Theme 3: Business decisions and strategy
3.5 Assessing competitiveness
	[bookmark: _GoBack]THIS IS THE NOTES COLUMN FOR 3.5.2 Ratio analysis

	(a) Calculate: Gearing ratio and (b) Interpret ratios to make business decisions
(i)Watch the clip https://www.youtube.com/watch?v=nwrutKvKE98 and answer the following questions:
· What is gearing?
· Make notes on examples of two different capital structures
· Make notes on capital structure objective: the debt/equity ratio
· Make notes on capital structure objectives
· Copy out the gearing ratio
· Copy out the simple example of gearing %
· Make notes on evaluating the gearing %
· Make notes on benefits of high gearing
· Make notes on benefits of low gearing

	THIS IS THE RECALL COLUMN
What questions do you have for Mr Sultan Ahmed about the concepts you have just made notes on?






































	
Write your notes to the above questions in this box




































































































	a) Calculate: Return on capital employed (ROCE) (b) Interpret ratios to make business decisions
(i) Click on the following link https://www.youtube.com/watch?v=wrk_XZJYXy4 and answer the questions that follow:
· What is the key point about using the Return on Capital Employed (ROCE) ratio?
· What are the useful things that ROCE can be used for?
· How do you calculate the ROCE?
· Copy out the example of calculating ROCE
· Make notes on evaluating ROCE

	THIS IS THE RECALL COLUMN
What questions do you have for Mr Sultan Ahmed about the concepts you have just made notes on?




































	
Write your notes to the above questions in this box











































	c) The limitations of ratio analysis
(i) Click on the following link https://www.youtube.com/watch?v=UuahUYKvV1k and answer the questions that follow:
· What are the main groups of ratios?
· Copy out beware on limitations on ratio analysis
· Make notes on why might ratio data not be entirely reliable 
· Make notes on the importance of effective comparison
· Copy out what ratios don't tell you
· Copy out ratios - overall

	THIS IS THE RECALL COLUMN
What questions do you have for Mr Sultan Ahmed about the concepts you have just made notes on?






































	
Write your notes to the above questions in this box






































































































	THIS IS THE SUMMARY SECTION
Fill in this section within a day of the lesson
Revise the notes and questions you have written and write a summary of the information in this section
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Question 1







Question 2
True or false? 
2.1 In the lead-up to the Credit Crunch, most of the major banks in America and Britain had gearing as high as 80-90%.
2.2 A firm with zero gearing is implying that it cannot see how to make a higher rate of return than the cost of borrowing capital (the interest rate). In which case, should the business exist at all?
2.3 A firm with 80% gearing is vulnerable because only 20% of its capital employed is its own money (the rest is borrowed). So one year of bad losses may wipe it out completely.
2.4 A firm with 33% gearing is safe because its rate of return is well above the cost of capital (the interest rate).
2.5 Capital employed consists of loan capital, share capital and reserves (accumulated, retained profit)
Question 3
Would each of the following be a cause of higher gearing, or an effect, or neither? Put a C, an E or an N by each.
	High overhead costs
	
	A threat to survival when loans must be repaid
	

	Taking out an additional long term loan
	
	 Increases variable costs
	

	Introducing 5% price increases 
	
	Financing a take-over by loan capital
	

	The business making a loss after tax
	
	May help finance rapid growth
	







Question 4
JC Co has sales of £120,000 and profits of £12,000. Its capital employed is £75,000. Calculate the company’s return on capital.
___________________________________________________
Question 5
True or False?
5.1 If ROC falls below the interest rate, highly geared firms are in very big trouble.	____________
5.2 If the gross margin rises, the net margin and ROC will rise as well.			____________
5.3 Rising margins will lead to rising ROC, if asset turnover is unchanged.		____________
5.4 An ROC of 100% implies that the firm should double in size every year.		____________
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