 ALLAMA IQBAL OPEN UNIVERSITY, ISLAMABAD

(Department of Commerce)

FINANCIAL STATEMENTS ANALYSIS (5589)

CHECKLIST

SEMESTER AUTUMN 2026
This packet comprises the following material:

1. Text Book (one)

2. Assignment No. 1, 2

3. Assignment Forms ( 2 sets )

In this packet, if you find anything missing out of the above mentioned material, please contact at the address given below:

The Mailing Officer 

Allama Iqbal Open University

Sector H-8, Islamabad

Ph: 051-9057611-12

Dr. Muhammad Munir Ahmad

(Course Coordinator)

ALLAMA IQBAL OPEN UNIVERSITY, ISLAMABAD
(Department of Commerce)

[
WARNING

1. PLAGIARISM OR HIRING OF GHOST WRITER(S) FOR SOLVING THE ASSIGNMENT(S) WILL DEBAR THE STUDENT FROM AWARD OF DEGREE/CERTIFICATE, IF FOUND AT ANY STAGE.

2. SUBMITTING ASSIGNMENTS BORROWED OR STOLEN FROM OTHER(S) AS ONE’S OWN WILL BE PENALIZED AS DEFINED IN “AIOU PLAGIARISM POLICY”.

Course: Financial Statements Analysis (5589)
Semester: Autumn 2026

Level: Diploma / BS (A&F)
Please read the following instructions for writing your assignments. (AD, BS, BEd, MA/MSc, MEd, MPhil and PhD)
1.
All questions are compulsory and carry equal marks, but within a question, the marks are distributed according to their requirements.

2.
Read the question carefully and then answer it according to the requirements of the question.

3.
Handwritten scanned assignments are not acceptable.

4.
Upload your typed (in Word or PDF format) assignments on or before the due date.

5.
Late assignments can’t be uploaded to LMS.

6.
Your own analysis and synthesis will be appreciated.

7.
Avoid irrelevant discussion/information and reproducing from books, study guides, or allied materials.

Total Marks: 100  
Pass Marks: 50
ASSIGNMENT No. 1

Q.1 









      (20)
(a) Discuss the different types of financial statement analysis, highlighting the usefulness of ratio analysis and trend analysis. 

The summarized financial information of Zeta Manufacturing Ltd. is given below:

· Net Sales Revenue: Rs. 4,500,000

· Cost of Goods Sold: Rs. 2,700,000

· Operating Expenses: Rs. 1,050,000

· Finance Cost: Rs. 250,000

· Corporate Tax Rate: 32%

· Average Total Assets: Rs. 3,000,000

· Average Shareholders’ Equity: Rs. 1,600,000

Required:
a) Calculate:
    i. Operating Profit Margin
    ii. Net Profit Margin
    iii. Return on Assets (ROA)
    iv. Return on Equity (ROE)

b) Examine the impact of financial leverage on shareholders’ returns.

c) Provide a reasoned evaluation of the firm’s profitability and operating efficiency.

Q.2 








                   (20)
(a) Discuss the significance of accounts payable turnover and average payment period in short-term financial management.

(b) 
The summarized current assets and current liabilities of ABC Corporation are as follows:

Data (Rs.):
· Cash: 95,000

· Accounts Receivable: 180,000

· Allowance for Doubtful Debts: 20,000

· Inventory: 260,000

· Short-term Investments: 55,000

· Prepaid Expenses: 30,000

· Accounts Payable: 210,000

· Accrued Expenses: 40,000

· Short-term Bank Loan: 120,000

Required:
A) Compute:
    i. Current Ratio
    ii. Quick Ratio
    iii. Acid-Test Ratio
    iv. Net Working Capital

B) Recalculate the Quick Ratio after excluding doubtful receivables.

C) Critically comment on the firm’s liquidity position and its short-term solvency risk.
Q.3 









      (20)
(a) Discuss the relevance of Times Interest Earned Ratio and Working Capital Turnover in long-term financial analysis. 

(b). The following information is extracted from the income statement and balance  sheet of Omega Ltd.:

· Earnings Before Interest and Tax (EBIT): Rs. 420,000

· Interest Expense: Rs. 70,000

· Sales Revenue: Rs. 2,100,000

· Net Working Capital: Rs. 350,000

· Total Assets: Rs. 1,800,000

Required:
A) Calculate the following ratios:
    i. Interest Coverage Ratio
    ii. Working Capital Turnover Ratio
    iii. EBIT Margin
    iv. Total Asset Turnover Ratio

B) Analyze the firm’s ability to meet its fixed financial obligations and evaluate the efficiency of working capital utilization.
Q.4 








                   (20)
(a) Discuss the importance of inventory turnover ratio and total assets turnover ratio.
(b) A merchandising firm reported the following for the year ended 31 December 2025:

· Net Sales: Rs. 3,000,000

· Cost of Goods Sold: Rs. 1,950,000

· Opening Inventory: Rs. 420,000

· Closing Inventory: Rs. 510,000

· Industry Average Inventory Holding Period: 55 days

Required:
A) Compute:
    i. Average Inventory
    ii. Inventory Turnover Ratio
    iii. Average Days in Inventory

B) Compare the firm’s inventory efficiency with the industry average.

C) Discuss how inventory turnover affects liquidity and profitability.

Q.5








                   (20)
(a) Discuss the importance of EPS, P/E ratio, and Dividend Payout Ratio for investors.
(b) The following data relates to Delta Technologies Ltd.:

· Net Income after tax: Rs. 360,000

· Preference Dividend: Rs. 60,000

· Weighted Average Ordinary Shares Outstanding: 80,000

· Market Price per Share: Rs. 75

· Dividend per Ordinary Share: Rs. 4

· Retained Earnings during the year: Rs. 140,000

Required:
A) Calculate:
    i. Earnings per Share (EPS)
    ii. Price-Earnings (P/E) Ratio
    iii. Dividend Payout Ratio
    iv. Retention Ratio

B) Evaluate the company’s dividend policy and its implications for investors seeking income versus growth.

Total Marks: 100  
Pass Marks: 50
ASSIGNMENT No. 2

Q.1 









      (20)
(a) Explain the importance of cash flow statement in assessing liquidity and operational efficiency.

(b) The following cash-based information relates to Sigma Services Ltd.:

Cash Transactions (Rs.):
· Cash receipts from customers: 1,450,000

· Cash paid to suppliers: 620,000

· Cash paid for salaries and wages: 390,000

· Cash paid for administrative expenses: 210,000

· Income tax paid: 110,000

· Purchase of machinery: 300,000

· Proceeds from sale of investments: 90,000

· Dividends paid: 80,000

Required:
A) Prepare a Cash Flow Statement using the Direct Method.

B) Calculate net cash flow from operating activities.

C) Assess whether operating cash flows are sufficient to finance investing and financing activities.
Q.2 









      (10)
(a) Discuss the limitations of financial ratios and the importance of qualitative factors in interpretation.
(b) Given a current ratio of 3:1 and declining profits over three years, analyze the situation using provided numerical trends.

Q.3









      (20)
The following data relates to ABC Ltd. for a period of five years. The figures represent key financial indicators extracted from the company’s annual reports.

	Year
	Net Sales (Rs.)
	Gross Profit (Rs.)
	Operating Profit (Rs.)
	Total Assets (Rs.)

	2021
	1,200,000
	360,000
	240,000
	1,800,000

	2022
	1,350,000
	405,000
	270,000
	1,950,000

	2023
	1,500,000
	450,000
	300,000
	2,100,000

	2024
	1,650,000
	480,000
	315,000
	2,300,000

	2025
	1,800,000
	540,000
	360,000
	2,500,000


Required:
A) Taking 2021 as the base year, calculate the trend percentages for each of the following variables using the fixed base method:
    i. Net Sales
    ii. Gross Profit
    iii. Operating Profit
    iv. Total Assets

B) Present the calculated trend percentages in a comparative trend statement.

C) Analyze and interpret the trends by addressing the following:
    i. Whether sales growth is matched by proportional growth in profits.
    ii. The efficiency of asset utilization in generating sales and profits.
    iii. Any signs of improving or deteriorating cost control.

D) Based on the observed trends, comment on the overall financial performance and growth strategy of the company.

E) Suggest two managerial actions that could be taken to improve profitability or asset efficiency in future periods.

Q.4 









      (10)
(a) Discuss equity investment analysis, highlighting DCF and Dividend Discount Model (DDM).
(b) Dividend expected next year Rs. 5; Required rate of return 10%. Calculate the value of share using DDM.

Q.5 









      (40)
Select a company listed on the Pakistan Stock Exchange (PSX) and download its annual financial reports for the years 2023 to 2025 from: https://financials.psx.com.pk
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-year period.
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