FINANCIAL ANALYSIS
FINAL EXAMINATION

INSTRUCTIONS
Attempt all questions.
You are allowed to use scientific calculators.
Show all your workings. 
TIME ALLOWED: THREE HOURS

SECTION ONE
1. The financial statements of a business enterprise include:
a) Statement of financial statement/Balance sheet
b) Statement of Profit and loss account
c) Cash flow statement
d) All the above

2. The most commonly used tools for financial analysis are:
a) Horizontal analysis
b) Vertical analysis
c) Ratio analysis
d) All the above

3. An Annual Report is issued by a company to its
a) Directors
b) Auditors
c) Shareholders
d) Management

4. Comparative statements are also known as:
a) Dynamic analysis
b) Horizontal analysis
c) Vertical analysis
d) External analysis
5. What is the main purpose of ratio analysis in financial analysis?
a) To evaluate a company’s revenue growth
b) To assess a company’s profitability and efficiency
c) To determine a company’s market share
d) To analyze a company’s employee turnover rate

6. Which financial ratio measures a company’s ability to meet its short-term obligations?
a) Debt-to-Equity Ratio
b) Return on Equity (ROE)
c) Current Ratio
d) Gross Profit Margin

7. What does the Debt-to-Equity Ratio indicate about a company?
a) Its ability to generate profits
b) Its financial leverage and risk
c) Its operating efficiency
d) Its liquidity position

8. Which financial ratio measures a company’s profitability in relation to its total assets?
a) Return on Assets (ROA)
b) Gross Profit Margin
c) Return on Equity (ROE)
d) Current Ratio

9. What does a positive net profit margin indicate about a company?
a) The company is operating at a loss
b) The company’s sales revenue exceeds its expenses
c) The company is highly leveraged
d) The company has low liquidity

10. Which financial analysis method compares financial data over different periods to identify trends or changes?
a) Vertical Analysis
b) DuPont Analysis
c) Horizontal Analysis
d) Ratio Analysis

11. Which financial statement shows a company’s assets, liabilities, and shareholders’ equity at a specific point in time?
a) Income Statement
b) Cash Flow Statement
c) Statement of financial position /Balance Sheet
d) Statement of Retained Earnings

12. What does the quick ratio measure in financial analysis?
a) A company’s ability to generate profits
b) A company’s ability to meet its long-term obligations
c) A company’s ability to meet its short-term obligations with its most liquid assets
d) A company’s return on shareholders’ equity

13. Which financial ratio measures a company’s efficiency in managing its inventory?
a) Debt-to-Equity Ratio
b) Inventory Turnover Ratio
c) Gross Profit Margin
d) Return on Equity (ROE)


14. What is the purpose of DuPont Analysis in financial analysis?
a) To assess a company’s liquidity
b) To break down return on equity (ROE) into its key components
c) To determine a company’s market share
d) To calculate a company’s debt-to-equity ratio

15. Which financial ratio measures a company’s ability to generate profits from its operations before interest and taxes?
a) Return on Assets (ROA)
b) Gross Profit Margin
c) Return on Sales (ROS)
d) Earnings Before Interest and Taxes (EBIT) Margin

16. What does the Price/Earnings (P/E) ratio represent in financial analysis?
a) A company’s debt level compared to its equity
b) The relationship between a company’s stock price and its earnings per share
c) The percentage of earnings paid out as dividends to shareholders
d) A company’s ability to generate profits from its total assets

17. In financial statement analysis, expressing all financial statement items as a percentage of base-year amounts is called:
a) Horizontal common-size analysis
b) Vertical common-size analysis
c) Trend analysis
d) Ratio analysis

18. In assessing the financial prospects for a firm, financial analysts use various techniques. An example of vertical, common-size analysis is:
a) An assessment of the relative stability of a firm’s level of vertical integration
b) Advertising expense for the current year is 2% of sales
c) A comparison in financial ratio form between two or more firms in the same industry
d) Advertising expense is 2% greater compared with the previous year

19. The bankruptcy prediction model, such as the Altman Z-score, is not useful for:
a) Auditing analysis
b) Merger and investment analysis
c) Loan credit analysis
d) Stock market prediction

20.  Which method of calculating cash flow from operations requires the adjustment of net income for deferrals, accruals, non-cash, and non-operating expenses? 
a) The direct method. 
b) The indirect method. 
c) The inflow method. 
d) The outflow method.                   (Total 20 marks)



[bookmark: _GoBack]SECTION TWO.
QUESTION ONE
a) Intelligence Ltd a non-financial company has the following entries in its Bank Account. It has sought your advice on the treatment of the same for preparing cash flow statement 
i) Loan and advances given to the following and interest earned from them
1) to suppliers, 2) to employees 3) to its subsidiaries companies
ii) Investment made in a subsidiary Amart Ltd and dividend received
iii) Dividend paid for the year
iv) Tax on interest income earned on investment made
v) Tax on interest earned on advance given to suppliers 
vi) Insurance claim received against loss of fixed asset by fire
Required
Discuss the above in the context of IAS 7 cash flow statement as you  highlight the type of cash flow in each of the above   16 Marks
b) Differentiate the following
i) Trend analysis      1 Mark
ii) Horizontal analysis  1.5  Marks
iii) Vertical analysis  1.5 Marks     ( Total 20 Marks)

QUESTION TWO
Beta Company manufactures a product called “FERMAN”.  Pertinent cost and revenue data relating to the manufacture of this product is as given 
	
	$
	

	Selling price per unit
	66
	

	Variable production cost per unit
	44
	

	Variable selling cost per unit
	4
	

	
	
	

	Fixed production cost (total)
	
	$ 200,000

	Fixed selling and administrative cost (total)
	
	$  99,000



Required
a) Calculate the break-even sales level in shillings;    4 Marks
b) Suppose the company desires to make a profit of $195,000, what should be the output in units?      5 Marks 
c) A new machine, which is more efficient, is installed.  This machine increases the fixed production cost by 20% but reduces the variable production cost per unit by 30%.  What is the new break-even point in sales revenue?    6 Marks
State five limitations of break-even analysis.	5 Marks (Total 20 marks)

QUESTION THREE
The comparative balance sheet of the OKRA Supply Corporation as of December 31, 2022, appears as follows:
	ASSETS
	2022
	2021

	Currents assets:
	$60,000
	$30,000

	  Cash
	113,000
	79,000

	  Accounts receivable, net
	107,100
	106,900

	  Inventories
	5,700
	6,100

	  Prepaid expenses
	$285,800
	$222,000

	     Total currents assets
	660,000
	665,000

	  Property, plant & equipment, net
	$945,800
	$887,000

	     Total assets
	
	

	LIABILITIES
	
	

	Current liabilities:
	
	

	  Notes payable
	$40,000
	$33,000

	  Accounts payable
	100,600
	57,500

	    Total current liabilities
	$140,600
	$90,500

	  Long-term debt
	400,000
	410,000

	    Total liabilities
	$540,600
	$500,500

	STOCKHOLDERS, EQUITY
	
	

	Common stock, no-par
	$200,000
	$200,000

	Retained earnings
	205,200
	186,500

	Total stockholders’ equity
	$405,200
	$386,500

	  Total liabilities & stockholders’ equity
	$945,800
	$887,000



Required
i) Prepare a detailed horizontal analysis balance sheet   10 Marks
ii) Prepare a detailed vertical analysis  balance sheet       10 Marks  ( Total 20 Marks)

QUESTION FOUR
An extract from the finance statements of Konango Fisheries Ltd is as shown;
	
Issued share capital:
150,000 ordinary shares of $.10 each fully paid
10% loan stock 2019
Share premium
Revenue Reserve
Capital employed
	$.

1,500,000
2,000,000
1,500,000
  7,000,000
12,000,000



· The profits after 30% tax is $ 600,000.  However, interest charge has not been  deducted.
· Ordinary dividend payout ratio is 40%.
· The current market value of ordinary shares $ 36 

Required
a)	Return on capital employed    3 Marks
b)	Earnings per share   2 Marks
c)	Price earnings ratio 2 Marks
d)	Book value per share  3 Marks
e)	Gearing ratio  2 Marks
f)	Market to book value per share   2 Marks
g) Name FIVE the limitations of ratio analysis?   5 Marks (Total 20 Marks)
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