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(a) 
V – Value of firm
FCF – Free cash flow
WACC – Weighted average cost of capital
Vop – Value of Operations
The impact that capital structure has on the value is dependent on the effect of debt on the WACC or the FCF.
         ∞
VOP= ∑ FCFT/ (1+WACC) T  
         t=1

The present value of the expected future free cash flows (FCF) from operating assets.

(b) 1 
Business risk is the uncertainty that a company will experience loss instead of making profits or making lower profits than anticipated. The factors that include the business risk include sales volumes, input costs, price per unit, government regulations, economic situation, and competition in the market. 
     2. 
Operating leverage can be defined as the level to which a company can manage to increase its operating income by increasing its revenues. The operating leverage is thus reflected by a change in the earnings before interest, and taxes (EBIT) as a result of a change in the quantity sold. Firms thus need to focus on increasing the earnings before interest and taxes since they promote the growth of a business. Once the EBIT is low, a business falls at the risk of collapse since it will lose most of its operating capital through higher fixed costs. In a typical business environment, any small sales decline leads to a larger EBIT decline due to high fixed costs thus putting the business at risk. Higher fixed costs thus lead to higher operating leverage which is not good for business. 
The operating breakeven point can be defined as the point at which the sales revenues of a firm covers all the fixed costs and the variable costs with zero profitability for the business. 
The operating breakeven point is calculated by dividing the fixed costs by the revenue per unit minus the variable cost per unit as illustrated below;
Q – Quantity sold
F – Fixed cost ($200)
V – Variable cost ($10)
P – Price per unit ($15)
Operating Break Even point - OBEP
OBEP = F/(P-V)
OBEP = $200 / ($15-$10) = $40
The operating break-even point is thus $40
Recommendation on the financial decisions
In developing a business, it is important to look at the cost structures to understand the long-term results of the business.  When looking at receiving cash from investors, it is critical to look at the terms that exist and the areas within which the money will be used. Even though equity financing is less risky and leaves the company with funds for operations, it is costly in the long run as the investors will likely want a return on their invested capital (Brigham & Ehrhardt, 2016).  As an individual look to collect the equity investment, there is thus a need to calculate the long-term profitability to understand the areas within which the company is likely to benefit from such a move. 
Based on the company’s capital structure, I would recommend the use of debt financing instead of equity financing. Equity financing involves giving up a percentage of the business besides control over decision making. It thus influences the overall operations of the company and dilutes the shares in the long run leaving the founders demotivated. Equity financing is good since it does not leave the company with huge debts and interests that need to be services, but it is not commendable for companies in the retail space (Brigham & Ehrhardt, 2016). Equity financing also places a company at a risk of potential conflict since the equity partners have a say in major business decisions. The conflicts that erupt can thus derail the operations of the business and further result to low profitability.
It is thus recommended to leverage on debt financing which allows the company to take a temporary loan which they will pay with time. As the company takes the loan, it will be easy to do capital budgeting to understand the possible return on the investment and thus further comprehend how the loan is likely to benefit the business in the long run (Brigham & Ehrhardt, 2016). It is critical to look at all these factors since they determine the possibility of growth of a business. Debt financing is advantageous to retail businesses since they have a pipeline model of business with low risk. 
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