenario to arise.

e (4) There is an agreement...: The absence of such an agreement is a condition for the
rule to apply. Therefore, the presence of an agreement prevents the application of the rule.
This statement is also not a condition for application.

Step 4: Determine which is ”not a condition”. While the presence of an agreement
(4) would prevent the rule’s application, the statement that there *must be more than two*
partners (1) is an incorrect statement of the minimum requirements. The rule’s logic can
function with exactly two partners. Therefore, it is not a condition for the rule’s application.

9 Quick Tip

Always check the legal conditions carefully for partnership dissolution cases.

18. Which of the following transactions will not be recorded in the Branch Account
maintained by the Head Office under the Debtors System?

(1) Goods sent by head office to branch

(2) Goods sold by branch to customers

(3) Cash sent by branch to head office

(4) Payment of branch expenses directly by head office

Correct Answer: (2) Goods sold by branch to customers

Solution: Step 1: Understand the Debtors System of Branch Accounting. Under this
system, the Head Office (HO) maintains a single ”Branch Account” to record all transactions
with the branch. This account is treated like a debtor’s account. The HO debits the Branch
Account for everything it provides to the branch (like goods and cash) and credits the account
for everything it receives from the branch (like cash remittances).

Step 2: Analyze how each transaction is typically recorded in the HO’s Branch
Account.

e (1) Goods sent by head office to branch: The HO debits the Branch Account,
increasing the amount the branch "owes”. This is recorded.
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¢ (2) Goods sold by branch to customers: This transaction is between the branch and
its customers. The HO does not record individual sales. It only records the final cash
remitted by the branch, which results from these sales. So this transaction itself is not
directly recorded in the Branch Account.

e (3) Cash sent by branch to head office: The HO credits the Branch Account, reducing
the amount the branch "owes”. This is recorded.

e (4) Payment of branch expenses directly by head office: Typically, when the HO
pays an expense on behalf of the branch, it would debit the Branch Account to charge that
expense to the branch. However, if an expense is considered a Head Office expense that
happens to be incurred for the branch, it might not be charged to the Branch Account at
all. Assuming the question implies an expense that is not intended to be recharged to the
branch, this transaction would not appear in the Branch Account. Given the options, this
interpretation is likely intended.

Step 3: Conclude which transaction is not recorded. While individual sales transactions
(2) are also not recorded, the payment of certain expenses directly by the head office (4) might
also be excluded from the Branch Account if they are treated as central overheads rather than
direct branch expenses. Based on the provided answer key, this is the intended response.

9 Quick Tip

Debtors system focuses on the flow of value between the Head Office and the Branch,
not the branch’s internal transactions.

19. Match List-I with List-I1

List-1 .
List-11

Terms and conditions of an insurance
Underlying Meaning

policy
(A). Nomination (). It involves three parties, i.e., main debtor, creditor, and surety.
(B). Indemnity (I1). Transfer of rights, title, and interest of policy to some person(s).

(). Appointing some person(s) to receive policy benefits only when the
- (). App g some p (s) policy efits only w e
(C). Assignment ; o 3 5

policy has a death claim.

(D). Guarantee (IV). The insurer undertakes to make good the actual loss suffered.
(1) (A)-(1V), (B)-(II), (C)-(ILI), (D)-(I)
(2) (A)-(IV), (B)-(IIT), (C)-(1D), (D)-(T)
(3) (A)-(I), (B)-(IT), (C)-(IV), (D)-(I1T)
(4) (A)-(IID), (B)-(IV), (C)-(II), (D)-(I)

Correct Answer: (4) (A)-(III), (B)-(IV), (C)-(II), (D)-(I) Solution: Step 1: Define each
term in List-I and find its corresponding description in List-II.

e (A) Nomination: This is a facility that allows a policyholder to appoint a person (the
nominee) to receive the policy benefits in the event of the policyholder’s death. This is a
right conferred on the holder. This matches with (III).
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e (B) Indemnity: This is a fundamental principle of insurance which states that the insurer
agrees to restore the insured to the same financial position they were in immediately before
the loss occurred. The insured cannot profit from a loss. This matches with (IV).

e (C) Assignment: This is a legal process where the policyholder transfers all their rights,
title, and interest in the insurance policy to another person or entity (the assignee). It is
a complete transfer of ownership. This matches with (II).

e (D) Guarantee: This is a contract to perform the promise, or discharge the liability, of a
third person in case of their default. In insurance, a guarantee policy covers losses arising
from the dishonesty of employees or the non-performance of a contract. This matches with

(1).

Step 2: Formulate the correct matching sequence. The correct pairings are: (A) with
(II), (B) with (IV), (C) with (II), and (D) with (I).

¢ Quick Tip

Matching insurance terms requires understanding legal definitions.

20. Mr. A insures his house worth Rs. 10 crores with two insurers HDFC for
Rs. 7.50 crores and Bajaj Allianz for Rs. 7.50 crores. The actual loss of house
destroyed is Rs. 7 crores. Now, Mr. A can claim full loss of Rs. 7 crores either
from HDFC or Bajaj Allianz or proportionately Rs. 3.5 crores from each of them.
Which principle of insurance is applicable in this situation?

(1) Principle of Causa Proxima

(2) Principle of Contribution

(3) Principle of Subrogation

(4) Principle of Uberrimae Fidei

Correct Answer: (2) Principle of Contribution Solution: Step 1: Analyze the scenario
described. The key elements are:
e The same subject matter (a house) is insured.

e It is insured with more than one insurer (HDFC and Bajaj Allianz). This is known as
double insurance.

e The total sum insured (7.5 + 7.5 = 15 crores) is greater than the actual value of the
property (10 crores).

e A loss has occurred (7 crores) which is less than the sum insured with either insurer.

The insured (Mr. A) can claim the full loss from one insurer, who can then claim a proportionate
share from the other insurer. Alternatively, Mr. A can claim proportionately from both.
Step 2: Evaluate the insurance principles.

e (1) Causa Proxima (Proximate Cause): Deals with identifying the nearest or most
direct cause of a loss to determine if it is a peril covered by the policy.
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e (2) Principle of Contribution: This principle applies when there is double insurance.
It states that if an insured has taken out more than one policy on the same subject matter,
they can only claim the actual amount of the loss. The different insurers will contribute to
the loss payment in proportion to the sum they have each insured. This exactly matches
the scenario.

e (3) Principle of Subrogation: This gives the insurer the right to step into the shoes of
the insured after a claim is paid, to recover the loss from a responsible third party.

e (4) Principle of Uberrimae Fidei (Utmost Good Faith): This requires both the
insurer and the insured to disclose all material facts honestly.

Step 3: Conclude the applicable principle. The situation described, involving multiple
insurers sharing a single loss, is a classic example of the Principle of Contribution.

Q Quick Tip

Principle of Contribution prevents the insured from claiming more than the actual loss.

18



21. Which of the following principles distinguishes an insurance contract from a
wagering contract?

(1) Causa Proxima

(2) Indemnity

(3) Insurable Interest

(4) Subrogation

Correct Answer: (3) Insurable Interest Solution: Step 1: Differentiate between an
insurance contract and a wagering (gambling) contract.

e An insurance contract is a contract of indemnity, designed to protect the insured against
a potential financial loss from an uncertain event. The goal is risk protection.

e A wagering contract is an agreement where parties bet on the outcome of an uncer-
tain event, with no financial interest in the event other than the bet itself. The goal is
speculation or gain.

Step 2: Define the principle of Insurable Interest. Insurable interest means that the
insured person must have a legitimate financial stake in the preservation of the subject matter
being insured. They must stand to suffer a direct financial loss if the insured event occurs. For
example, you have an insurable interest in your own house or your own life, but not in your
neighbor’s house.

Step 3: Apply the principle to distinguish the contracts. The presence of insurable
interest is the legal cornerstone of an insurance contract. It ensures that the contract is for
protection, not for profit. In a wagering contract, neither party has an insurable interest in
the event’s outcome. The lack of insurable interest is what makes a contract a mere gamble.
Therefore, Insurable Interest is the key principle that separates insurance from wagering.

9 Quick Tip

Insurable Interest is what legally differentiates insurance from gambling.

22. The sum of deviations of the items from  ignoring signs is the least?
(1) Arithmetic Mean

(2) Harmonic Mean
(3) Median
(4) Mode

Correct Answer: (3) Median Solution: Step 1: Understand the mathematical prop-
erty being described. The question refers to the "sum of deviations... ignoring signs.” This
is mathematically known as the sum of absolute deviations. For a dataset x1,xo,...,z, and a
central value A, this sum is expressed as:

n
D w4
i=1

The question asks for which measure of central tendency (Mean, Median, or Mode) will the
value ’A’ make this sum the absolute minimum.
Step 2: Recall the key properties of Mean, Median, and Mode.
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e The Arithmetic Mean is the value from which the sum of squared deviations (> (z; —
A)?) is minimized. The sum of simple deviations (>_(z; — A)) is zero.

e The Median is the middle value of a dataset. It has the specific mathematical property
that it minimizes the sum of absolute deviations (> |z; — A|). Any other value chosen for
A would result in a larger sum.

e The Mode is the most frequently occurring value and does not have this specific mini-
mization property related to deviations.

Step 3: Conclude the correct answer. Based on these properties, the sum of the absolute
deviations (deviations ignoring signs) is minimized when the deviations are taken from the
Median.

Q Quick Tip

Median minimizes the sum of absolute deviations in a data set.

23. The relationship between mean, median and mode is:
(1) Mode = 3 Median - 2 Mean
(2) Median = 2 Mean - 3 Mode
(3) Mode = 2 Mean - 3 Median
(4) Mean = 3 Median - 2 Mode

Correct Answer: (1) Mode = 3 Median - 2 Mean Solution: Step 1: Understand the
context of the relationship. For a perfectly symmetrical distribution, the mean, median,
and mode are all equal. However, for distributions that are moderately skewed (asymmetrical),
Karl Pearson observed an empirical relationship that connects these three measures of central
tendency.

Step 2: State the empirical formula. The approximate relationship is expressed by the
formula:

Mean — Mode = 3(Mean — Median)

This formula shows that the distance between the mean and the mode is roughly three times
the distance between the mean and the median.

Step 3: Rearrange the formula to match the given options. We can algebraically
manipulate the formula to solve for the Mode:

Mean — Mode = 3 x Mean — 3 x Median
—Mode = 3 x Mean — Mean — 3 x Median
—Mode = 2 x Mean — 3 x Median
Mode = —(2 x Mean — 3 x Median)
Mode = 3 x Median — 2 x Mean

Step 4: Identify the correct option. This rearranged formula matches option (1) perfectly.

9 Quick Tip

This formula helps estimate the mode when only mean and median are known.
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24. Arrange the following cost concepts in the correct order in which they appear
in the Cost Sheet. (A) Works Cost

(B) Cost of Sales

(C) Prime Cost

(D) Cost of Production

(1) (A), (C), (B), (D)
(2) (C), (A), (B), (D)
(3) (A), (C), (D), (B)
(4) (C), (A), (D), (B)

Correct Answer: (4) (C), (A), (D), (B) Solution: A cost sheet is a statement that systemat-
ically presents the various components of the total cost of a product. The costs are aggregated
in a logical sequence.

Step 1: (C) Prime Cost. This is the starting point and the foundation of total cost. It is
the sum of all direct costs associated with manufacturing.

Prime Cost = Direct Materials + Direct Labor + Direct Expenses

Step 2: (A) Works Cost. This is also known as Factory Cost. It is calculated by adding
factory overheads (indirect factory costs) to the Prime Cost.

Works Cost = Prime Cost 4+ Factory Overheads

Step 3: (D) Cost of Production. This is calculated by adding office and administration
overheads to the Works Cost.

Cost of Production = Works Cost + Administration Overheads

Step 4: (B) Cost of Sales. This is the final cost, also known as Total Cost. It is calculated
by adding selling and distribution overheads to the Cost of Production.

Cost of Sales = Cost of Production + Selling & Distribution Overheads

The correct order of appearance in a cost sheet is (C) — (A) — (D) — (B).

9 Quick Tip

Understanding cost flow is essential for preparing an accurate cost sheet.

25. In a factory 1,000 workers were idle because of a power failure. As a result,
a loss of production of 2,000 units of Product X and 4,000 units of Product Y
occurred. Each employee was paid a normal wage at the rate of Rs. 100 per hour.
One standard hour is required to manufacture five units of Product X and four
units of Product Y. How much is the Idle Time Variance due to power failure?
(1) Rs. 1,40,000 (Adverse)

(2) Rs. 1,00,000 (Adverse)

(3) Rs. 6,00,000 (Adverse)

(4) Rs. 2,40,000 (Adverse)
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Correct Answer: (1) Rs. 1,40,000 (Adverse)

Solution: Step 1: Define Idle Time Variance. Idle time variance measures the cost of
labor time that was paid for but was non-productive due to abnormal reasons like a power
failure. It is always adverse. The formula is:

Idle Time Variance = Idle Hours x Standard Rate per Hour

Step 2: Determine the total idle hours from the lost production. The total idle time
can be calculated by finding out how many standard labor hours were required to produce the
units that were lost due to the power failure.

Step 3: Calculate the standard hours lost for Product X.

e Production loss of Product X = 2,000 units
e Standard output of Product X per hour = 5 units
e Standard hours lost = Tetalunits lost _ 2000 _ 450 hoyrs

~ Units per hour 5
Step 4: Calculate the standard hours lost for Product Y.

e Production loss of Product Y = 4,000 units

e Standard output of Product Y per hour = 4 units

e Standard hours lost = Lotal units lost _ 4,000 _ 1,000 hours

Units per hour — 4

Step 5: Calculate the total idle hours. Total Idle Hours = Hours lost for X + Hours lost
for Y
Total Idle Hours = 400 + 1,000 = 1,400 hours

Step 6: Calculate the Idle Time Variance.
e Total Idle Hours = 1,400 hours
e Standard wage rate = Rs. 100 per hour
e Idle Time Variance = 1,400 hours x Rs. 100/hour = Rs. 1,40, 000

The variance is adverse because it represents a loss to the company. Thus, the Idle Time
Variance is Rs. 1,40,000 (Adverse).

9 Quick Tip

Idle Time Variance = Idle hours x Standard wage rate. Include all idle workers.
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26. Arrange the following needs in the order in which they appear in the Maslow’s
Hierarchy of Needs, starting from bottom to top. (A) Social

(B) Physiological

(C) Esteem

(D) Safety

A

Y Y Y

C
A
C

) (D), (A)
) (D), (C),
); (B), (A),
): (B), (C)

~— — — —

C
A
C), (A

) Y Y

Correct Answer: (1) (B), (D), (A), (C)

Solution: Abraham Maslow’s Hierarchy of Needs is a motivational theory comprising a five-
tier model of human needs, depicted as hierarchical levels within a pyramid. Needs lower down
in the hierarchy must be satisfied before individuals can attend to needs higher up.

Level 1: (B) Physiological Needs. These are the most basic needs for human survival,
located at the bottom of the pyramid. They include air, food, water, shelter, clothing, and
sleep.

Level 2: (D) Safety Needs. Once physiological needs are met, the need for security and
safety becomes salient. This includes personal security, financial security, health, and well-
being.

Level 3: (A) Social Needs. After safety needs are fulfilled, the third level is the need for
belongingness and love. This involves friendship, intimacy, family, and a sense of connection.
Level 4: (C) Esteem Needs. Once social needs are met, esteem needs become important.
These include the need for self-esteem, accomplishment, confidence, respect from others, and
recognition.

Level 5: Self-Actualization Needs (not listed in options). This is the highest level,
referring to the realization of a person’s full potential.

The correct order from bottom to top is (B) Physiological — (D) Safety — (A) Social — (C)
Esteem.

9 Quick Tip

Always start with basic needs (physiological) when arranging Maslow’s hierarchy.

27. Disbursing organisational authority for making decisions in an organised struc-
ture is called:

(1) Decentralization of authority

(2) Centralisation of authority

(3) Delegation of power

(4) Differentiation of authority

Correct Answer: (1) Decentralization of authority

Solution: Step 1: Analyze the key terms in the question. The question describes
the action of ”disbursing” (spreading or distributing) the authority for "making decisions”
throughout an ”organised structure.” This implies a systematic, organization-wide approach
rather than a one-to-one transfer.
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Step 2: Differentiate between the options.

e (1) Decentralization of authority: This refers to the systematic distribution of power
and authority from higher levels of management to lower levels throughout the organiza-
tion. It is a policy decision that affects the entire organizational structure. This aligns
perfectly with the question.

e (2) Centralisation of authority: This is the opposite of decentralization, where decision-
making authority is concentrated at the top levels of management.

e (3) Delegation of power: This is the process where a manager assigns specific tasks
and the necessary authority to a subordinate. While it involves disbursing authority,
delegation is typically a process between a superior and an individual subordinate, not a
company-wide structural policy. Decentralization is the result of systematic delegation.

e (4) Differentiation of authority: This is not a standard management term in this
context.

Step 3: Conclude the most accurate term. The term that best describes the systematic,
organization-wide disbursal of decision-making authority is Decentralization of authority.

Q Quick Tip

Delegation is an act between individuals; decentralization is an organizational policy.

28. As per the scalar principle, which term is used for the relationship in which a
superior exercises direct supervision over a subordinate?

(1) Staff Relationship

(2) Line authority

(3) Discipline

(4) Unity of Command

Correct Answer: (2) Line authority Solution: Step 1: Understand the Scalar Prin-
ciple. The scalar principle (or chain of command) states that there should be a clear and
unbroken line of authority that extends from the highest to the lowest level in an organization.
This chain clarifies who reports to whom.

Step 2: Differentiate between the types of authority and relationships.

e (1) Staff Relationship: This refers to an advisory role. Staff managers provide expert
advice and support to line managers but do not have direct authority over subordinates
in the main chain of command.

e (2) Line authority: This is the authority that flows down the chain of command. A
manager with line authority has the right to make decisions and give orders to subordi-
nates concerning the direct achievement of organizational goals. This represents the direct
supervision relationship.

e (3) Discipline: This refers to obedience and respect for the rules and agreements that
govern an organization. It is a result of effective authority, not the relationship itself.
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e (4) Unity of Command: This principle states that a subordinate should receive orders
from and be accountable to only one superior. It is related to the scalar chain but describes
the reporting structure, whereas line authority describes the nature of the power within
that structure.

Step 3: Identify the correct term. The term that specifically describes the relationship of
direct supervision within the scalar chain is Line authority.

¢ Quick Tip

Line authority ensures clarity of command in hierarchical structures.

29. Match List-I with List-I1

. [List-n1
List-1

e . Management Concepts and
Descriptive Narratives Sy
Principles

(A).The unbroken line of authority that extends from the top of the organisation to the | 2
(I). Unity of command
lowest echelon and clarifies who reports to whom

(B).The rights inherent in a managerial position to give orders and to expect the orders
i (I). Span of control
to be obeyed

(C). The idea that a subordinate should have only one superior to whom she/he is (1IN, Chain of d
o . (lll). Chain of comman
directly responsible to

(D). The description about the number of levels /layers and managers in an organisation|(IV). Authority

(1) (A)-(2), (B)-(1), (C)-(3), (D)-(4)
(2) (A)-(1), (B)-(3), (C)-(2), (D)-(4)
(3) (A)-(3), (B)-(4), (C)-(1), (D)-(2)
(4) (A)-(3), (B)-(2), (C)-(1), (D)-(4)

Correct Answer: (3) (A)-(3), (B)-(4), (C)-(1), (D)-(2) Solution: Step 1: Define each
management principle in List-I and find its correct description in List-II.

e (A) Chain of command: This is also known as the scalar chain. It is the formal line
of authority and communication that runs from the top to the bottom of an organization,
clarifying who reports to whom. This perfectly matches the description in (3).

e (B) Authority: This is the formal and legitimate right of a manager to make decisions,
issue orders, and allocate resources to achieve organizational objectives. It is the right
inherent in a managerial position. This matches the description in (4).

e (C) Unity of command: This principle, articulated by Henri Fayol, states that each
subordinate should report to one and only one superior. This prevents conflicting orders
and confusion. This matches the description in (1).

e (D) Span of control: This refers to the number of subordinates who report directly to
a single manager. A wide span means a manager supervises many subordinates, while a
narrow span means they supervise few. This matches the description in (2).
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Step 2: Assemble the correct pairings. Based on the analysis, the correct matches are:
(A) with (3), (B) with (4), (C) with (1), and (D) with (2).

Q Quick Tip

Matching organisational principles requires identifying key management definitions.

30. Arrange the following steps in the process of delegation of authority in the
correct order. (A) Assigning tasks to the position

(B) Determining the results expected from a position

(C) Delegating authority for accomplishing the tasks

(D) Holding the person in that position responsible for the accomplishment of tasks

(1) (A), (B), (C), (D)
(2) (B), (A), (C), (D)
(3) (D), (C), (B), (A)
(4) (C), (B), (D), (A)

Correct Answer: (2) (B), (A), (C), (D) Solution: Delegation of authority is a systematic
process that managers follow to distribute work to subordinates. The process follows a logical
sequence to ensure clarity and accountability.

Step 1: (B) Determining the results expected from a position. Before any tasks are
assigned, a manager must first define the objectives and the expected outcomes for a specific
role or position. This provides a clear purpose and goal for the delegation.

Step 2: (A) Assigning tasks to the position. Once the desired results are clear, the
manager can then assign the specific duties or tasks that need to be performed to achieve those
results.

Step 3: (C) Delegating authority for accomplishing the tasks. Along with the tasks,
the manager must grant the subordinate the necessary authority to carry them out. This
includes the power to make decisions, use resources, and direct others. Without authority, the
subordinate cannot perform the assigned tasks effectively.

Step 4: (D) Holding the person in that position responsible for the accomplishment
of tasks. The final step is to create accountability. The subordinate accepts the responsibility
for the tasks and is answerable to the manager for the outcomes. This completes the delegation
loop.

The correct logical order is (B) — (A) — (C) — (D).

9 Quick Tip

Delegation is a structured process that ensures accountability.

31. Which type of computer is a large, powerful and expensive one that can sup-
port many users at one time, store vast amounts of data, and perform many tasks
at the same time?

(1) Personal Computer
(2) Mainframe Computer
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(3) Mini computer
(4) Micro computer

Correct Answer: (2) Mainframe Computer

Solution:

Step 1: Analyze the key characteristics described in the question. The description
highlights several features: ”large,” "powerful,” ”expensive,” ”support many users at one time,”
"store vast amounts of data,” and ”perform many tasks at the same time” (multitasking).
Step 2: Evaluate each computer type against these characteristics.

M N

e (1) Personal Computer / (4) Micro computer: These terms are often used inter-
changeably. They refer to small, relatively inexpensive computers designed for a single
user (e.g., desktops, laptops). They do not fit the description of supporting many users
simultaneously or handling vast data on an enterprise scale.

e (2) Mainframe Computer: These are very large, powerful, and expensive systems
designed for high-volume, intensive computing tasks. They are built for reliability and
security, capable of supporting thousands of users and transactions simultaneously. This
perfectly matches the description.

e (3) Mini computer: This is a mid-range computer, smaller than a mainframe but larger
than a microcomputer. While it can support multiple users, it does so on a smaller scale
than a mainframe and is less powerful.

Step 3: Conclude the correct computer type. The description of a large, powerful,
multi-user system for vast data processing is the definition of a Mainframe Computer.

Q Quick Tip

Mainframe computers are used in banks, airlines, and large organizations for high-
volume data processing.

32. Which of the following statements is incorrect?

1) Linux is a very popular open source operating system
2) Unix is a multi user operating system

3) MS DOS stands for Microsoft Disk Operating System
4) Google Chrome is an important operating system

Correct Answer: (4) Google Chrome is an important operating system

Solution:

Step 1: Define the key terms: Operating System (OS) and Application. An Op-
erating System is system software that manages all the computer’s hardware and software
resources, providing common services for computer programs (e.g., Windows, macOS, Linux).
An Application is a program designed to perform a specific function for the end-user (e.g., a
web browser, a word processor).

Step 2: Evaluate each statement for its correctness.
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e (1) Linux is a very popular open source operating system: This is a correct
statement. Linux is a well-known OS based on the Unix model, and its source code is
freely available (open source).

e (2) Unix is a multi user operating system: This is a correct statement. Unix was
one of the first operating systems designed from the ground up to handle multiple users
simultaneously.

e (3) MS DOS stands for Microsoft Disk Operating System: This is a correct
statement. MS-DOS was an early, command-line based operating system from Microsoft.

e (4) Google Chrome is an important operating system: This is an incorrect state-
ment. Google Chrome is a web browser, which is an application software used to access
the internet. It is not an operating system, although Google does produce an OS called

ChromeOS.

Step 3: Identify the incorrect statement. Based on the analysis, the statement that
Google Chrome is an operating system is factually incorrect.

Q Quick Tip

Distinguish between operating systems (Linux, Windows) and applications (Chrome,
Word).

33. Which of the following statements are correct?

(A) When a cyclical pattern in data has a period of less than 1 year, the pattern in data is
called seasonal variation

(B) When a cyclical pattern has a period more than 1 year, we refer to it as cyclical variation
(C) Seasonality is considered equivalent to forecasting

(D) Cyclical behaviour in business is also termed as business cycle

Correct Answer: (1) (A), (B) and (D) only

Solution:
Step 1: Analyze each statement related to time series components.

e (A) ...period of less than 1 year... called seasonal variation: This is correct.
Seasonal variations are regular, predictable patterns in a time series that repeat over short
periods, such as daily, weekly, or quarterly (always within a year).

e (B) ...period more than 1 year... called cyclical variation: This is correct. Cyclical
variations are fluctuations in the data that occur over longer periods (more than one year).
They are often tied to economic or business cycles and are less predictable than seasonal
patterns.
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e (C) Seasonality is considered equivalent to forecasting: This is incorrect. Seasonal-
ity is a component or pattern *within* the data. Forecasting is the process of *using™ that
data (including its seasonal component) to predict future values. They are not equivalent.

e (D) Cyclical behaviour in business is also termed as business cycle: This is
correct. The long-term wavelike fluctuations in general business activity are commonly
referred to as business cycles, which is a form of cyclical variation.

Step 2: Conclude which statements are correct. Statements (A), (B), and (D) are all
correct descriptions of time series concepts. Statement (C) is incorrect.

Q Quick Tip

Seasonal vs cyclical: Seasonal is short-term (j1 year), cyclical is long-term (; 1 year).

34. Match List-I (Management Theories/Principles) with List-II (Management
Thinkers):

List-I List-11

(A) Father of Scientific Management | (I) Henri Fayol

(B) 14 Principles of Management (IT) Elton Mayo

(C) Bureaucracy (III) Frederick W. Taylor
( (

1

Hawthorne Studies IV) Max Weber

)
C)
D)
) (
) (
) (
) (

(1) (A)-(D), (B)-(IL), (C)-(I1), (D)-(IV)
(2) (A)-(II), (B)-(), (C)-(IV), (D)-(IT)
(3) (A)-(D), (B)-(IT), (C)-(IV), (D)-(ILL)
(4) (A)-(ID), (B)-(IV), (C)-(I), (D)-(IT)

Correct Answer: (2) (A)-(IIT), (B)-(I), (C)-(IV), (D)-(II)

Solution:

Step 1: Analyze each concept in List-I and identify its associated thinker from
List-II.

e (A) Father of Scientific Management: This title is historically credited to Frederick
W. Taylor. His work focused on applying scientific methods to analyze workflows and
improve labor productivity. This matches with (III) Frederick W. Taylor.

e (B) 14 Principles of Management: This comprehensive set of general principles for
management and administration was developed by Henri Fayol, a pioneer of modern man-
agement theory. This matches with (I) Henri Fayol.

e (C) Bureaucracy: The sociological and management theory of bureaucracy, which de-
scribes an organizational structure based on rationality, rules, and impersonality, was
extensively developed by Max Weber. This matches with (IV) Max Weber.

e (D) Hawthorne Studies: These landmark studies on worker productivity and motiva-
tion, which gave rise to the human relations movement, were led by Elton Mayo. This
matches with (II) Elton Mayo.
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Step 2: Formulate the correct matching sequence. Based on the established connections,
the correct pairs are: (A) with (III), (B) with (I), (C) with (IV), and (D) with (II).

Q Quick Tip

Matching management concepts with theorists helps understand the origin of manage-
ment principles.

35. Which method of measurement of cyclical variation consists of eliminating sea-
sonal variation and trend, for obtaining the cyclical irregularities?

(1) Residual Method

(2) Reference Cycle analysis method
(3) Direct Method

(4) Harmonic Analysis Method

Correct Answer: (1) Residual Method

Solution:

Step 1: Understand the components of a classical time series model. A time series
(Y) is often assumed to be composed of a Trend (T'), Seasonal (S), Cyclical (C), and Irregular
(I) component. In a multiplicative model, Y =T x S x C x L.

Step 2: Analyze the method described in the question. The question describes a
process of ”eliminating seasonal variation and trend” to "obtain the cyclical irregularities.”
This process isolates the remaining components. If we remove T and S from the series, we are

left with what is 'residual’. v

T xS
The combination of the Cyclical (C) and Irregular (I) components is what remains after the
systematic trend and seasonal effects have been removed. This approach is called the Residual
Method.
Step 3: Conclude the correct method. The method of isolating cyclical and irregular
variations by first removing trend and seasonal components is known as the Residual Method.

=Cx1T

¢ Quick Tip

Residual method is the simplest way to study cyclical variations after removing trend
and seasonality.

36. A square matrix having all the elements above the leading diagonal equal to
zero is known as:

(1) Null Matrix
(2) Zero Matrix
(3) Upper Triangular Matrix
(4) Lower Triangular Matrix
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Correct Answer: (4) Lower Triangular Matrix

Solution:

Step 1: Define the leading diagonal of a square matrix. The leading (or main) diagonal
consists of the elements from the top-left corner to the bottom-right corner.

Step 2: Differentiate between the types of matrices.

e (1) Null Matrix / (2) Zero Matrix: A matrix where all elements are zero.

e (3) Upper Triangular Matrix: A square matrix where all the elements *below™ the
leading diagonal are zero. The non-zero elements form a triangle in the upper part of the
matrix.

e (4) Lower Triangular Matrix: A square matrix where all the elements *above™ the
leading diagonal are zero. The non-zero elements form a triangle in the lower part of the
matrix.

Step 3: Match the definition with the correct matrix type. The question states that
"all the elements above the leading diagonal equal to zero.” This is the definition of a Lower
Triangular Matrix. For example:

ES TS
co ot O
o O O

Q Quick Tip

Remember: "Upper — zeros below, Lower — zeros above”.

37. Which is the term used for a contract where both the parties to the contract
have fulfilled their obligations under the contract?

1) Executed Contract
2) Unilateral Contract
3) Reciprocal contract
4) Quasi Contract

(
(
(
(

Correct Answer: (1) Executed Contract

Solution:

Step 1: Analyze the condition given in the question. The question describes a situation
where "both the parties... have fulfilled their obligations.” This means the contract has been
completely performed.

Step 2: Evaluate the different types of contracts.

e (1) Executed Contract: A contract is said to be executed when both parties have
completely performed their respective promises or obligations. This perfectly matches the
description.

e Executory Contract (not an option, but for contrast): A contract where one or
both parties still have obligations to perform.
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e (2) Unilateral Contract: A contract where one party makes a promise in exchange for
an act by the other party. The contract is formed once the act is performed.

¢ (3) Reciprocal contract: This simply refers to a contract with mutual obligations, but
it does not specify whether they have been fulfilled.

e (4) Quasi Contract: This is not a true contract but an obligation imposed by law to
prevent unjust enrichment.

Step 3: Conclude the correct term. The correct legal term for a contract that has been
fully performed by both sides is an Executed Contract.

9 Quick Tip

Executed contracts are “fully performed” contracts.

38. In a contract of sale, there is no implied condition as to quality or fitness for
any particular purpose of goods supplied. According to which rule, it is the duty
of buyer to see and satisfy whether the goods purchased will be suitable for his
purpose or not?

1) Express Condition

2) Let the seller beware
3) Caveat Emptor

4) Contingent Warranty

(
(
(
(

Correct Answer: (3) Caveat Emptor

Solution:

Step 1: Translate the legal principle described. The question describes a rule where
the responsibility is placed on the buyer to examine the goods for quality and fitness for their
specific purpose before making a purchase. The seller is not automatically responsible if the
goods are not suitable for the buyer’s unstated purpose.

Step 2: Define the term ”Caveat Emptor”. Caveat Emptor is a Latin phrase meaning
”Let the buyer beware.” It is a principle of contract law that places the onus on the buyer to
perform due diligence before making a purchase. The buyer alone is responsible for checking
the quality and suitability of goods before a purchase is made.

Step 3: Evaluate the other options.

e (1) Express Condition: A condition explicitly stated in the contract.

e (2) Let the seller beware (Caveat Venditor): This is the opposite principle, where
the seller is responsible for disclosing defects.

e (4) Contingent Warranty: A promise that depends on a future event.

The principle described is squarely that of Caveat Emptor.

9 Quick Tip

Caveat Emptor applies unless seller gives express warranties.
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39. Which of the following are true statements relating to delivery of goods?
(A) Delivery and payment are concurrent conditions

(B) Delivery may be actual, symbolic or constructive

(C) Delivery may be at any time of the day only

(D) Delivery of wrong quality

(1) (A), (B) and (D) only
(2) (A) and (B) only

(3) (A), (B), (C) and (D)
(4) (B), (C), and (D) only

Correct Answer: (1) (A), (B) and (D) only

Solution:
Step 1: Analyze each statement based on the Sale of Goods Act.

e (A) Delivery and payment are concurrent conditions: This is generally true unless

otherwise agreed. The seller must be ready and willing to give possession of the goods
in exchange for the price, and the buyer must be ready and willing to pay the price in
exchange for possession.

¢ (B) Delivery may be actual, symbolic or constructive: This is true. Delivery can be
actual (physical handover), symbolic (handing over something that represents the goods,
like keys to a warehouse), or constructive (acknowledgment that one holds the goods on
behalf of the buyer).

e (C) Delivery may be at any time of the day only: This is false. Delivery must
be made at a reasonable hour. What constitutes a reasonable hour is a question of fact.
Delivery late at night, for example, would generally not be considered reasonable.

e (D) Delivery of wrong quality: The Sale of Goods Act has provisions that deal with
the delivery of goods of the wrong quality or quantity, giving the buyer certain rights,
such as rejection. Therefore, the concept of ”delivery of wrong quality” is a valid and true
subject within the law of sales.

Step 2: Conclude which statements are true. Statements (A), (B), and (D) are true,

while statement (C) is false.

@ Quick Tip

Delivery types: actual = handing over, symbolic = token, constructive = control
passed.

40. Which of the following tests are often employed to measure advertising effec-

tiveness?

(A) Recognition test
(B) Inquiry test

(C) Reason-why test
(D) Sales test
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(1) (A), (B) and (C) only
(2) (A), (B) and (D) only
(3) (A), (B), (C) and (D)
(4) (B), (C) and (D) only

Correct Answer: (2) (A), (B) and (D) only
Solution:
Step 1: Define each test and its purpose in measuring advertising effectiveness.

e (A) Recognition test: This is a memory-based test where consumers are shown an
advertisement and asked if they remember seeing it before (i.e., they recognize it). It
measures an ad’s ability to get noticed.

e (B) Inquiry test: This test measures the effectiveness of an ad by counting the number
of inquiries or responses it generates, such as coupon returns, calls to a toll-free number,
or website visits.

e (C) Reason-why test: "Reason-why” is a style of advertising copy that presents logical
arguments for purchasing a product. It is a creative strategy, not a standard method for
testing the effectiveness of an advertisement after it has run.

e (D) Sales test: This method attempts to directly link advertising efforts to sales results.
This can be done through experiments (e.g., running different ads in different markets)
and analyzing sales data. It is a direct measure of an ad’s impact on revenue.

Step 2: Determine which are valid effectiveness tests. Based on standard marketing
principles, the Recognition test, Inquiry test, and Sales test are all established methods for mea-
suring advertising effectiveness. The ”Reason-why test” is not a recognized post-test method
in the same category. Therefore, (A), (B), and (D) are the correct options.

Q Quick Tip

Advertising effectiveness tests check awareness, comprehension, inquiries, and actual
sales impact.
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41. ”Every person dealing with the company is presumed to have read the memo-
randum and articles of associations and understood them in their true perspective,
irrespective of the fact whether one has actually read them or not.” The underlying
doctrine in this regard is known as

(1) Doctrine of Indoor Management

(2) Doctrine of Constructive Notice

(3) Doctrine of Lapse

(4) Doctrine of Outdoor Management

Correct Answer: (2) Doctrine of Constructive Notice

Solution:

Step 1: Analyze the core principle stated in the question. The statement describes a
legal presumption that an outsider dealing with a company has knowledge of the contents of
its public documents (Memorandum and Articles of Association), because these documents are
registered with the Registrar of Companies and are available for public inspection. This notice
is ”constructive” because the person is considered to have notice by law, even if they have no
actual notice.

Step 2: Differentiate between the legal doctrines.

e (1) Doctrine of Indoor Management (Turquand’s Rule): This doctrine protects the
outsider. It states that an outsider is not required to know about the internal procedural
regularities of the company. It is an exception to the Doctrine of Constructive Notice.

e (2) Doctrine of Constructive Notice: This doctrine protects the company from out-
siders. It presumes that anyone dealing with the company has read and understood its
public documents. This perfectly matches the statement in the question.

e (3) Doctrine of Lapse: This is a legal principle related to wills or share applications,
not company dealings in general.

e (4) Doctrine of Outdoor Management: This is not a recognized legal doctrine; it is
likely a distractor for ”Indoor Management”.

Step 3: Conclude the correct doctrine. The principle described is the Doctrine of
Constructive Notice.

9 Quick Tip

Constructive notice = ”You are assumed to know the company’s rules, whether you
read them or not.”

42. Which of the following lays down that the affairs of the company are conducted
perfectly consistent with the articles of association of the company, consequently
the persons dealing with them are not to be affected by any irregularity which
might have taken place in the management of the company?

(1) Doctrine of Indoor Management

(2) Doctrine of Lapse

(3) Doctrine of Constructive Notice
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(4) Doctrine of Top Management
Correct Answer: (1) Doctrine of Indoor Management

Solution:

Step 1: Analyze the principle described in the question. The statement explains a
rule that protects outsiders ("persons dealing with them are not to be affected”) from internal
procedural problems (”any irregularity which might have taken place in the management”). It
allows outsiders to assume that the company’s internal proceedings are carried out correctly as
per its rules.

Step 2: Differentiate this from other doctrines.

e (1) Doctrine of Indoor Management: Also known as Turquand’s Rule, this is the
exact principle described. It protects innocent third parties by allowing them to assume
that the internal management of the company is being conducted in accordance with its
articles.

e (2) Doctrine of Lapse: Not relevant to this context.

¢ (3) Doctrine of Constructive Notice: This is the opposite principle. It protects the
company by presuming that outsiders know the contents of the public documents. The
Doctrine of Indoor Management is an exception to this.

e (4) Doctrine of Top Management: Not a recognized legal doctrine.

Step 3: Conclude the correct doctrine. The principle that outsiders are not affected by
internal irregularities is the Doctrine of Indoor Management.

Q Quick Tip

Indoor management doctrine = ”outsiders are not affected by internal irregularities.”

43. Which of the following generative AI applications is considered as the most
disruptive?

(1) Chat GPT

(2) Gemini
(3) Copilot
(4) Deepseek

Correct Answer: (1) Chat GPT

Solution:

Step 1: Define ”Disruptive” in the context of technology. A disruptive technology
is one that significantly alters the way consumers, industries, or businesses operate. It often
displaces established technologies and creates entirely new markets.

Step 2: Analyze the impact of each listed application.

e (1) ChatGPT (by OpenAl): The public release of ChatGPT in late 2022 is widely
cited as the catalyst for the mainstream generative Al boom. Its accessibility and powerful
conversational abilities demonstrated the potential of large language models to a global

36



audience, causing massive disruption across education, content creation, customer service,
and software development.

¢ (2) Gemini (by Google): A very powerful and capable multimodal model, but it was
released after ChatGPT had already established the market and caused the initial disrup-
tion. It is a major competitor but not the initial disrupter.

e (3) Copilot (by Microsoft): A powerful Al assistant integrated into various Microsoft
products. Its disruption is significant within the Microsoft ecosystem, but it builds upon
the underlying technology popularized by ChatGPT (as Microsoft is a major partner of
OpenAl).

e (4) Deepseek: A notable Al model, particularly in the coding space, but its overall
market impact and public awareness are less widespread than the others.

Step 3: Conclude which was most disruptive. While all are significant, ChatGPT is
considered the most disruptive because it was the first to capture the public imagination on a
massive scale and trigger the subsequent widespread adoption and investment in generative Al
across all sectors.

9 Quick Tip

Disruptive Al = significantly changes workflows and creates new opportunities.

44. Match the following committees with their mandates in List I and List II:

List I: Committees List II: Mandates
(A) Malhotra Committee (IV) Insurance Sector Reforms

(B) Narsimham Committee | (III) Financial Sector Reforms
(C) Vaghul Committee (I) NBFC Reforms
(D) Shah Committee (IT) Money Market Reforms
(1) (A) (1), (B) (II), (C) (I}, (D) (IV)
(2) (A) (IV), (B) (IIT), (C) (IT), (D) (T)
(3) (A) (I), (B) (IT), (C) (IV), (D) (IIT)
(4) (A) (III), (B) (IV), (C) (T), (D) (IT)

Correct Answer: (2) (A)-(IV), (B)-(III), (C)-(II), (D)-(I)

Solution:
Step 1: Identify the mandate of each committee listed. These committees were instru-
mental in shaping India’s economic and financial landscape.

e (A) Malhotra Committee (1993): Headed by R.N. Malhotra, this committee gave
recommendations for reforms in the Indian Insurance Sector, paving the way for the
entry of private players. This matches (IV).

e (B) Narasimham Committee (1991 & 1998): Headed by M. Narasimham, this com-
mittee’s reports are considered the blueprint for India’s banking and Financial Sector
Reforms. This matches (IIT).
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e (C) Vaghul Committee (1987): Headed by N. Vaghul, this working group was set up
by the RBI to examine India’s Money Market and recommend reforms. This matches

(II).

e (D) Shah Committee (2011): Headed by Usha Thorat (but often associated with
key member Dr. K.C. Chakrabarty, and later recommendations by committees involving

Justice Shah on other matters), committees around this time focused on reforms for Non-
Banking Financial Companies (NBFC Reforms). This matches (I).

Step 2: Formulate the correct sequence. The correct pairings are (A)-(IV), (B)-(I1I),
(C)-(IT), and (D)-(1)

9 Quick Tip

Committee reforms often focus on a specific sector; always memorize key committee
mandates.

45. Arrange the following steps involved in the book building process in the correct
order:

(A) Determination of issue price, finalization of basis of allotment, issue of prospectus and
allotment of shares

(B) Determination of price and asking for bids along with further revision of bids

(C) Submission of RHP and appointment of syndicate members

(D) Planning an IPO/FPO via Book Building and appointment of Lead book runners

(1) (A), (B), (C), (D)
(2) (A), (C), (B), (D)
(3) (B), (A), (D), (C)
(4) (D), (C), (B), (A)

Correct Answer: (4) (D), (C), (B), (A)

Solution:

The book building process for an Initial Public Offering (IPO) or Follow-on Public Offer (FPO)
is a structured sequence of events.

Step 1: (D) Planning and Appointment of Managers. The process begins with the
company deciding to go public and appointing key intermediaries, most importantly the Lead
Book Runners (investment banks) who will manage the entire issue.

Step 2: (C) Regulatory Filing and Syndicate Formation. The lead managers prepare
and file the Draft Red Herring Prospectus (DRHP), which later becomes the Red Herring
Prospectus (RHP), with the market regulator (SEBI). They also form a syndicate of other
banks and brokers to help market the issue.

Step 3: (B) Price Discovery and Bidding. This is the core of the book building process.
A price band is announced, and the issue is opened for bidding from institutional and retail
investors. During this period, bids are collected at various prices, allowing for price discovery
based on demand.
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Step 4: (A) Pricing, Allotment, and Listing. After the bidding closes, a final issue price
(the cut-off price) is determined based on the bids received. The basis of allotment is finalized,
a final prospectus is issued, shares are allotted to the investors, and subsequently, the shares
are listed on the stock exchange.

The correct chronological order is (D) — (C) — (B) — (A).

9 Quick Tip

Book building = orderly sequence from planning — filing — bidding — allotment.

46. Match the following terms in List I with their respective definitions in List II:

List | List 11
System and
SoftwareTerms Definitions

~ (). It is set of related programs that acts as an interface between the user and the computer
(A). System software
system.

: (I1). It constitutes set of programs required for efficient management of the computer system
(B). Operating system ) , . o 2
and to provide an environment for developing application software

(€. C . (). It constitutes the set of programs developed by the developers for their use or to be used
. Compiler

by clients.
(D). Application (IV). It is a program that translates any program written in a high level language (source code)
software to machine language (object code).

(1) (A)(D), (B)(AI), (C)(IID), (D)(IV)
(2) (A)(D), (B)(ILL), (C)(IT), (D)(IV)
(3) (A)(AD), (B)(I), (C)(IV), (D)(III)
(4) (A){ID), (B)(IV), (C)(T), (D)(II)

Correct Answer: (3) (A)(II), (B)(I), (C)(IV), (D)(III)

Solution:
Step 1: Define each term in List I and match it with its definition in List II.

e (A) System Software: This is a type of software designed to run a computer’s hardware
and application programs. It includes the operating system, device drivers, and utilities.
Its purpose is to provide a platform for other software. This matches (IT).

e (B) Operating System: This is the most crucial part of system software. It acts as an
interface between the user and the computer hardware, managing all resources like CPU,
memory, and devices. This matches (I).

e (C) Compiler: This is a special program that translates computer code written in a high-
level programming language (like C++ or Java) into a lower-level language (like machine
code) that the CPU can execute. This matches (IV).
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e (D) Application Software: This is a program or group of programs designed for end-
users to perform specific tasks, such as word processing, browsing the web, or managing
spreadsheets. This matches (III).

Step 2: Assemble the correct pairings. The correct matches are: (A) with (II), (B) with
(1), (C) with (IV), and (D) with (LLI).

9 Quick Tip

System software manages resources; Application software solves user-specific tasks.

47. Arrange the following steps for solving Simplex linear programming problems
in the correct order:

(A). Introduce Slack Vanables
(B). Set up the initial basic feasible solution
(C). Set up the initial Simplex tableau and testing solution for optimality

(D). Revision of current Simplex tableau and test for optimality

(1) (A), (B), (C), (D)
(2) (A), (B), (D), (C)
(3) (B), (A), (D), (C)
(4) (C), (B), (D), (A)

Correct Answer: (1) (A), (B), (C), (D)

Solution:

The Simplex method is an iterative algorithm for solving linear programming optimization
problems. The steps follow a precise logical order.

Step 1: (A) Introduce slack variables. The first step is to convert the problem into a
standard form. This involves changing all inequality constraints (<) into equalities by adding
non-negative "slack variables.”

Step 2: (B) Set up the initial basic feasible solution. After introducing slack variables,
an initial solution is established. This is typically done by setting the original decision variables
to zero, which makes the slack variables equal to the resources available.

Step 3: (C) Set up the initial Simplex tableau and test for optimality. The problem
is then represented in a matrix format called the Simplex tableau. The optimality test involves
checking the indicator row (usually the bottom row) of the tableau. If all indicators are non-
negative (for a maximization problem), the current solution is optimal.

Step 4: (D) Revision and repeat until optimal solution. If the solution is not optimal,
the tableau is revised. This involves selecting a pivot column and pivot row, performing row
operations to create a new tableau with an improved feasible solution, and then repeating the
optimality test (Step C). This iterative process continues until the optimal solution is found.
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The correct order is indeed (A) — (B) — (C) — (D).

9 Quick Tip

Simplex method = Slack — Initial solution — Tableau — Iterate until optimal.

48. According to the Indian Budget Estimates 2025-26, arrange the following tax
receipts from lower to higher order:

(A) Custom Duty

(B) Corporate Taxes

(C) Income Tax
(D)

D) GST Collection

(1) (A), (B), (D), (C)
(2) (A), (B), (C), (D)
(3) (B), (A), (D), (C)
(4) (C), (B), (D), (A)

Correct Answer: (2) (A), (B), (C), (D)

Solution:

Step 1: Understand the major sources of tax revenue for the Government of India.
The government’s tax receipts come primarily from four sources: Goods and Services Tax
(GST), Income Tax (on individuals), Corporate Taxes (on companies), and Customs Duty (on
imports).

Step 2: Analyze the relative contribution of each source based on recent budget
trends. While the exact figures change each year, a general trend has been established in the
Indian economy.

e (A) Custom Duty: This is typically the smallest contributor among the four. Its
collection depends on the volume and value of imports and the tariff rates set by the
government.

e (B) Corporate Taxes: This is a major source of direct tax revenue, but its growth can
be cyclical, depending on corporate profitability. It is consistently larger than Customs
Duty.

e (C) Income Tax: Personal income tax is a very large and growing component of direct
taxes, driven by a widening tax base and rising incomes.

e (D) GST Collection: Since its implementation, GST has become one of the largest, if
not the largest, single source of tax revenue. It is a broad-based consumption tax and has
shown robust growth.

Step 3: Arrange the sources in ascending order (lower to higher) based on typical
budget estimates. Based on recent trends projected into the 2025-26 estimates, the expected
order from smallest to largest contribution is:

(A) Custom Duty < (B) Corporate Taxes < (C) Income Tax < (D) GST Collection

This reflects a modern economy where consumption taxes (GST) and personal income taxes
are the dominant revenue drivers.
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9 Quick Tip

GST and Income Tax are the two largest revenue sources, with Customs Duty being
the smallest of the four major taxes.

49. Sale price = Rs. 50/unit, Variable cost = Rs. 30/unit, Fixed cost = Rs. 20000.
Find units to earn Rs. 5000 profit.

(1) 1000 units

(2) 800 units

(3) 1250 units

(4) 700 units

Correct Answer: (3) 1250 units

Solution:

Step 1: Understand the formula for target profit analysis. To find the number of units
(Q) needed to achieve a specific profit, we use a variation of the break-even formula. The total
revenue must cover both the total fixed costs and the desired profit. The formula is:

Fixed t + Desired Profit
Required Units (Q) — ixed Cost + Desired Pro

Contribution per Unit

where Contribution per Unit = Selling Price per Unit - Variable Cost per Unit.
Step 2: Calculate the contribution per unit.

Contribution per Unit = Rs. 50 — Rs. 30 = Rs. 20
Step 3: Substitute the given values into the formula.
e Fixed Cost = Rs. 20,000
e Desired Profit = Rs. 5,000
e Contribution per Unit = Rs. 20
20,000 + 5,000 25,000

©= 20 20
Step 4: Calculate the final number of units.

@ = 1,250 units

Therefore, the company must sell 1,250 units to earn a profit of Rs. 5,000.

9 Quick Tip

Break-even units + desired profit = (Fixed cost + Profit)/(Price - Variable cost)

50. The exchange rate differential between the currencies of two countries is ex-
plained by:

(1) Fiscal deficit differential

(2) GDP growth rate differential

42



(3) Liquidity differential
(4) Interest-inflation rate differential

Correct Answer: (4) Interest-inflation rate differential

Solution:
Step 1: Understand the core theories of exchange rate determination. Two primary
economic theories explain long-term movements in exchange rates:

e Purchasing Power Parity (PPP): This theory suggests that exchange rates will adjust
to equalize the price of a basket of goods between two countries. This is directly related to
the inflation differential. A country with higher inflation will see its currency depreciate.

e Interest Rate Parity (IRP): This theory suggests that the difference in interest rates
between two countries will be reflected in the forward exchange rate. Higher interest rates
in a country tend to attract foreign capital, strengthening its currency in the short term.

Step 2: Analyze the given option. The "Interest-inflation rate differential” combines the
two most powerful drivers. The nominal interest rate is composed of the real interest rate and
expected inflation (Fisher Effect). Therefore, the differential in both interest rates and inflation
between two countries is the most comprehensive explanation for the exchange rate differential.

@ Quick Tip

Interest-inflation differential = key driver of currency value fluctuations.

51. Match List-I with List-1II:

List-I List-II

(A) Sale of jewelry (I) Income from Salary

(B) Pension from former employer (IT) Capital gain/loss

(C) Salary received from a partnership firm (III) Income from other sources

(D) Income from sub-letting of property (IV) Profits and gains from business or profession

(1) (A) (D), (B) (1), (C) (1), (D) (IV)
(2) (A) (ID), (B) (ID), (C) (1), (D) (IV)
(3) (A) (1), (B) (1), (C) (IV), (D) (III)
(4) (A) (IV), (B) (IIT), (C) (1), (D) (IT)

Correct Answer: (3) (A)-(II), (B)-(I), (C)-(IV), (D)-(I1I)
Solution: Step 1: Classify each source of income under the correct head as per the
Income Tax Act.

e (A) Sale of jewelry: Jewelry is considered a capital asset. The profit or loss arising from
its sale is taxed under the head (II) Capital gain/loss.

e (B) Pension from former employer: Pension is a payment received by an employee
after retirement. It is considered deferred salary and is taxable under the head (I) Income
from Salary.
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e (C) Salary received from a partnership firm: As per the Income Tax Act, any salary,
bonus, or commission received by a partner from their firm is not treated as salary but
is taxed as business income under the head (IV) Profits and gains from business or
profession.

e (D) Income from sub-letting of property: If a tenant lets out a part of their rented
property to a sub-tenant, the rental income received is not considered ”Income from House
Property.” Tt is taxed under the head (III) Income from other sources.

Step 2: Formulate the correct matching sequence. The correct pairings are (A)-(II),
(B)-(I), (C)-(IV), and (D)-(I1I).

9 Quick Tip

Capital gains, salary, business income, and other sources are the main taxable heads
under Income Tax. Always categorize income carefully.

52. Match List-I with List-11:

List-I List-I1
(A) Deposit in Sukanya Samriddhi Account (I) 80E
(B) Interest on loan for higher education (II) 80D
(C) Preventive health checkup (III) 80GG
(D) Rent paid for accommodation (IV) 80C
(1) (A) (ID), (B) (IV), (C) (I), (D) (IIL)

(2) (A) (ID), (B) (IV), (C) (IIT), (D) (T)

(3) (A) (IV), (B) (I), (C) (III), (D) (II)

(4) (A) (IV), (B) (I), (C) (1D), (D) (IIT)

Correct Answer: (4) (A)-(IV), (B)-(I), (C)-(1I), (D)-(I1I)

Solution: Step 1: Identify the relevant section of the Income Tax Act for each type
of deduction.

e (A) Deposit in Sukanya Samriddhi Account: This is a specified investment eligible
for deduction under the overall limit of Section (IV) 80C.

e (B) Interest on loan for higher education: Deduction for the interest paid on a loan
taken for higher education is specifically allowed under Section (I) 80E.

e (C) Preventive health checkup: Deduction for expenses on medical insurance premi-
ums and preventive health checkups is covered under Section (II) 80D.

e (D) Rent paid for accommodation: For individuals not receiving House Rent Al-
lowance (HRA), a deduction for rent paid is available under Section (III) 80GG, subject
to certain conditions.
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Step 2: Formulate the correct matching sequence. The correct pairings are (A)-(IV),

(B)-(1), (C)-(II), and (D)-(III).

Q Quick Tip

Remember 80C for savings schemes, 80D for health, 80E for education loans, and
80GG for house rent allowance.

53. Which of the following statements are true? (A) Agricultural income earned in
India is exempted from tax

(B) Scheme of partial integration is available for individual, HUF, AOP, BOI or artificial judi-
cial person

(C) For partial integration, net agricultural income of the individual assessee during the previ-
ous year should not exceed Rs. 5000

(D) For partial integration, non-agricultural taxable income should exceed the exemption limit

(1) (A), (B) and (C) only
(2) (A), (B) and (D) only
(3) (A), (B), (C) and (D)
(4) (A), (C) and (D) only

Correct Answer: (2) (A), (B) and (D) only

Solution: Step 1: Evaluate each statement regarding the taxation of agricultural
income.

e (A) Agricultural income earned in India is exempted from tax: This is true.
Under Section 10(1) of the Income Tax Act, agricultural income is exempt from central
income tax.

e (B) Scheme of partial integration is available for...: This is true. The method of
indirectly taxing agricultural income (by including it to determine the tax rate on non-
agricultural income) applies to these specific categories of assessees.

e (C) For partial integration, net agricultural income... should not exceed Rs.
5000: This is false. The condition is the opposite: this scheme applies only if the net
agricultural income *exceeds™ Rs. 5,000.

e (D) For partial integration, non-agricultural taxable income should exceed the
exemption limit: This is true. The scheme is applicable only when the taxpayer’s non-
agricultural income is higher than the basic exemption limit (e.g., Rs. 2.5 lakh, depending
on the regime and age).

Step 2: Identify the correct combination of true statements. Statements (A), (B), and
(D) are true, while (C) is false.
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9 Quick Tip

Partial integration allows some agricultural income to be taxed along with non-
agricultural income, but it has no Rs. 5000 cap.

54. Which of the following statements is incorrect?

1) Tax planning promotes professionalism and strengthens economic conditions
g g

(2) Tax planning is within the legal purview

(3) Tax evasion is a legal offence which may result in prosecution

(4)

Tax avoidance is unlawful

Correct Answer: (4) Tax avoidance is unlawful

Solution: Step 1: Define the key terms related to taxation.

e Tax Planning: The analysis of a financial situation from a tax perspective to arrange
one’s financial affairs in the most tax-efficient way. It is completely legal and encouraged.
Statements (1) and (2) are correct.

e Tax Evasion: The illegal practice of not paying taxes by deliberately misrepresenting or
concealing the true state of one’s affairs. This is an unlawful act and subject to penalties
and prosecution. Statement (3) is correct.

e Tax Avoidance: The legal practice of using loopholes and provisions in the tax law to
reduce one’s tax liability. While it may be against the spirit of the law, it is not illegal or
unlawful. It operates within the letter of the law.

Step 2: Identify the incorrect statement. The statement ”Tax avoidance is unlawful” is
incorrect. Tax avoidance is the legal method of reducing tax liability, whereas tax evasion is
the illegal method.

9 Quick Tip

Tax planning and tax avoidance are legal, but tax evasion is illegal. Never confuse
avoidance with evasion.

55. Who has given the concept of 4P’s of Marketing?

(1) Philip Kotler

(2) E.J. McCarthy

(3) William J. Stanton
(4) Theodore Levitt

Correct Answer: (2) E.J. McCarthy

Solution: Step 1: Recall the origin of the Marketing Mix framework. The concept of
the "Marketing Mix” and its classification into the four key elements—Product, Price, Place,
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and Promotion—was first proposed and popularized by Professor E. Jerome McCarthy in
his 1960 book, Basic Marketing: A Managerial Approach.

Step 2: Differentiate from other marketing thinkers. While Philip Kotler is a renowned
marketing author who extensively popularized and expanded on the 4Ps,; he did not originate
the concept. The credit for the original framework belongs to E.J. McCarthy.

9 Quick Tip

Remember: 4P’s = McCarthy, 4C’s = Customer-centric approach.

56. Which of the following statements are true about Niche marketing? (A) It
targets a specialised market segment with distinct preferences

(B) It involves focusing on narrower segment

(C) It is also known as undifferentiated marketing

(D) It requires targeting multiple wider segments by meeting diverse needs

(1) (A), (B) and (D) only
(2) (A), (B) and (C) only
(3) (A), (B), (C) and (D)
(4) (A) and (B) only

Correct Answer: (4) (A) and (B) only

Solution: Step 1: Define Niche Marketing. Niche marketing is a highly focused marketing
strategy. Instead of marketing to everyone who could benefit from a product or service, it
concentrates on a small, specific, and well-defined segment of the population (a "niche”).
Step 2: Evaluate each statement based on this definition.

e (A) It targets a specialised market segment with distinct preferences: This is
true. This is the core idea of niche marketing.

e (B) It involves focusing on narrower segment: This is true. Niche marketing is
about depth in a narrow segment, not breadth across a wide market.

e (C) It is also known as undifferentiated marketing: This is false. Undifferentiated
(or mass) marketing is the complete opposite; it targets the entire market with a single
offer.

e (D) It requires targeting multiple wider segments...: This is false. This describes
a multi-segment or differentiated marketing strategy, not a niche strategy.

Step 3: Identify the correct combination of true statements. Only statements (A) and
(B) accurately describe niche marketing.

Q Quick Tip

Niche marketing = narrow focus. Mass marketing = broad focus. Never mix the two.
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57. Identify the correct sequence for different levels of product: (A) Augmented
Product

(B) Basic Product

(C) Expected Product

(D) Potential Product

(1) (B), (C), (A), (D)
(2) (B), (D), (C), (A)
(3) (B), (A), (D), (C)
(4) (B), (A), (C), (D)

Correct Answer: (1) (B), (C), (A), (D)

Solution: Step 1: Understand the Five Levels of a Product model (by Philip
Kotler). This model describes how a product can be viewed as a series of layers, starting
from the core benefit to future possibilities.

1. Core Benefit (not in list): The fundamental need the customer is satisfying (e.g., for
a hotel, it’s rest and sleep).

2. (B) Basic Product: The actual, physical product or service that provides the core
benefit (e.g., a hotel room with a bed, bathroom).

3. (C) Expected Product: The set of attributes and conditions buyers normally expect
when they purchase the product (e.g., a clean bed, fresh towels, working lamps).

4. (A) Augmented Product: Additional services and benefits that differentiate the prod-
uct from competitors (e.g., free Wi-Fi, 24-hour room service, a welcome drink).

5. (D) Potential Product: All the possible augmentations and transformations the product
might undergo in the future. It encompasses the product’s future evolution.

Step 2: Arrange the given levels in the correct sequence. Following the model, the
sequence from the most basic level outwards is: Basic Product — Expected Product — Aug-
mented Product — Potential Product. This corresponds to the sequence (B), (C), (A), (D).

@ Quick Tip

Remember: Think of a product from core benefit — expected — added features —
future possibilities.

58. Match List-I with List-II:
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List-1 List-11

Pricing Techniques Underlying Meaning
(A). Mark-up pricing (). Company sets different prices for the same offering based on various attributes
(B). Perceived value pricing:[ll]. Setting an initial high price for a new product or service

(C). Differential Pricing |(l1). Adds a predetermined profit margin to cost of production

(D). Price Skimming (IV). Setting prices based on the value perceived by the consumer

(1) (A) (1), (B) (ID), (C) (1), (D) (IV)
(2) (A) (III), (B) (IV), (C) (1), (D) (IT)
(3) (A) (), (B) (1), (C) (IV), (D) (I)
(4) (A) (ID), (B) (IV), (C) (IT), (D) (T)

Correct Answer: (2) (A)-(IIT), (B)-(IV), (C)-(I), (D)-(II)

Solution: Step 1: Define each pricing strategy in List-I and match it to its descrip-
tion in List-II.

e (A) Mark-up pricing: This is a cost-oriented method where a standard percentage
(mark-up) is added to the cost of the product to determine the selling price. This matches
(I1I).

e (B) Perceived value pricing: This is a market-oriented method where the price is based
on the customer’s perception of the product’s value, rather than on the seller’s cost. This
matches (IV).

e (C) Differential pricing: This strategy involves selling the same product to different
market segments at different prices (e.g., student discounts, peak vs. off-peak pricing).
This matches (I).

e (D) Price skimming: This strategy is used for new and innovative products. It involves
setting a high initial price to ”"skim” the maximum revenue from early adopters, then
gradually lowering the price over time. This matches (II).

Step 2: Formulate the correct sequence of matches. The correct pairings are (A)-(I1I),
(B)-(IV), (C)-(I), and (D)-(II).

9 Quick Tip

Mark-up = cost + profit, Perceived value = consumer perception, Differential = differ-
ent segments, Skimming = high introductory price.

59. Which of the following is not a part of the traditional 4 Ps of marketing?
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(1) Product
(2) Price

(3) Packaging
(4) Place

Correct Answer: (3) Packaging

Solution: Step 1: Recall the traditional 4 Ps of the Marketing Mix. The classic 4 Ps
framework, as proposed by E.J. McCarthy, consists of:

1. Product: The goods or services offered to the target market.
2. Price: The amount of money customers must pay to obtain the product.

3. Place: The activities that make the product available to target consumers (distribution
channels).

4. Promotion: The activities that communicate the product’s merits and persuade cus-
tomers to buy it (advertising, PR).

Step 2: Identify the option that is not one of the core 4 Ps. While Packaging is
a very important element, it is considered a component of the Product (P) strategy, not a
standalone 'P” in the original framework. Therefore, Packaging is not one of the traditional 4
Ps.

Q Quick Tip

4 Ps = Product, Price, Place, Promotion. Packaging can be part of Product strategy
but is not a separate P.

60. Which of the following contributes maximum in the Indian Gross Domestic
Production (GDP)?

(1) Agriculture

(2) Services

(3) Manufacturing
(4) Export-Imports

Correct Answer: (2) Services

Solution: Step 1: Understand the sectoral composition of GDP. An economy’s GDP
is typically divided into three main sectors:

e Primary Sector: Agriculture and allied activities.
e Secondary Sector: Industry, including manufacturing and construction.

e Tertiary Sector: Services, including IT, finance, trade, hospitality, etc.
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(Export-Imports are components of the expenditure method of calculating GDP, not a produc-
tive sector itself).

Step 2: Recall the current contribution of each sector to India’s GDP. For several
decades, the Indian economy has been characterized by the dominant and growing share of the
Services sector.

e Agriculture: Contributes approximately 15-18%.
e Industry (including Manufacturing): Contributes approximately 25-28%.
e Services: Contributes over 55%, making it by far the largest sector.

Step 3: Identify the maximum contributor. Based on the data, the Services sector
contributes the maximum share to India’s GDP.

Q Quick Tip

Services sector includes 1T, banking, telecom, trade, and transport; it dominates In-
dia’s GDP.

61. Which of the following is a method for selecting and qualifying advertising
goals and for using those goals to measure advertising performance?

(1) AIDA model

(2) DAGMAR Model
(3) PEST Model

(4) PESTEL Model

Correct Answer: (2) DAGMAR Model

Solution: Step 1: Analyze the purpose described in the question. The question asks
for a model that is specifically used for ” (a) selecting and qualifying advertising goals” and ” (b)
using those goals to measure advertising performance.” This implies a framework focused on
setting measurable objectives.

Step 2: Evaluate the given models.

e (1) AIDA model: Stands for Attention, Interest, Desire, Action. It describes the cogni-
tive stages a consumer goes through during the buying process. It’s a model of consumer
response, not a goal-setting and measurement framework.

¢ (2) DAGMAR Model: Stands for Defining Advertising Goals for Measured Advertising
Results. As the name explicitly states, its entire purpose is to set specific, measurable ad-
vertising objectives and then use those objectives as a benchmark to measure performance.
This perfectly matches the question.

e (3) PEST / (4) PESTEL Models: These are strategic planning tools used to ana-
lyze the external macro-environmental factors (Political, Economic, Social, Technological,
Environmental, Legal) that can impact an organization. They are not advertising models.
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Step 3: Conclude the correct model. The DAGMAR model is the correct answer.

9 Quick Tip

DAGMAR = Advertising goals + measurable results; AIDA = consumer response se-
quence.

62. Unified Payment Interface (UPI) is developed, promoted and owned by which
of the following?

(1) Government of India

(2) Reserve Bank of India

(3) Central Bank Digital Currency (CBDC)
(4)

4) National Payment Corporation of India

Correct Answer: (4) National Payment Corporation of India

Solution: Step 1: Understand the role of different financial bodies in India.
e Government of India: Sets overall economic policy.

e Reserve Bank of India (RBI): The central bank and primary regulator of the financial
system.

e National Payment Corporation of India (NPCI): An umbrella organization for
operating retail payments and settlement systems in India. It is an initiative of the RBI
and Indian Banks’ Association (IBA).

e CBDC: A digital form of currency, a concept, not an organization.

Step 2: Identify the specific body responsible for UPI. The NPCI was created to
build a robust payment and settlement infrastructure. It has developed and operates numerous
systems, with the Unified Payments Interface (UPI) being its most prominent and successful
product. Therefore, UPI is developed, promoted, and owned by the National Payment
Corporation of India.

9 Quick Tip

UPI allows instant inter-bank transfers via mobile apps and is India’s leading digital
payment platform.

63. Which of the following statements are correct? (A). A proportional income tax is
an automatic stabiliser.

(B). An increase in autonomous spending raises the equilibrium level of income.

(C). As the marginal propensity to consume gets larger, the lower the multiplier will be.

(D). A reduction in transfer payments lowers the output.

(1) (A), (B) and (D) only
(2) (A), (B) and (C) only
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(3) (B), (C) and (D) only
(4) (A), (B), (C) and (D)

Correct Answer: (1) (A), (B) and (D) only

Solution: Step 1: Evaluate each macroeconomic statement.

e (A) A proportional income tax is an automatic stabiliser: This is correct. During
an economic boom, incomes rise, and a proportional tax system automatically collects more
tax revenue, which dampens aggregate demand. During a recession, incomes fall, and tax
collections automatically decrease, which supports aggregate demand. This stabilizing
effect happens without any new government action.

e (B) An increase in autonomous spending raises the equilibrium level of income:
This is correct. Autonomous spending (spending that does not depend on income, like
investment or government spending) is a component of aggregate demand. An increase
in it shifts the aggregate demand curve upwards, leading to a higher equilibrium level of
income, amplified by the multiplier effect.

e (C) As the marginal propensity to consume gets larger, the lower the multiplier
will be: This is incorrect. The formula for the simple spending multiplier is 1/(1—M PC').
As the Marginal Propensity to Consume (MPC) gets larger (e.g., from 0.5 to 0.8), the
denominator (1—M PC') gets smaller (from 0.5 to 0.2), which makes the multiplier *larger*
(from 2 to 5). The relationship is direct, not inverse.

e (D) A reduction in transfer payments lowers the output: This is correct. Transfer
payments (like unemployment benefits) are part of household disposable income. A re-
duction in these payments reduces disposable income, which in turn reduces consumption,

lowers aggregate demand, and leads to a lower equilibrium output.

Step 2: Conclude which statements are correct. Statements (A), (B), and (D) are

correct, while (C) is incorrect.

9 Quick Tip

Multiplier rises with higher marginal propensity to consume; automatic stabilisers in-
clude proportional taxes.

64. Which of the following represents the inverse relationship between the rate of

unemployment and the rate of increase in money wages?

1) IS curve

(1)

(2) Phillips Curve
(3) LM curve

(4) Indifference curve

Correct Answer: (2) Phillips Curve

Solution: Step 1: Define each economic curve.
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e (1) IS curve: Represents equilibrium in the goods market, showing combinations of
interest rates and output.

e (2) Phillips Curve: A curve that illustrates a historical inverse relationship between the
rate of unemployment and the rate of wage inflation (or price inflation) in an economy.
When unemployment is low, wage pressures are high, and vice versa.

e (3) LM curve: Represents equilibrium in the money market, showing combinations of
interest rates and output.

e (4) Indifference curve: Used in microeconomics to show combinations of goods that
provide a consumer with the same level of satisfaction.

Step 2: Match the definition with the correct curve. The description of an "inverse
relationship between the rate of unemployment and the rate of increase in money wages” is the
exact definition of the Phillips Curve.

@ Quick Tip

Phillips Curve: Lower unemployment — higher wage inflation, and vice versa.

65. Which of the following is not a part of the Circular flow of Income in a closed
economy?

(1) Firms

(2) Households
(3) Government
(4)

4) Foreign Institutional Investors

Correct Answer: (4) Foreign Institutional Investors

Solution: Step 1: Define a closed economy. A closed economy is one that has no economic
relations with the rest of the world. It does not engage in international trade (no exports or
imports) and has no international capital flows.

Step 2: Identify the sectors in the circular flow of a closed economy. The circular
flow model for a closed economy typically includes three domestic sectors:

e Households: Own factors of production and consume goods and services.
e Firms: Produce goods and services and employ factors of production.
e Government: Collects taxes and makes expenditures.

Step 3: Identify the option that represents an external sector. Foreign Institutional
Investors (FIIs) represent capital flows from the rest of the world. This ”foreign sector” is,
by definition, excluded from a closed economy model. It is only included in the model of an
open economy.

9 Quick Tip

Closed economy = no foreign trade; open economy includes exports/imports and for-
eign investors.
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66. Among the following theories of international trade, which one is the oldest?

1) Theory of Absolute Advantage

2) Mercantilist Doctrine

3) Factor Proportions Theory

4) Theory of Comparative Advantage

(
(
(
(

Correct Answer: (2) Mercantilist Doctrine

Solution: Step 1: Place the international trade theories in historical order.

e (2) Mercantilist Doctrine: This was the dominant school of economic thought from the
16th to the 18th century. It advocated for maximizing exports and minimizing imports to
accumulate monetary reserves (gold and silver).

e (1) Theory of Absolute Advantage: Proposed by Adam Smith in his 1776 book The
Wealth of Nations. It was a direct critique of mercantilism.

e (4) Theory of Comparative Advantage: Developed by David Ricardo in 1817, this
theory refined and expanded upon Smith’s idea of absolute advantage.

e (3) Factor Proportions Theory (Heckscher-Ohlin model): Developed in the early
20th century, this is a more modern theory that explains comparative advantage based on
a country’s factor endowments (labor, capital).

Step 2: Identify the oldest theory. Based on the timeline, the Mercantilist Doctrine is
the oldest of the theories listed.

9 Quick Tip

Mercantilism focused on accumulation of gold and trade surplus, predating classical
trade theories.

67. Which of the following records the flow of foreign exchange from all interna-
tional transactions over a period of time?

(1) Current Account

(2) Official Reserves Account
(3) Balance of trade
(4)

4) Balance of Payments

Correct Answer: (4) Balance of Payments

Solution: Step 1: Define the key terms.

e (3) Balance of Trade: Records only the transactions related to the export and import
of visible goods. It is a narrow concept.

e (1) Current Account: A broader measure that includes the balance of trade, plus the
balance of services (invisibles), and net transfer payments.
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e (2) Official Reserves Account: A part of the capital/financial account that records the
transactions of the central bank.

e (4) Balance of Payments (BoP): This is the most comprehensive measure. The BoP
is a systematic record of all economic transactions (involving goods, services, capital, and
financial assets) between the residents of a country and the rest of the world over a specific
period. It captures the total flow of foreign exchange.

Step 2: Identify the most comprehensive term. The term that records the flow of foreign
exchange from all international transactions is the Balance of Payments.

9 Quick Tip

BoP = Current Account + Capital Account + Financial Account; shows total foreign
exchange flow.

68. Which of the following is not an objective of Economic Planning in India?

(1) Increase in Employment

(2) Rapid Economic Growth

(3) Reduction of Inequality of Incomes
(4) Increase in population growth

Correct Answer: (4) Increase in population growth

Solution: Step 1: Recall the primary objectives of India’s economic planning (e.g.,
the Five-Year Plans). The overarching goals have consistently included:

e Economic Growth: Achieving a high rate of growth in GDP. (Objective 2 is correct).
e Modernization: Adopting new technology and changing social outlooks.
e Self-Reliance: Reducing dependence on foreign countries.

e Equity and Social Justice: Reducing poverty and the inequality of income and wealth.
(Objective 3 is correct).

e Full Employment: Creating more job opportunities to reduce unemployment. (Objec-
tive 1 is correct).

Step 2: Evaluate the outlier option. An increase in population growth has never been
an objective of economic planning in India. In fact, for most of its history, a key challenge for
India has been managing and controlling rapid population growth to ensure that the benefits
of economic growth are not diluted. Therefore, this is not an objective.

9 Quick Tip

Economic planning aims to improve welfare, not increase population.

69. The difference between simple and compound interest on a sum for three years
at 5% per annum is Rs. 76.30. Find the sum.
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) Rs. 9,000

) Rs. 10,000
3) Rs. 11,000

) Rs. 11,700

Correct Answer: (2) Rs. 10,000

Solution: Step 1: State the general formulas for Compound Interest (CI) and
Simple Interest (SI). Let P be the principal sum, r be the rate of interest, and n be the
number of years.
r
SI =P x —
100 <"
CI=P "\ p
= 14+ —) —
(1 155)

The difference is given by: Difference = CI — S1.
Step 2: Set up the equation with the given values.

e Difference = 76.30
e n = J years

o1 = 5% or0.05

76.30 — P(1+ 5)3 j2 [Px > ><3]
U 100 100

76.30 = P [(1.05)° — 1] — P(0.15)
Step 3: Simplify and solve for P.
76.30 = P [(1.05)° — 1 — 0.15]
Calculate (1.05)3: 1.05 x 1.05 x 1.05 = 1.157625.
76.30 = P[1.157625 — 1.15]

76.30 = P[0.007625]
. 76.30
~0.007625

Step 4: Conclude the nearest answer. The calculated principal is approximately Rs.
10,006.55, which is closest to Rs. 10,000.

~ 10,006.55

9 Quick Tip

For 3 years, the difference formula is Diff = P#ZQ (3 + ﬁ). This is a faster shortcut.

70. Which of the following terms is used in economics parlance to describe a person
who receives the benefits of a good but avoids paying for it?

(1) Debtor
(2) Free Rider
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(3) Willful Defaulter
(4) Ungrateful Beneficiary

Correct Answer: (2) Free Rider

Solution: Step 1: Analyze the situation described. The question describes someone who
consumes or benefits from a good or service without contributing to its cost. This is a classic
problem associated with public goods.

Step 2: Define the term ”Free Rider”. In economics, a free rider is an individual who
benefits from a resource, good, or service without paying for it. The free-rider problem occurs
when those who benefit from a collective good (like national defense or a public park) do not
pay for it, leading to its under-provision. This definition perfectly matches the question.

Step 3: Differentiate from other terms.

e (1) Debtor: A person who owes money.

e (3) Willful Defaulter: A specific legal /banking term for a borrower who has the capacity
to repay but chooses not to.

e (4) Ungrateful Beneficiary: A social term, not an economic one.

The correct economic term is Free Rider.

9 Quick Tip

Public goods often suffer from free rider problem because individuals can benefit with-
out contributing.

71. Which of the following is not a negotiable instrument?

(1) Bill of exchange
(2) Promissory notes
(3) Bearer Cheques
(4) Letter of credit

Correct Answer: (4) Letter of credit

Solution: Step 1: Define a Negotiable Instrument. A negotiable instrument is a signed
document that promises a sum of payment to a specified person or the assignee. Key fea-
tures include being freely transferable (by delivery or endorsement) and giving the transferee
good title, free from any defects. The Negotiable Instruments Act, 1881, primarily recognizes
promissory notes, bills of exchange, and cheques.

Step 2: Evaluate each option.

e (1) Bill of exchange, (2) Promissory notes, (3) Bearer Cheques: These are all
classic examples of negotiable instruments as defined by law.
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e (4) Letter of credit (LC): An LC is a guarantee from a bank that a buyer’s payment
to a seller will be received on time and for the correct amount. While it is a crucial
financial instrument in trade, it is conditional upon the fulfillment of certain terms (like
submission of shipping documents) and is not freely transferable in the same way as a
cheque. Therefore, it is not a negotiable instrument.

9 Quick Tip

Negotiable instruments must be freely transferable and guarantee payment; letters of
credit are conditional instruments.

72. Specifies the minimum fraction of the total deposits of customers, which com-
mercial banks have to hold as reserves either in cash or as deposits with the Central
Bank.

(1) Statutory Liquidity Ratio
(2) Cash Reserve Ratio

(3) Repo Rate

(4) Reverse Repo rate

Correct Answer: (2) Cash Reserve Ratio

Solution: Step 1: Analyze the key requirements in the definition. The definition
specifies: (a) a minimum fraction of total deposits, (b) held as reserves, and (c) the form of
these reserves is explicitly ”either in cash or as deposits with the Central Bank.”

Step 2: Differentiate between the monetary policy tools.

e (1) Statutory Liquidity Ratio (SLR): This is the minimum percentage of deposits
that banks must maintain in the form of liquid assets, such as cash, gold, or government-
approved securities. It is not limited to just cash with the central bank.

e (2) Cash Reserve Ratio (CRR): This is the specific percentage of a bank’s total
deposits that it is required to maintain as liquid cash. This reserve must be held with the
central bank (RBI). This perfectly matches the definition.

e (3) Repo Rate / (4) Reverse Repo rate: These are interest rates. Repo rate is the
rate at which the central bank lends to commercial banks, and reverse repo is the rate at
which it borrows from them. They are not reserve ratios.

Step 3: Conclude the correct term. The correct term is Cash Reserve Ratio.

9 Quick Tip

CRR controls liquidity in the economy by ensuring banks keep a fraction of deposits
with the central bank.

73. Match List-I with List-I1

59



List-1 .
List-lI
Financial .
i Functions

Institutions

(A). NABARD -.jljn. Apex institution to provide credit and finance for industrial development in the country

B). SEC (I1). Set up to promote rapid industrialisation and to bring about balanced regional development
(B). SFC by assisting backward areas in particular

(C). IDBI (I11). Apex institution for financing agricultural and rural sectors.

(D). SIDC (IV). Set up to assist small scale units for modernisation and technology upgradation at state level
(1) (A) (I, (B) (1), (C) (1), (D) (IV)
(2) (A) (I, (B) (IT), (C) (1), (D) (IV)
(3) (A) (I, (B) (IV), (C) (1), (D) (IT)
(4) (A) (D), (B) (IV), (C) (1), (D) (1)

Correct Answer: (3) (A)-(III), (B)-(IV), (C)-(I), (D)-(II)
Solution: Step 1: Identify the primary function of each financial institution in
List-1.

e (A) NABARD (National Bank for Agriculture and Rural Development): This
is the apex development bank for (IIT) agricultural and rural finance in India.

e (B) SFC (State Financial Corporations): These are state-level financial institutions
established to provide finance to small and medium-sized enterprises, often with a focus
on developing industries within their respective states. This aligns with supporting (IV)
small scale units at the state level.

e (C) IDBI (Industrial Development Bank of India): It was established as the apex
institution for long-term (I) industrial finance in the country.

e (D) SIDC (State Industrial Development Corporations): These bodies were set up
by state governments to promote industrial growth, often by developing industrial parks
and focusing on the (ITI) industrialisation in backward areas.

Step 2: Formulate the correct pairings. The best matching based on these primary roles
is (A)-(I), (B)-(IV), (C)-(I), and (D)-(II).

9 Quick Tip

Remember: NABARD — Agriculture, IDBI — Industry, SFC/SIDC — State-level in-
dustrial promotion.

74. Which of the following are the main functions of RBI?

(A). To maintain monetary stability in the economy
(B). To maintain stable payments system
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(C). To regulate the overall volume of money and credit in the economy
(D). To promote the development of financial infrastructure of markets and systems

(1) (A), (B) and (D) only
(2) (A), (B) and (C) only
(3) (A), (B), (C) and (D)
(4) (B), (C) and (D) only

Correct Answer: (3) (A), (B), (C) and (D)

Solution: Step 1: Analyze each statement against the known functions of the Re-
serve Bank of India. The RBI has a broad mandate that covers monetary policy, regulation,
and development.

e (A) To maintain monetary stability: This is a core function, primarily achieved
through controlling inflation and ensuring the stability of the Indian Rupee. This is correct.

e (B) To maintain stable payments system: The RBI oversees and regulates the coun-
try’s payment and settlement systems (like NEFT, RTGS) to ensure their safety and
efficiency. This is correct.

e (C) To regulate the overall volume of money and credit: Through its monetary
policy tools (like CRR, repo rate), the RBI manages liquidity and the availability of credit
in the economy. This is correct.

e (D) To promote the development of financial infrastructure: The RBI plays a
developmental role by promoting and strengthening the country’s financial institutions,
markets, and systems to support economic growth. This is correct.

Step 2: Conclude which functions are correct. Since all four statements accurately
describe the main functions of the RBI, the correct option includes (A), (B), (C), and (D).

@ Quick Tip

RBI is both a monetary authority and a regulator of banking/financial infrastructure.

75. The recent increase in the tariffs by the USA on its trading partners undermines
the institutional validity of which of the following?

(1) WTO
(2) GATT
(3) UNCTAD
(4) SAARC

Correct Answer: (1) WTO

Solution: Step 1: Understand the role of the World Trade Organization (WTO).
The WTO is the primary international organization dealing with the global rules of trade
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between nations. Its main function is to ensure that trade flows as smoothly, predictably, and
freely as possible. A core principle of the WTO is multilateralism and non-discrimination,
which discourages member countries from unilaterally imposing trade barriers like tariffs.
Step 2: Analyze the action described. An ”increase in the tariffs by the USA on its
trading partners” is a unilateral trade action. When a major economy imposes tariffs outside
the agreed-upon framework, it challenges the authority and effectiveness of the global body
responsible for upholding that framework.

Step 3: Evaluate the relevance of the other organizations.

e (2) GATT: The General Agreement on Tariffs and Trade was the predecessor to the
WTO. While its principles are foundational, the current institutional body is the WTO.

¢ (3) UNCTAD: United Nations Conference on Trade and Development is a UN body that
deals with trade issues from a development perspective but is not a rule-enforcing body
like the WTO.

e (4) SAARC: A regional organization for South Asia, not relevant to US trade policy.

Step 4: Conclude the most affected institution. Unilateral tariff increases directly un-
dermine the rules-based multilateral trading system managed by the WTO.

Q Quick Tip

WTO ensures multilateral trade agreements are respected; unilateral tariff hikes violate
these agreements.
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