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Q1 Fill in the gaps 

A ratio is one number calculated and expressed in terms of another. 

Financial ratios are figures calculated using the key          ______            statements produced by a 
firm, namely the                          statement and the statement of ____________________. 

Despite ratio analysis being based on these historical financial documents, ratios can be very useful 
when analysing the performance of a business, as many questions and conclusions can be drawn 
from them about the firm. Interpretation is much easier when comparing ratios over _____               
and with similar firms.  For some ratios an   _________                  average can be used or a text book 
“norm” to help draw interpretations – for example a suggested ________              ratio should be 
between 1.5 and 2. 

 Choose from:  current; time; industry; financial position; income; financial 

 

Q2 Match the ratio with the correct term 

 Acid Test ratio A. Shows how much of revenue is converted into 
operating profit as a percentage 

 Gearing ratio B. Shows the ability to pay bills by comparing 
liquid assets to current liabilities 

 Gross profit margin C. Looks at the ability to pay bills by comparing 
current assets with current liabilities 

 Return on capital employed (ROCE) D. Shows the percentage of long term capital 
raised by a firm that is borrowed 

 Current ratio E. Shows how much of the revenue is converted 
into gross profit as a percentage 

 Operating profit margin F. Compares the profit made to the amount of 
finance invested (i.e. the capital)  

 

Q3 Briefly explain why… 

 
3.1 A high level of gearing would be fairly typical for a small business start up 

 

  

 
 

3.2 Return on capital employed ought to be much higher than bank interest rates 
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Q4 Calculation time! Based on the selected financial information for Sleaford Yachts Ltd, 
calculate the following for both years and comment on the results… 

                                                             This year                 Last year 

                                                            £’000                       £’000 

Operating profit                                    58                             70 

Non-current liabilities                        190                           100 

Total equity                                          180                           200 

 4.1 Return on capital employed (ROCE)  

 This Year Last Year 

Calculation:  

(show your workings) 

 

 

 

  

Comment: 

 

 

 

 

 

 

 

 
 

 4.2 Gearing 

 This Year Last Year 

Calculation:  

(show your workings) 

 

 

 

  

Comment: 
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Q5 Identify whether the statements below are a benefit, problem or cause of high gearing 

 
 Benefit Problem Cause 

 
5.1 The company can benefit from a cheap source of 

finance when interest rates are low 

   

 
5.2 A sudden rise in interest rates can cause problems 

with making repayments 

   

 
5.3 The firm is undertaking rapid expansion 

 

   

 
5.4  When profits are high, interest payments are likely 

to be lower than shareholder dividend requests 

   

 
5.5 The firm has taken over another business 

 

   

 
5.6 Fewer shareholders enables the existing owners to 

keep more control 

   

 
5.7 High interest rates could lead to much higher 

expenses, thus lowering profit 

   

 
5.8 It could be difficult to convince a bank to provide 

further lending 
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