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Crediting rate/score
Crediting rate/score refers to the interest rate of an investment contract applied to its book value. It’s the interest rate gained on the accrued income and principal, expressed as an effective annual yield. A crediting score may change at specific intervals or remain constant throughout the term of the contract. It may be either net or gross crediting score. In some situations, it amortizes the market value and book value protecting participants from short term fluctuations in the market value. Since the automobile company wants to acquire a smaller manufacturing company using debt, the crediting rate is an important consideration. The loan that the automobile company will obtain to purchase the company must be sustainable both in value and the 'terms' of the loan contract.
Choice between short and long term loan
Both long and short term loans have their cons and pros. What distinguishes the two is the period of loan repayment, for short term loans the repayment period is characteristically shorter. Due to the shorter repayment period, their interest rates are higher compared to the long term, and the payments are made either daily or weekly instead of monthly. Short term loans are more suited for dealing with unexpected situations since the vertical integration will undergo meticulous planning; a long term loan is more suited. Additionally, the long term loan is more favourable due to its longer repayment period and lower interest rate (Chernykh & Theodossiou,2011). Since long term loans rarely have restrictions, the automobile company can use the loan in the acquisition of the smaller manufacturing company, manufacturing their newest sports sedan model, marketing it and launch execution.
Inflation Rates
Inflation reduces the number of services or goods one would be able to purchase. It does so by decreasing a currency's purchasing power, increasing prices. Inflation rates will increase the costs of the manufacturing companies and in turn, reduce the purchasing power of the automobile company (Bahmani & Hegerty, 2009). Therefore, when determining which company to acquire, inflation rates are an essential consideration.
[bookmark: _GoBack]Relationship between the term structure of interest rates and yield curves 
The term structure of interest rates defines the relation between different maturities or terms and interest rates (Vayanoset.al.,2009). A yield curve, on the other hand, is a line plotting interest rates of bonds with varying dates of maturity but equal credit. The two are the same because term structure of interest rates’ graph plots dissimilar yields resulting from bonds with different maturities. It can assume any of three yield curves: flat, inverted, and normal. If a new process were developed that allowed automobiles to run off lemonade based oil, the prices of oil would decrease. It would result in people spending less on fuel, increasing the money they have for spending on other things, reducing the demand for loans and as a result, lower interest rates. The technology for converting lemonade to gas would be pricey and as such would require a large amount of investment. It would take so many years to enjoy its benefits and to recover the capital invested in the project. Therefore, the automobile company would require a substantial long term loan to fund the project. As a result, it would have to pay a large amount of interest for the loan.
Ratios to assess the financial health 
First, the Working capital ratio would evaluate the liquidity of the company eligible for acquisition. It is a ratio of the company’s assets to company’s liabilities. The working capital ratio shows whether a company can utilize its assets to pay its debts. A business is financially healthy if its assets are more than its liabilities. Second, the quick ratio or acid test would determine how the company's obligations were coverable by cash or items with easy liquidity without inventory. The ratio finds the difference between assets and stocks and then divides it by the liabilities, since inventory is hard to liquidate. Third, the price-earnings ratio would assess future earnings of the potential acquisition. Fourth, the debt-equity ratio would examine whether the company eligible for purchase was borrowing too much. It is calculated by combining the short and long-term debt and then dividing the sum by the book value of the company’s equity. Last but not least, the Operating Profit Margin (OPM) would assess the operational efficiency and pricing power of the company eligible for potential acquisition. Its obtained by dividing the profits by net sales. A company whose OPM has been rising over some time is better than one whose OPM has been falling. (Delen et.al., 2013)
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