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Course: Financial Statements Analysis (5589)
Semester: Autumn, 2025
Level: Diploma / BS (A&F)
ASSIGNMENT No. 1

Total Marks: 100
Pass Marks: 50

Q. 1
(a)
Define financial statement analysis. Discuss its main objectives and its role in decision-making for internal and external stakeholders.
(20)

(b)
Identify and explain at least three major tools used in financial statement analysis. Illustrate how each tool supports a better understanding of a firm's financial performance.

Q. 2
(a)
What is the significance of liquidity ratios in evaluating a company’s financial strength? Briefly describe the current ratio and quick ratio.
(20)

(b)
Given the following data from ABC Corporation, calculate:

(i) 
Current Ratio

(ii) 
Quick Ratio

(iii) 
Working Capital

(iv) 
Acid-Test Ratio

Data:
Cash: 
Rs. 80,000
Accounts Receivable: 
Rs. 120,000
Inventory: 
Rs. 140,000
Short-term Investments: 
Rs. 20,000
Prepaid Expenses: 
Rs. 10,000
Accounts Payable: 
Rs. 100,000
Short-term Notes Payable: 
Rs. 50,000



Interpret the results and comment on the liquidity position of ABC Corporation.

Q. 3
Discuss the role of solvency ratios in financial analysis. Calculate the interest coverage ratio for a company that has EBIT of Rs. 300,000 and interest expense of Rs. 60,000. Interpret the result and explain how this ratio influences investment and lending decisions.
(20)
Q. 4
(a)
Explain how inventory turnover and days' sales in inventory are calculated and interpreted.
(20)

(b)
A company reported the following information:

· Cost of Goods Sold (COGS): Rs. 750,000

· Beginning Inventory: Rs. 200,000

· Ending Inventory: Rs. 250,000

Calculate:

(i) 
Inventory Turnover Ratio

(ii) 
Average Days in Inventory



What do these ratios imply about the company’s inventory management?

Q. 5
(a)
Define Return on Assets (ROA) and explain how it reflects managerial efficiency.
(20)

(b)
Given the following:

· Net Income: Rs. 150,000

· Total Assets: Rs. 1,000,000



Calculate ROA and interpret the result. How can ROA be improved through asset utilization?

ASSIGNMENT No. 2

Total Marks: 100
Pass Marks: 50
Q. 1
(a)
Discuss the main components of the cash flow statement and their significance in understanding a company's financial strength.
(20)

(b)
Using the following information, prepare a cash flow statement using the direct method:

Data:

· Cash collected from customers: Rs. 900,000

· Cash paid to suppliers: Rs. 400,000

· Cash paid for wages: Rs. 250,000

· Cash paid for operating expenses: Rs. 100,000

· Cash paid for taxes: Rs. 50,000

· Purchase of equipment: Rs. 120,000

· Dividends paid: Rs. 30,000

Analyze the cash flow position based on the prepared statement.

Q. 2
Distinguish between gross profit margin and net profit margin. Why is it important to evaluate both margins while assessing a company’s profitability?
(10)
Q. 3
Explain the concept of return on capital employed (ROCE) and how it differs from return on equity (ROE). Why is ROCE considered a better indicator of operational efficiency?
(10)
Q. 4
A company’s financial data shows:
(10)
· Net Sales: Rs. 2,000,000

· Cost of Goods Sold: Rs. 1,200,000

· Operating Expenses: Rs. 500,000

· Interest Expense: Rs. 100,000

· Tax Rate: 30%

· Total Equity: Rs. 1,000,000

· Total Assets: Rs. 1,500,000

Required:
Calculate:

(i) 
Net Profit Margin

(ii) 
ROE

(iii) 
ROA

Interpret the results in the context of profitability and operational performance.

Q. 5
Select a company listed on the Pakistan Stock Exchange (PSX) and download its annual financial reports for the years 2022 to 2024 from:

https://financials.psx.com.pk
(50)
Perform a comprehensive financial analysis, including:

· Liquidity analysis (e.g., current ratio, quick ratio)

· Leverage and solvency analysis (e.g., debt-to-equity, interest coverage)

· Profitability analysis (e.g., gross/net margins, ROE, ROA)

· Efficiency analysis (e.g., asset turnover, inventory turnover)

· Horizontal and vertical analysis

· Cash flow statement analysis

· A concluding commentary on the overall financial health, performance trends, and areas of concern or strength over the three years.
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