FINANCIAL ANALYSIS
MARKING GUIDE
SECTION ONE 
1. D		11. C
2. D		12. C
3. C		13. B
4. B		14. B
5. B		15. D
6. C 		16. B
7. C		17. A
8. A 		18. B
9. B 		19. D
10. C		20. B      @ 1= 1 x 20= 20 Marks

SECTION TWO.
Question One 
a)  i) Loan and advances given to the following and interest earned
1) To suppliers,                                  Operating Cash flow  
2) To employees                                 Operating Cash flow  
3) To its subsidiaries companies        Investing Cash flow

ii)  Investing Cash flow
iii) Financing Cash outflow
iv)  Investing Cash outflow
v)  Operating Cash outflow
vi)  Cash inflow from operating activities    @ Naming 1 Mk
                                                                           Explanation 1 Mk= 2 x 8 = 16 Marks

b) i. Trend analysis indicates in which direction a company is headed. Trend percentages  are computed by taking a base year and assigning its figures as a value of 100. Figures generated in subsequent years are expressed as percentages of base-year numbers. 1 Mk

ii. Horizontal analysis improves an analyst’s ability to use dollar amounts when evaluating financial statements. It is more useful to know that sales have increased 25% than to know that sales increased by $50,000. Horizontal analysis requires that you: (1) compute the change in dollars from the earlier base year, and (2) divide the dollar amount of the change by the base period amount. 1.5 Mks

c) iii. Vertical analysis shows the percentage relationship of each item on the financial statement to a total figure representing 100 percent. Each income statement account is compared to net sales. Vertical analysis also reveals the internal structure of the business.  1.5 Mks
Question Two

	a)Selling price per unit
	
	
	· 66 

	Less variable cost production
	
	· 44
	

	Less variable cost selling
	
	· 4
	· 48

	                              Contribution
	
	
	· 18 

	Fixed cost production
	· 200,000
	
	

	                   Sales
	· 99,000
	
	

	
	· 299,999 
	
	

	
	
	
	

	Therefore, Breakeven in shillings
	


	
	· =   299,000 x 11/3  = 1,096,33  @tick x 0.5= 4 Mks


b) Therefore, to earn profit of 195,000

· 299,000 + 195,000 x 11/3	  =  1,811,333 – 1 mk
· Therefore, Sales units		  =  1,811,333   - 2 mks        =   27,444 units – 2mks 
· 66
c)
		Fixed production cost 200,000 + 20%
	=
	240,000- 2 mks

	Variable production cost 44 – 30%
	
	 $30.8  Per unit -2 mks

	
Therefore Breakeven sales = 
	=
	717,115 – 2 mks


d) Effectiveness use of breakeven analysis demands an appreciation of the limitation consequent on the basic assumption of breakeven analysis.
1. Selling prices will remain constant whatever the level of sales activity.
2. All costs may be categorized into fixed or variable.
3. Total fixed costs are constant irrespective of the level of activity.
4. Variable costs per unit are constant.
5. Stock levels of finished goods and work in progress remain constant. @ 1x 5 = Mks

Question Three
ii)Detailed horizontal  statement:
	ASSETS
	2022
	2021
	Increase (Decrease) Amount
	Percent

	Currents assets:
	$60,000
	$30,000
	$30,000
	100.0

	  Cash
	113,000
	79,000
	34,000
	43.0

	  Accounts receivable, net
	107,100
	106,900
	200
	0.0

	  Inventories
	5,700
	6,100
	(400)
	(7.0)

	  Prepaid expenses
	$285,800
	$222,000
	$63,800
	28.7

	     Total currents assets
	660,000
	665,000
	(5,000)
	0.1

	  Property, plant & equipment, net
	$945,800
	$887,000
	$58,800
	6.6

	     Total assets
	
	
	
	

	LIABILITIES
	
	
	
	

	Current liabilities:
	
	
	
	

	  Notes payable
	$40,000
	$33,000
	$7,000
	21.2

	  Accounts payable
	100,600
	57,500
	43,100
	75.0

	    Total current liabilities
	$140,600
	$90,500
	$50,100
	55.4

	  Long-term debt
	400,000
	410,000
	(10,000)
	(2.4)

	    Total liabilities
	$540,600
	$500,500
	$40,100
	8.1

	STOCKHOLDERS, EQUITY
	
	
	
	

	Common stock, no-par
	$200,000
	$200,000
	$ -0-
	0.0

	Retained earnings
	205,200
	186,500
	18,700
	10.0

	Total stockholders’ equity
	$405,200
	$386,500
	$18,700
	5.0

	  Total liabilities & stockholders’ equity
	$945,800
	$887,000
	$58,800
	6.6



                                                                                              Increase (Decrease) colmn 5 mks
Percentage Colmn  5 mks      
ii)Detailed vertical statement:

	ASSETS
	2022
Amount
	Percent
	2021
Amount
	Percent

	Currents assets:
	$60,000
	6.3
	$30,000
	3.4

	  Cash
	113,000
	11.9
	79,000
	8.9

	  Accounts receivable, net
	107,100
	11.3
	106,900
	12.1

	  Inventories
	5,700
	0.6
	6,100
	0.7

	  Prepaid expenses
	$285,800
	30.1
	$222,000
	25.1

	     Total currents assets
	660,000
	69.9
	665,000
	74.9

	  Property, plant & equipment, net
	$945,800
	100.0
	$887,000
	100.0

	     Total assets
	
	
	
	

	LIABILITIES
	
	
	
	

	Current liabilities:
	
	
	
	

	  Notes payable
	$40,000
	4.2
	$33,000
	3.7

	  Accounts payable
	100,600
	10.6
	57,500
	6.5

	    Total current liabilities
	$140,600
	14.8
	$90,500
	10.2

	  Long-term debt
	400,000
	42.3
	410,000
	46.2

	    Total liabilities
	$540,600
	57.1
	$500,500
	56.4

	STOCKHOLDERS, EQUITY
	
	
	
	

	Common stock, no-par
	$200,000
	21.1
	$200,000
	22.6

	Retained earnings
	205,200
	21.7
	186,500
	21.0

	Total stockholders’ equity
	$405,200
	42.8
	$386,500
	43.6

	  Total liabilities & stockholders’ equity
	$945,800
	100.0
	$887,000
	100.0


                                                       
2022 Percentage Colmn  5 mks
2021 Percentage Colmn  5 mks      
      
Question Four
a)	Return on capital employed: R.O.C.E

Since interest is tax allowable, it yield tax shield (interest x tax rate) profits after interest and tax	=	600,000 – interest + tax shied
· =	600,000 – (10% x 2M) + (10% x 2M x 30%) -
· =	600,000 – 200,000 + 60,000
		=	$ 460,000

· 
ROCE	=		=	3.83%.....3Mks


b)	Earnings per share	=		=	$ .3.07….	2Mks


c)	Price earnings ratio	=		=	11.73 years… 2Mks

d)	Book value per share	=	Equity (net worth)
					Number of shares

		Equity	=	1,500,000 + 1,500,000 + 7,000,000	=	10,000,000
		BUPS	=	$.10,000,000	=	$.66.70… 3Mks
				    150,000

e)	Earning	=	Fixed charge capital	= $2,000,000 x 100 = 16.7%... 3Mks
				   Total capital		    $.12,000,000

		Or	=	Fixed charge capital	=	$.2,000,000	=  0.20
					Equity			$.10,000,000

		This indicates low gearing.

f)	Market to book value per share (MBVPS) ratio.

		MBVPS	=MPS
				 BVPS
 			=	  36	=	0.54… 2Mks
				66.70

g)Limitation of Financial analysis 
1. Financial analysis does not consider price level changes.
2. Financial analysis may be misleading without the knowledge of the changes in accounting procedure followed by a firm.
3. Financial analysis is just a study of reports of the company.
4. Monetary information alone is considered in financial analysis while non-monetary aspects are ignored.
5. The financial statements are prepared on the basis of accounting concept, as such, it does not reflect the current position.     @1x5 = 5 mks
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