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NURTURING INNOVATORS

RIARA SCHOOL OF BUSINESS
MAY –AUGUST 2024 TRIMESTER 
EXAMINATION FOR BACHELOR OF BUSINESS ADMINISTRATION
DAY PROGRAMME

                       RFN 402:  FINANCIAL ANALYSIS AND CORPORATE VALUATION 

DATE: 10TH AUGUST   2024							TIME: 2 HOURS

GENERAL INSTRUCTIONS:
Students are NOT permitted to write on the examination paper during reading time.
This is a closed book examination. Text book/Reference books/notes are not permitted.

SPECIAL INSTRUCTIONS 
1. Write your REGISTRATION NO. Clearly on the answer booklet(s). 
2. Answer Question One and ANY other TWO questions.
3. Questions in all sections should be answered in answer booklet(s) 
4. PLEASE start the answer to EACH question on a NEW PAGE.
5. For the questions, write the number of the question on the answer booklet(s) in the order you answered.
6. Write on both sides of each leaf and indicate number of each question at the top of each page.
7. Write the answers in a paragraph form unless stated otherwise. 
8. Marks allocated to each question are shown at the end of the question. 
9. All rough work must be done on the answer booklet and crossed through!
10. Use supplementary pages only when you have exhausted those in this book
11. Fasten the supplementary pages to the inside back cover of this booklet.


QUESSTION ONE
The following is the summary financial statement of Cactus Ltd as at 31 December 2023: 
	
	Kshs 000
	  Kshs 000
	                     Kshs 000

	Non-Current Assets 
	
	
	

	Land and buildings 
	
	
	160,000

	Plant and machinery 
	
	
	80,000

	Motor vehicles 
	
	
	20,000

	
	
	
	260,000

	
	
	
	

	Goodwill                                                                                           
	
	
	                        20,000

	Current assets 
	
	
	

	Stocks 
	
	80,000
	

	Debtors
	
	60,000
	

	Short term investments 
	
	15,000
	

	Cash 
	
	5,000
	

	
	
	160,000
	

	Current liabilities 
	
	
	

	Creditors 
	60,000
	
	

	Taxation 
	20,000
	
	

	Proposed ordinary dividend 
	20,000
	(100,000)
	

	
	
	
	60,00

	
	
	
	340,000

	12% debentures 
	
	
	(60,000)

	Deferred taxation
	
	
	(10,000)

	
	
	
	270,000

	
	
	
	

	Ordinary shares of kshs 100
	
	
	80,000

	Reserves 
	
	
	140,000

	
	
	
	220,000

	4.9% preference shares of kshs 100
	
	
	50,000

	
	
	
	270,000



(a) What is the value of an ordinary share using the net assets basis of valuation?
                                                                                                              (10 marks)
(b) When valuing a company. The value is likely to differ from one period of valuation to another or from one company to another. Required describe any FIVE factors which may cause such variations.                                                                   	 (10 marks)
(c) Mr Nyongesa intends to purchase 10,000 shares of the company. He has approached you as a student of financial analysis and valuation on the other non-financial he needs to consider before making the purchase decision. Advise Mr Nyongesa on FIVE such non-financial factors?                                                                            	(5 marks)                                                           


(d)  The qualitative characteristics of the financial statements are the attributes or features which will make the financial statement information useful for decision making, like when valuing a company. Required describe any FIVE such qualitative characteristics of the financial statements.                                                                                           (5 marks)                                                                                                                                                                              

QUESTION TWO
The Market Price Per Share (MPS) and the Dividend Per Share (DPS) for Maji Mazuri company Ltd for the past 5 years, were as follows:

	
	2018
Shs.
	2019
Shs.
	2020
Shs.
	2021
Shs.
	2022
Shs.

	MPS as of 31st Dec
DPS for the year 
	40
-
	45
3
	53
4
	50
3
	52
-



Required
(a) [bookmark: _GoBack]Determine the estimated cost of equity/shareholders percentage yield for each of the years involved.                                                                                    	(12 marks)

2b (i) Define the term Capital Asset Pricing Models as used in investment decisions.
  (ii) Describe by giving examples the following as used in Capital Asset Pricing Model
(b) Systematic risks                                                                                          	(4 marks)
(c) Unsystematic risks                                                                                    	(4 marks)









QUESTION THREE
(a) Explain the meaning of prudence concept showing how this is applied in stock valuation.  
                                                                                                                      (3 marks)                                                                                                                                                                                                                        
(b) The summarized financial statements of Baraka Enterprises Ltd. are as follows:

	Income statement for the year ended 30 September

	
	2022
	2023

	
	Sh.’000
	Sh.’000

	Sales
	20,000
	28,000

	Cost of sales
	(15,000)
	(21,000)

	Gross profit
	5,000
	7,000

	Administrative expenses
	(3,800)
	(4,600)

	Debenture interest
	  
	_(400)

	Net profit
	1,200
	2,000




	Balance sheet as at 30 September

	
	2022
	2023

	
	Sh.’000
	Sh.’000

	Assets:
	
	

	Non-current assets (net book value)
	11,000
	14,000

	Current assets:
	
	

	Inventories
	2,000
	3,000

	Trade and other receivables
	2,500
	2,800

	Balance at bank
	___-
	_500

	
	4,500
	6,300

	Total assets
	15,500
	20,300

	Equity and liabilities:
	
	

	Capital and reserves:
	
	

	Issued and fully paid
	
	

	1,000,000 ordinary shares of Sh.10 each
	10,000
	10,000

	Revenue reserves
	_3,000
	_4,100

	
	13,000
	14,100

	Noncurrent liabilities
	
	

	8% debentures
	____-
	5,000

	Current liabilities
	
	

	Trade and other payables
	1,500
	1,200

	Bank overdraft
	_1,000
	____-

	
	_2,500
	_1,200

	Total equity and liabilities
	15,500
	20,300



Stock as at 1 October 2021 was Sh.5,000,000

Required:
For each year, calculate the following:
(a) Gross profit margin                                                                                          (2 marks)
(b) Inventory turnover                                                                                            (2 marks)
(c) Return on equity                                                                                               	(2 marks)
(d) Return on assets                                                                                               	(2 marks)
(e) Acid test ratio                                                                                                   	 (2 marks)
(f) Current ratio                                                                                                     	(2 marks)
(g) Financial leverage                                                                                           	(2 marks)

(c) Comment on the liquidity position of the company giving possible reasons for the change.   
                                                                                                                          	(3 marks)
                                                                                                                    
QUESTION FOUR
(a)      When we use the term "Merger", we are referring to the joining of two companies where one new company will continue to exist. Describe any THREE reasons for mergers.                                                                                              		(6 marks)
      
(b) The valuation of ordinary shares is more complicated than the valuation of bonds and preference shares. Explain any FOUR factors that complicate the valuation of ordinary shares.                                                                                                 		(8marks)

(c) A company called Tinga has provided you as an Expert of Financial Statement Analysis as of 31st December 2022.
                                                                                                                           kshs Millions 
Turnover                                                                                                  956
Cost of Sales                                                                                            (356)
Gross Profit                                                                                              600
Operating Expenses                                                                                 (154)
Operating Profit                                                                                          446
Taxation @   30%                                                                                     (133.8)
Profit after tax                                                                                             312.2

Additional Information’s.
1. The company has 20million number of ordinary shares issued and fully paid.
2. The company Price/ Earning ratio was computed as 1.8 as of 31st December 2022.
Required 
Compute the Market Price Per Share of the company as of 31st December 2022
                                                                                                        (6 marks)
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