GCSE BUSINESS STUDIES LESSONS VIA THE INTERNET

Title:
Financial Ratios for Cameron Balloons Virtual Factory

Web site address:

http://bized.ac.uk/virtual/cb
Area of Syllabus:

RATIOS

The purpose is:

· To apply the main types of profitability ratios using Cameron balloons accounts.

· To apply the main types of liquidity ratios using Cameron balloons accounts.

· To apply the main types of financial efficiency ratios using Cameron Balloons accounts.

ASSESSMENT OBJECTIVE:  Demonstrate knowledge and critical understanding

1. Double click on the Internet explorer icon.

2. Type in the following web address:  http://www.bized.ac.uk
3. Click on Learning Materials and then Business Studies.

4. Click on Alphabetical Listing and then Ratio Analysis.

You should now be able to see the accounts below on your computer screen.

Below is a simplified version of the annual accounts for Cameron Balloons. As a limited company they are required by law to submit an audited version of their accounts to Companies House in Cardiff. This is an approximate simplified version of the accounts.

	PRIVATE
Balance Sheet

	
	
	£

	
	
	

	Fixed assets
	
	387,000

	
	
	

	Current assets
	
	

	
	Stock
	1,559,000

	
	Debtors
	434,000

	
	Cash
	119,000

	
	
	

	Liabilities
	
	2,497,000

	
	
	

	
	
	

	Share capital
	
	100

	Profit and loss account
	
	1,900

	
	
	

	Profit And Loss Account

	
	£

	
	

	Turnover
	7,644,000

	
	

	less Cost of goods sold
	6,355,000

	
	

	Gross Profit
	1,289,000

	
	

	less Overheads
	972,000

	
	

	Net Profit
	317,000


5. If you cannot remember the ratios to use then click on accounting theories section and then on T3 – Ratio Analysis.  

6. Let’s focus on the Profitability ratios that a firm would use.  Complete the following formulae:

Gross Profit Margin =

Net Profit Margin = 

7. Can you now calculate the Gross Profit and Net Profit Margins for Camerons Balloons, using the profit and loss account?

Gross Profit Margin =

      Net Profit Margin = 

8. Return on Capital Employed (ROCE) measures the level of profit of the firm compared to the amount of capital that has been invested in it.
What is the formula for it – can you write it in the space below?

ROCE = 

Can you now calculate Cameron Balloons ROCE?

ROCE =

9. Record your answers for the profitability ratios in the table below.

	PRIVATE
RETURN ON CAPITAL EMPLOYED
	PROFIT MARGIN

	Variable
	£'000
	Variable
	£'000

	
	
	
	

	Net profit
	
	Net profit
	

	Total capital employed (Total assets)
	
	Turnover
	

	
	%
	
	%

	Return on capital employed = Net profit / capital employed * 100
	
	Profit margin = Net profit / Turnover * 100
	


· What do these figures show us? 

· Are they good figures? 

10. Liquidity ratios show how easily a firm can pay off its debts in the short term.  There are 2 types of liquidity ratio – can you find out what they are?

11. What are the formulae for these ratios?

12. From the balance sheet, calculate these 2 ratios.

Fill the relevant details into the table below:

	PRIVATE
CURRENT RATIO
	ACID TEST RATIO

	Variable
	£'000
	Variable
	£'000

	
	
	
	

	Current assets
	
	Current assets
	

	Current liabilities
	
	Current liabilities
	

	
	
	Stock
	

	
	
	
	

	Current ratio = current assets / current liabilities
	
	Acid test ratio = current assets - stock / current liabilities
	


· What do these figures show us? 

· Are they good figures? 

· What does the comparison of the current ratio and the acid test ratio tell us about the company's situation? What can you say about the level of stock at Cameron Balloons?

13.  Are there any other ratios that could be used to help comment on the financial position of Cameron Balloons?  Write out the formula and carry out the calculation for at least one more relevant ratio.

