
© Association of Corporate Treasurers   1 

 

 

3.2.2 Influence of Earnings Volatility and Sector 

on Financial Leverage Exercise1 

  
Unit: Unit 1 – Treasury Strategy 

Module: Module 3 – Financial strategy 

Date: 1 September 2013 

Summary: An exercise to see the influence of earnings volatility, other financial 

measures and sector on the leverage decision and financial strategy. 

Keywords: revenue, earnings, volatility, EBITDA, assets / sales 

 

 

This exercise explores the issue of decisions on leverage and how two major influences may 

play a role in that decision. Those two major influences are sector, i.e. which part of the 

economy the business model resides in, and secondly the volatility of earnings. We have 

seen that high earnings volatility is not compatible with high leverage. The two may be 

connected. Of course within a sector there are different business models which also need to 

be taken into account. 

We have sourced some very basic data on 4 quoted companies in 2 sectors as follows: 

 

Sector Company 

Industrial Bodycote plc 

Cookson plc 

Property Hammerson plc 

The Cardiff Property plc 

 

 

The data is mainly the five year (or sometimes longer or shorter) history plus a balance 

sheet if some basic borrowing data is not shown in the summary. The exercise is designed 

to take around one hour so you have around 15 minutes per company to make some simple 

analysis, and then some time at the end to make some overall conclusions about the 

leverage element of financial strategy. Note that this exercise is frozen in time, so you do not 

need to research any later data on these companies. 

 

For each company make the following analysis: 
 

1. Firstly, before looking at any accounts, and knowing the sector in which the company 

operates and its rough business model 

a) estimate the revenue or earnings volatility that it might face 

                                                           
1
 Included in this exercise is an activity requiring you to post in the online forum. This activity is indicated by the 

 icon. You are expected to post forum exercises to the appropriate forum within the two-week timeframe of the 
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b) guess whether it might be a borrower on a consistent basis 

c) if you expect the company to borrow, estimate roughly how much debt they might 

have and how they might measure that debt by any of the leverage measures that 

you have learned. 

 

2. Secondly, and avoiding spreadsheet use, look at the following data in the accounts: 

a) Volatility of earnings 

b) Volatility of operating profits (i.e. before any financing and tax) and EBITDA if 

available 

c) Volatility of margin 

d) The scale of assets / sales 

 

3. On the basis of this analysis decide if this company is a ‘natural’ borrower. 

 

4. Look at the leverage in the company by any measure you consider appropriate and 

comment as to whether this is what you expected. 

 

5. Make some overall conclusions. 

 

6. Post your thoughts around what you have discovered2 in the module forum: create a new 

thread in the Forum exercise from 3.2.2 Influence of earnings volatility category with the 

title U1/M3/3.2.2/Sector Study/[Your name] /[Company Name].  

 

 

Student notes: 

This exercise is good practice because you have to analyse some real life data very quickly, 

just as you would in an exam or for a meeting. The data may not be straightforward to 

analyse, as real life data never is – it needs sifting to find out what is important and any 

obvious strange numbers need more careful thought to see if they can be explained. For 

example, looking at a five year history in most public companies is almost certain to include 

some corporate activity such as acquisitions or disposals, share issues or buy backs, etc. 

which will distort the true trend. But as in real life, we always have to work with limited data 

but still come up with some answers. A five year (or shorter) period ending in the present 

day will include 2009, widely seen as a terrible year and so this must be navigated in the 

answer. 

 

Don’t be too accurate with your analysis.  You have to be quick and dirty, as though you are 

facing the CFO across the boardroom table. 

 

You may not find what you expect, in that case, think about it and say why that might be the 

case. 

 

 

 

                                                           
2
 You are expected to post forum exercises to the appropriate forum within the two-week timeframe of the 

module. Please see the study timetable for reference. 
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Bodycote 

Five year summary 
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Cookson 

Five year summary 
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Cardiff Property 

Five year summary 
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Hammerson plc 

Ten year summary 

 


