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Financial Calculation

· Working capital:
Working capital is the difference between the company’s current assets and liabilities. Using the working capital value, investors can determine the liquidity levels of a company. Companies can also use the working capital to pay short-term obligations. Low working capital may be risky for a business organization because it may not be able to meet its short-term obligations effectively. Based on the working capital value for this business, the business can possibly run into trouble because it has lost its ability to meet its short-term obligations. 
· Current ratio: 
The current ratio is obtained by comparing the company’s current assets to its current liabilities. The current ratio allows companies to determine how much they have in current asset value to cover their short-term obligations. In most cases, current ratios between 1.5 and 3 are considered acceptable for healthy operations. However, our current ratio of 1.01 may suggest that the business has liquidity problems and may not maintain its financial stability in the future. 
· Debt ratio: 
This is the ratio of total debts to assets. Debt ratios help investors determine a company’s ability to pay off debts in future. Even though what can be considered a good debt ratio usually depends on the industry where the business operates. Essentially, according to experts, debt ratios below 1.0 can be considered relatively safe. In this case, we have a debt ratio of 0.97, which can be considered safe. However, operating on such ratios or higher makes it more difficult to borrow money. 

· Earnings per share: 
Earnings per share refer to the portion of the company’s profit divided by the outstanding shares of its common stock. Earnings per share help investors determine the value they are likely to get by investing in a company. The earnings per share ratio here is 34.4. Arguably, this is much lower than the restaurant industry average. Lower EPS ratios may suggest weak stock prices and may indicate bad financial health. 

· Price/earnings ratio: 
Price to earnings refers to the ratio for valuing a company that measures its current share price relative to its per-share earnings. Many investors will say that it is better to buy shares in companies with a lower P/E because you are paying less for every dollar of earnings you receive. Recommended ratios usually range between 13 to 15. Higher ratios like in this case of 22 may mean that investors would expect higher growth from the company and may be indicative of a fundamental decline. 
· Total asset turnover ratio:
This is the ratio of a company’s total revenues to its assets. This ratio helps investors understand how effectively it uses its assets to generate revenues. Companies in the retail sector may aim to achieve asset turnover ratios of 2.5 or higher. Notably, in this case, we have a company in the utility sector where good ratios range between 0.25 and 0.5. Based on these values, our ratio of 0.36 can be considered a good ratio, an indicator of the company’s ability to generate just enough sales from its assets. 


· Financial leverage: 
Financial leverage refers to a company’s decision to use borrowed financial resources to finance the purchase of assets. Normally, leverage ratios of less than one are considered relatively good for companies. Investors may consider companies with leverage ratios higher than one as risky for investment. In this case, we have negative financial leverage meaning the debts borrowed to make company purchases have greater costs than the return made on the investment. Ideally, this suggests the company may be having problems raising enough money to cover the net losses. 
· Net profit margin: 
Net profit margin refers to the measure of how much income a company has generated as a percentage of the revenue. Arguably, this is the main indicator of a company’s profitability status. The general thumb rule presents 10% as a healthy profit margin which means the business is generating ideal profits from its operations. We have a net profit margin of 35%, an indication of considerable profits from sales. 
Return on assets: 
ROA refers to the profitability ratio indicating how much a company can raise from its assets. Ideally, this is the amount realized when a company puts its assets to use. A ROA of 5% is usually considered good for business organizations. However, ratios above 20% are usually considered great. Our business has a 13% ROA indicating a considerably good efficiency at generating profits. 




· Return on equity: 
Return on equity refers to the measure of financial performance of a business that is calculated by dividing the net income by the shareholder’s equity. ROE ideally measures an organization's ability to generate income from the equity available. Generally, ROEs of 15% and 20% are usually considered good. In this understanding, our company with an ROE of 8.8% may not be doing that good in terms of financial performance. 

· Working Capital Management:
Working capital management may revolve around activities such as inventory management and management of accounts receivables and payables. In this view, working capital management may be important in helping to maintain smooth business operations and also improve the company’s earnings and profitability (Singh, & Kumar, 2014). Understandably, working capital management is essential to maintaining a solid balance between growth, profitability and liquidity. Examples of working capital management can include; minimizing costs on capital spent on working capital. 
· Bond Investment:
Bond investment can be considered an important source of cash for companies. Generally, bonds are considered safe investments whose quality and risk may depend on the issuing company's financial soundness. One of the notable benefits of bond investment is that bonds are good sources of income that offer attractive yields. Additionally, corporate bonds may help investors diversify their portfolios (Baresa et al., 2017). This is because debt instruments like bonds often act as a counterbalance to equities, moving opposite to stocks. However, some risks are associated with a bond investment, such as credit risks when companies default. 
Financial constraints may place the issuing company into financial straits, consequently impairing its ability to make interest payments. When this happens, bond investors may lose their money. Additionally, the problem of increasing inflation may make the bonds lose value. 
· Capital Equipment:
Companies often make huge investments when they purchase equipment such as machinery, buildings and even vehicles. One of the obvious advantages of this type of investment is the advantage of increasing output and lowering operating costs. In this way, companies are likely to boost their profitability and net income. However, it is essential to note that incurring large expenses on equipment may considerably increase the debt balances, consequently squeezing the cash flows or negatively impacting the debt ratios (Baresa et al., 2017). For this reason, some of the ethical considerations for companies wishing to invest in capital equipment include; taking advantage of cash discounts, purchasing used equipment, and negotiating the prices.
· Capital Lease:
A capital lease is a kind of agreement between two parties, usually, lessee and lessor, involving the transfer of ownership rights of an asset to the lessee. One of the capital lease agreements always carry with them clauses of ownership benefits. Usually, the lessee may get the purchased asset if they have used the asset for more than 75% of its life. However, in normal terms, the lessee may have the buy option at the end of the lease period, possibly at a bargain price. Additionally, the lessee is also entitled to claim to depreciation and may treat the leased asset on its balance sheet by claiming depreciation. However, a capital lease may result in negative debt to equity ratios when the lessee adds debt in their balance sheets and has to be paid in the form of lease payments. 
Under this circumstance, the lessee may find it difficult to raise capital in the future. Some of the ethical considerations for this option include; conducting leasing activities with integrity. 
Financial Evaluation
This section of the report will evaluate the three available financial options for the business and recommend which option(s) are the best for the business to choose.
· Financing: 
There are a number of ways a business can finance its operations and expansion. Some of these ways include raising capital from net earnings from operations. Businesses can also borrow to fund their operations or issue equity capital. It is essential to note that debt and equity capital are always obtained from external investors. 
· Bond Investment: 
Based on the excel calculations, the business's financial health is not that good, and because bonds are debts, they can possibly hurt this highly leveraged company. I don’t recommend bond investment as a financing option for this business because the company doesn’t have so much to pay for the interest and principal when they are due.
· Capital Equipment: 
Capital equipment would be appropriate for this business because the company would take the loans not for consuming purposes but purposely for expansion. Believably, the purchased equipment would then be critical in supporting production. In essence, the equipment would speed up the production level without compromising on the quality. In my view, this would allow the business to restore its dwindling financial health.  


· Capital Lease: 
A capital lease may not be an appropriate financing option for this business because the leased assets would be treated as the company’s assets on the balance sheet, and this may increase the operating expenses of the business that is already in bad financial health. Additionally, the leased assets may also be repossessed, which means that the company will suffer again. 
· Short-Term Financing: 
Based on the findings on the company's financial health, it can be noted that short-term unsecured loans would be appropriate to restore the company’s financial health. Unsecured borrowers usually do not have to pledge specific assets as security for their loans in case of default (Schwienbacher, 2014). The business can seek trade credits as well as unsecured bank loans to finance its short-term obligations. These sources of cash would be important in managing immediate cash flow needs within the organization. 
· Future Financial Considerations: 
Based on the liquidity, operating efficiency and profitability, the company’s future financial performance seems to be just good if efficient financing options are implemented. Financing options would substantially reduce the debt ratios within the business to allow for more revenue. 
Financial Recommendation(s)
The most appropriate financing option that I would recommend for the business is capital equipment. First, this type of financing is usually important for the expansion of production. Despite the huge burden involved in this option, here is the collateral; business organizations are allowed to use the equipment as collateral (Baresa et al., 2017). Ideally, this means that in case of failure to honour the payments, only the equipment can be repossessed. 
The equipment also speeds up the production level. Such strategies are critical to restoring the financial health of this organization. 
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