
STRATEGIC FINANCE AND DECISION MAKING

1. Shah Trading Limited
A. Calculation of Accounting Ratios:
Profitability Ratios:
These ratios are intended to evaluate the operating performance of the company and its ability to generate profits. 
Gross Profit Ratio:
The gross profit ratio indicates that how much of profit is generated from the sales against the costs incurred directly on those sales. This is the measure of the efficiency of direct expenses of the company. The ratio is calculated below;
	Gross Profit Ratio
	2015
	2016

	Formula
	Gross Profit/Sales * 100

	Calculation
	525,000/1,855,000*100
	460,000/1,830,000*100

	Ratio
	28.30%
	25.14%


		
		Operating Profit Ratio:
The operating profit ratio indicates the profitability of the company over all of its administrative and selling expenses. This ratio is calculated in the below given table.
	Operating Profit Ratio
	2015
	2016

	Formula
	Operating Profit/Sales * 100

	Calculation
	178,000/1,855,000*100
	166,000/1,830,000*100

	Ratio
	9.60 %
	9.07%



		Net Profit Ratio:
The net profit ratio indicates the ratio of profit to the revenue of the company after the payment of finance costs. 	
	Net Profit Ratio
	2015
	2016

	Formula
	Net Profit/Sales * 100

	Calculation
	100,000/1,855,000*100
	90,000/1,830,000*100

	Ratio
	5.39%
	4.92%



		
Return on Capital Employed:
The ROCE is calculated to depict the revenues in relation with the capital employed by the company. The formula and the computations are given in the table below;
	ROCE
	2015
	2016

	Formula
	Net Income/Capital Employed * 100

	Calculation
	100,000/655,000
	90,000/600,000

	Ratio
	15.26%
	15%


		
[bookmark: _GoBack]		Return on Equity:
Return on equity is calculated by the relation of the earnings of the company interest and taxes with the equity of the company. The formula and the computations are presented in the table below;
	ROE
	2015
	2016

	Formula
	Earnings before interest and tax/Equity * 100

	Calculation
	178,000/655,000
	166,000/600,000

	Ratio
	27.18%
	27.66%



Working Capital Ratios: (Activity Ratios)
The working capital activity ratios are intended to indicate the performance of the entity with regard to the management of its working capital. Working capital is very important for the smooth operations of an entity. Working capital management includes management of inventories, receivables and payables. Therefore, the turnover ratios indicate the efficiency of the company related to these aspects. The inventory turnover ratio describes the company’s efficiency regarding the number of times its inventory is used in production process over the period. The debtor turnover ratio means the number of times the debtors are collected during the year. The creditor turnover ratio means the number of times the creditors are paid off during the period. Higher inventory and debtor turnover ratio are beneficial for the company. On the other side, lower creditor turnover ratio is better for the working capital management of the company.
Inventory Turnover Ratio: 
	Inventory Turnover Ratio
	2015
	2016

	Formula
	Cost of Goods Sold/Inventory

	Calculation
	1,330,000/260,000
	1,360,000/210,000

	Ratio
	5.12
	6.48


		Inventory turn days can be calculated by the following formula;
		Inventory turn days = 360/Inventory turnover ratio
		The computations are presented below;
		2015 Inventory turn days = 360/5.12 = 70 days approximately
		2016 Inventory turn days = 360/6.48 = 57 days approximately
Accounts Receivable Turnover Ratio:
	Accounts Receivable Turnover Ratio
	2015
	2016

	Formula
	Sales/Accounts Receivable

	Calculation
	1,855,000/150,000
	1,830,000/172,000

	Ratio
	12.37
	10.64


		
		Accounts Receivable Turn days can be calculated by the following formula;
		Accounts receivable turn days = 360/Accounts receivable turnover ratio
		2015 A/R turn days = 360/12.37 = 29 days approximately
		2016 A/R turn days = 360/10.64 = 34 days approximately
Accounts Payable Turnover Ratio:
	Accounts Payable Turnover Ratio
	2015
	2016

	Formula
	Cost of Goods Sold/Accounts Payable

	Calculation
	1,330,000/227,000
	1,360,000/224,000

	Ratio
	5.86
	6.07


		
		Accounts payable turn days can be calculated by the following formula;
		Accounts payable turn days = 360/Accounts payable turnover ratio
		The computations are given below;
		2015 A/P Turn days = 360/5.86 = 61 days approximately
		2016 A/P Turn days = 360/6.07 = 59 days approximately
Working Capital Ratios: (Liquidity Ratios)
Working Capital liquidity ratios calculate the ability of the company to pay off its immediate and current liabilities from its liquid and current assets. Current ratio is ratio of current assets to the current liabilities while the acid test ratio which is also describes as the quick ratio, exclude the inventories from the purview of the liquid assets and hence is the ratio of current assets excluding inventories to the current liabilities of the company.
Current Ratio:
	Current Ratio
	2015
	2016

	Formula
	Current Assets/Current Liabilities

	Calculation
	418,000/265,000
	385,000/258,000

	Ratio
	1.58
	1.49



		Acid Test Ratio: (Quick Ratio)
	Acid Test Ratio
	2015
	2016

	Formula
	Current Assets – Inventories/Current Liabilities

	Calculation
	158,000/265,000
	175,000/258,000

	Ratio
	0.6
	0.68



Financial Risk Ratios:
The Financial risk ratios are used to describe the ability of the company to pay off its finance and debt responsibilities with its available equity. The debt to equity ratio describes the leverage level of the company. Higher leverage may indicate the financial difficulties of an organization while lower leverage may indicate the company’s easiness to pay off its finance liability. Interest cover ratio is intended to calculate the ability of the company to pay off its interest expense from its profits.
		Gearing Ratio:
	Gearing Ratio
	2015
	2016

	Formula
	Long Term Loan/Capital Employed

	Calculation
	400,000/655,000
	425,000/600,000

	Ratio
	0.61
	0.71




		Interest Cover Ratio:
	Interest Cover Ratio
	2015
	2016

	Formula
	Earnings before Interest & Tax/Interest Expense

	Calculation
	178,000/35,000
	166,000/38,000

	Ratio
	5.09
	4.37



Earnings per Share, Dividend per share, Dividend Payout Ratio:
These ratios indicate the company’s profitability and net earnings with respect of the shares and the dividend payment. The earning per share indicates that how much a company has earned against each share held by the shareholders of the company. The dividend per share indicates that how much amount of dividend is paid against each share of the company. While the dividend payout ratio indicates that how much dividend is paid against the net profit earned by the company. These ratios are relevant for the investor’s point of view.
Earnings per share:
	Earnings Per Share
	2015
	2016

	Formula
	Net Profit/Total Outstanding Shares

	Calculation
	100,000/100,000
	90,000/100,000

	EPS
	OMR 1 per share
	OMR 0.90 per share


		
		Dividend Per Share:
	Dividend Per Share
	2015
	2016

	Formula
	Dividend Distributed/Total Outstanding Shares

	Calculation
	45,000/100,000
	45,000/100,000

	DPS
	OMR 0.45 per share
	OMR 0.45 per share



	
	Dividend Payout Ratio
	2015
	2016

	Formula
	Dividend Paid/Net Profit

	Calculation
	45,000/100,000 * 100
	45,000/90,000 * 100

	Dividend Payout Ratio
	45%
	50%



B. Critical Analysis of the Ratios:
The company has a good gross profit percentage which indicates that the company is efficient in its core activities and earning a handsome contribution from its business. However, a great value of gross profit is expensed out in the admin and selling expenses which indicate that the company needs to reduce its indirect expenses. Although, almost half of the operating profit is paid off against the finance costs. The company needs to carefully analyze its financing structure in order to increase the shareholders’ value and the net earnings of the company.
Moreover, the profit margins have decreased in 2016 than those in 2015. The gross profit was reduced to 25% in 2016 from 28% in 2015. Similarly, the operating profit was reduced 9.6% to 9.07% and also the net profit fell from 5.39% to 4.9%. This decrease indicate the loose of company’s efficiency in its operation. There is a greater decrease in the gross profit which indicates that this profit was lost in the core activities of the company. The company needs to revisit its operations, their value, staff’s efficiency and other aspects to maintain the gross profit.
The inventory turnover has decreased from 5.12 to 6.48. Which is a positive sign for the company. The company is using its inventory to a great extent. However, the Debtors Turnover has decreased from 12.36 to 10.64 which indicate that the company is having difficulty in receiving amount from its trade debtors. This decrease also indicates that the company could not realize the benefit of its increased inventory turnover. The accounts payable turnover ratio is also increased which means that the company is paying its creditors more often. The increase in inventory turnover requires frequent investment in the working capital but the increase in creditors’ turnover and decrease in debtors’ turnover indicate the inclusion of lesser amount of working capital in the company’s cycle. This may cause hardships for the company with regard to the working capital management. The company needs to improve the situation in order to increase its working capital efficiency.
The current ratio is decreased from 1.58 to 1.49. However, the acid test ratio i.e. the quick ratio is increased from 0.60 to 0.68. Analyzing both these ratio, we can conclude that the decrease in current ratio is basically due to decrease in inventories. Overall, the company is in great form regarding liquidity.
Debt to equity ratio is increased from 0.61 in 2015 to 0.71 in 2016. Interest cover ratio has decreased from 5.09 in 2015 to 4.37 in 2016. Both of these ratios represent that the company’s ability to meet its long term debt and interest requirement has decreased in 2016 than that of 2015. This can provide to be difficult for the company. Therefore, the management needs to consider the finance requirement of the company and availability of sufficient equity and funds to meet the requirements.

C. Value of Right:
Face Value of Shares = OMR 1.000
Market Value of Shares = OMR 2.500
Company has issued 3 equity shares for 5 existing shares
Market Price of 5 existing shares = 2.5 * 5 = OMR 12.5
Issue Price of 3 equity shares = 1.8 * 3 = OMR 5.4
Total Price of shares = 17.9
Price of each share = 17.9/8 = OMR 2.24

Value of Right 	= Market Price – Price under right issue
			= 2.5 – 2.24 = 0.26 OMR

2. Evaluation of measures that could overcome different issues and challenges in order to facilitate the development and the sustainability of SMEs in OMAN.
Small and Medium Enterprises (SMEs) play an important role in the economy and the economic condition of any country. This importance is mainly due to the fact that most of the businesses in any country are in form of SMEs and they form a large share of the economy of a country. (Tambunan, 2008).
For the purpose of development and the sustainability of the SMEs, it is necessary to understand the issues and challenges that are faced by these entities and proper measure should be taken to improve their performance.
SMEs often have vision about what they want to achieve. However, to achieve those visions, proper strategy and appropriate goals and mission are required. The lack of proper strategy causes problems in the growth of the SMEs. 
While implementing the growth strategies in Oman, SMEs often face challenges in the following areas;
1. Financial Management
2. Human Resource Management
3. Operations Management
4. Marketing Management
We explain the issues in each of the above areas and then evaluate the measures that can be taken to overcome these issues.
1. Financial Management:
SMEs in Oman are facing the problems relating to finance. These entities find it hard to obtain the short term and the long term credit facilities. (Carbo-Valverde, Rodriguez-Fernandez, & Udell, 2009). The banks and financial institutions often do not provide loans and credit facilities to the SMEs or provide it with strict regulations and conditions. This causes these entities to be at negative position because they are always finding it difficult to pay their interest and loans back to the banks and institutions. (Czarnitzki, 2006). Due to the lack of experienced personnel and executives, these entities might face the issues regarding the working capital management. These entities find it hard to fulfil the cost of capital requirements because of the lack of expertise.
2.  Human Resource Management:
The SMEs often do not have managerial and executive management experience. There is also lesser knowledge about management of the human resource. This causes the inefficiency of labor and work force. (Heneman, Tansky, & Camp, 2000)
3. Operations Management:
The SMEs also face issues in their operations. Major issues include the problems regarding outsourcing of different operations, lack of knowledge of latest techniques and technologies. (Quayle, 2002).
4. Marketing Management:
SMEs in Oman are facing marketing issues like inefficiency in identifying the prospective markets and the strategies to target those markets. The managers and executives do not have proper marketing knowledge. Therefore, proper marketing budget is not allocated and appropriate marketing strategies are not implemented. (Van de Vrande, De Jong, Vanhaverbeke, & De Rochemont, 2009).
These inefficiencies and issues collectively make the growth of the SMEs very much slower. To overcome these issues and challenges regarding the growth of SMEs, following measures can be suggested.
SMEs should try to achieve appropriate corporate management knowledge. Required skillset should be obtained by the managers of the SMEs. The management of the SMEs should be assigned to the qualified and experienced personnel. These steps will ensure the implementation of the proper strategies in the finance, human resource, marketing and operations aspects of the entities. The right amount of finance obtained from the right source at an appropriate cost will enable the entity to continue its operations without difficulty. Smooth and efficient operations will help the entity to grow further and skilled human resource will make the smooth and efficient operation possible. Appropriate marketing strategies and marketing budget will allow the entity to advertise and market its products and services to the prospective markets and enable it to grow faster.
Although the government of Oman has established the financial support for the SMEs, however, the same is not sufficient for the industry. The government of Oman should provide finance to the SMEs free of cost or at a reduced and low cost and the finance should be long term in order to ensure that the SMEs don’t face the pay back difficulties. The government should provide the training to the managers of the SMEs regarding the management of the finance, operations, human resource etc. The government should not treat the actions of support to SMEs as an expenditure instead as an investment because the improvement will be beneficial for the economy and the country in the long term.
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3. Jadeeda LLC

A. Pattern for raising additional finance
Additional finance can be raised through equity and loan. If we follow the current debt equity mix of the company, the additional finance will be raised in the pattern as calculated below;
Amount to be raised = OMR 1,000,000
Debt/Equity Mix = 30%/70%
Amount of debt = 1,000,000 * 30% = 300,000
Amount of Equity = 1,000,000 * 70% = 700,000

Retained earnings = 210,000
Amount of equity to be raised = 700,000 – 210,000 = 490,000

Amount of debt to be raised
At 10% = 180,000
At 16% = 120,000 (Beyond 180,000)


B. Post Tax Average Cost of additional debt

Post tax cost of debt = I (1-T)

Post tax cost of debt of 180,000 = 10% (1-50%) = 5%
Post tax cost of debt of 120,000 = 16% (1-50%) = 8%

Post tax cost of debt of 180,000 = 180,000 * 5% = 9000
Post tax cost of debt of 120,000 = 120,000 * 8% = 9600

Average cost of additional debt 	= (9000+9600)/300000
= 18600/300000
= 0.062 = 6.2%

C. Cost of retained earnings and Cost of equity
Cost of equity = [Dividend (1 – g)/Market Price] + g
For the purpose of calculating the cost of equity, first we need to calculate the dividend. The dividend is calculated below;
Market Price = OMR 44
Dividend Payout = 50%
Dividend Payout = Dividend per share / Earning per share
Dividend per share = Dividend payout * Earning per share
			= 50% * 4
			= OMR 2
Now, we calculate the cost of equity from the above given formula;
Cost of equity	= [2 (1-10%)/44] + 10%
			= [2(0.90)/44] + 0.1
			= [1.8/44] + 0.1
			= 0.041 + 0.1 = 0.141
			= 14.1%
Cost of Retained Earnings is same as the cost of equity.

D. Overall weighted average cost of additional finance

	Type of Finance
	Amount
	Proportion
	Rate
	WACC

	Debt
	300,000
	0.3
	6.2%
	0.0186

	Retained Earnings
	210,000
	0.21
	14.1%
	0.0296

	Equity
	490,000
	0.49
	14.1%
	0.0691

	Total
	1,000,000
	1.00
	-
	0.1173



Overall Weighted Average Cost of Additional Finance = 0.1173 = 11.73%
