[image: image1.emf]
MAASAI MARA UNIVERSITY
REGULAR UNIVERSITY EXAMINATIONS 

2016/2017 ACADEMIC YEAR

FOURTH YEAR SECOND SEMESTER 

SCHOOL OF BUSINESS AND ECONOMICS

BACHELOR OF BUSINESS MANAGEMENT
COURSE CODE: BBM 419
COURSE TITLE: FINANCIAL STATEMENT ANALYSIS

DATE: 24TH APRIL 2017


                                                             TIME: 8.30AM-10.30AM
INSTRUCTIONS TO CANDIDATES
· Answer question ONE (compulsory) and any other THREE 

· Question one carries 25 marks

· All other questions carry 15 marks

                                                            This paper consists of 7 printed pages. Please turn over
QUESTION ONE

a)List and explain financial statements that reflect business activities  

                                                                                                                               (4 marks)

b) Financial statements are not the sole output of a financial reporting system. Additional information about a company is also communicated. List and explain the additional information                                                              (12 marks)
c)The following comparative income statement was obtained from Maendeleo Co. Ltd for the year 2015 and 2014

	
	2015
	2014

	Revenue
	49,205
	41,444

	Cost of Goods Sold
	40,190
	33,892

	Gross Profit
	9015
	7552

	Operating expenses
	
	

	Selling general and adm. exp
	4298
	3544

	Research and development
	463
	464

	Operating profit
	4254
	3544

	Instalment income
	191
	180

	Puetax income
	4445
	3724

	Income tax exp
	1402
	1029

	Net income
	3043
	2645


The above year to year comparative analysis of Maendeleo Co Ltd income statement reveals several items required. Analyse the changes of items in percentage and where possible, explain why                                         (12 marks)
(d)The arrival research and development cost of Agotech Co Ltd for years 2015 through 2011 are shown below in millions

	2011
	2012
	2013
	2014
	2015

	5.1
	5.9
	6.0
	6.2
	3.3


Required: 
Assess the reduced research and development expenditure in the year 2015 

                                                                                                                                (1 mark)
QUESTION TWO

a)Tegua Chapaa and Sport Mamillioni Co. Ltd are similar companies that operate in the same industry. The following information is provided; 

	
	Tegua Chapaa
	Sporti Mamillioni

	Current ratio
	2015
	2014
	2013
	2015
	2014
	2013

	
	1.6
	1.7
	2.0
	3.1
	2.6
	1.8

	Acid test ratio
	0.9
	1.0
	1.1
	2.7
	2.4
	1.5

	A/C receivable turnover
	29.5
	24.2
	28.2
	15.4
	14.2
	15.0

	Inventory turnovers
	23.2
	20.9
	16.1
	13.5
	12.0
	11.6

	Working capital
	60,000
	48,000
	42,001
	121,000
	93,000
	68,000


Required:
a) Explain the purpose of each ratio and your answer should include the ability of each company to meet its current obligation and the use of current ratio efficiently                                                                                                    (5 marks)
b) Explain the monitoring and enforcement mechanism in place to ensure the reliability and integrity of financial reporting in Kenya                          (5 marks)
c) Financial statements have long been regarded as the major sources of information for users. How can other sources compete with alternative sources of information? Explain these alternative sources                    (3 marks)
d) Differentiate between current and non-current liabilities                (2 marks)
QUESTION THREE

a) Explain the impact of operating leases on financial statements (4 marks)

b) Discuss the analysis tool for investigating collectability of receivables 
                                                                                                                                 (8 marks)

c) Explain the component costs of inventories for production           (3 marks)

QUESTION FOUR

a) The following selected ratios for three different companies that operate in three different industries (merchandising, pharmaceuticals, and utilities) are reported in the table below;

	Ratio
	A
	B
	C

	Gross profit margin
	18%
	53%
	0.0%

	Net profit margin ratio
	2%
	14%
	8%

	Research and development
	0%
	17%
	0.1%

	Advertising to sales
	7%
	4%
	0.1%

	Interest exp to sales
	1%
	1%
	15%

	Return on assets
	11%
	12%
	7%

	A/C receivable turnover
	95 times
	5 times
	11 times

	Inventory turnover
	9 times
	3 times
	0.0

	Long term debt to equity
	64%
	45%
	89%


Required:
 Identify the industry that each of the companies A, B, and C operate in. Give at least two reasons supporting each selection                                          (12marks)
ii) Explain the objectives of analysing investment securities               (3 marks)
QUESTION FIVE
 The following statement of balance sheet of T. Falls Resort Co. Ltd is shown below

Income statement for year end Dec 31

	Sales
	1000

	Cost of goods sold
	(650)

	Depreciation
	(100)

	Sales & General exp
	(100)

	Int expenses
	50

	Income tax
	40

	Net income
	60


1. Balance Sheet

Dec 31 Year 15 and 14

	Assets
	Year 15
	Year 14

	Cash
	60
	40

	Accounts receivable
	520
	500

	Inventory
	770
	750

	Current assets
	1350
	1300

	Fixed assets
	350
	500

	Total assets
	1900
	1500

	Liabilities and equity
	
	

	Notes payable to banks
	75
	100

	Account payable
	615
	590

	Int payable
	20
	10

	Current liabilities
	710
	700

	Long term debts
	350
	300

	Defined inc tax
	310
	300

	Capital stock
	400
	400

	Retained earnings
	130
	100

	Total liabilities and equity
	1900
	1800


Required:
a) Prepare a statement of cash flow for the year ended Dec 31st 2015
                                                                                                                               (12 marks)
b) Describe the component of business analysis                                      (3marks)
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