1. Profitability: Peaking and then Contracting Sharply
RCI's profitability, as measured by its margins, saw a dramatic peak in FY2022, followed by a steep decline in FY2023 and FY2024.

Operating Margin: This measure of core business profitability increased significantly from 19.7% in FY2021 to a peak of 26.7% in FY2022. This was driven by a 37.1% increase in revenue (from $195.3M to $267.6M) with a slower 20.9% increase in operating expenses. The report attributes this to a strong recovery from the COVID-19 pandemic, boosted by stimulus spending and the full-year contribution from fifteen newly acquired clubs.
Our consolidated revenues continued their upward trend from 2020 to 2021... to a more stable increase from 2021 to 2022 (with an increase of 37.1%) aided by acquisitions. (2022 Annual Report, p. 30)

Operating Margin Decline: The operating margin fell sharply to 17.5% in FY2023 and further to just 6.4% in FY2024. This decline is attributed to a combination of factors:
Growth Slowing: Revenue growth slowed to 9.8% in FY2023 and 0.6% in FY2024.
Rising Costs: Operating expenses as a percentage of revenue increased significantly, from 73.3% in FY2022 to 82.5% in FY2023 and 93.6% in FY2024. Key drivers were higher salaries and wages from new locations and significant increases in impairments and other charges.
Significant Impairments: The most notable factor was a massive increase in "Impairments and other charges, net," which rose from a minimal $0.5M in FY2022 to $15.6M in FY2023 and a staggering $36.6M in FY2024.

During 2024, we recorded aggregate impairment charges amounting to $38.5 million... (2024 Annual Report, p. 41)
The significant variances in other charges, net are discussed below: During 2024, we recorded aggregate impairment charges amounting to $38.5 million... (2024 Annual Report, p. 32)

2. Liquidity: Deteriorating to Tight Levels
Liquidity ratios, which measure the company's ability to meet short-term obligations, have declined significantly.

Current Ratio: This ratio fell from a healthy 2.3x in FY2021 to a concerning 0.78x in FY2023 and 0.98x in FY2024. A ratio below 1.0x indicates that current liabilities exceed current assets, signaling potential short-term liquidity stress.
As of September 30, 2024, we had **negative working capital of $793,000** compared to a negative working capital of $10.5 million as of September 30, 2023. (2024 Annual Report, p. 47)
Cash Ratio: This most conservative measure of liquidity dropped from 1.55x in FY2021 to 0.44x in FY2023, before recovering slightly to 0.67x in FY2024. This shows that the company's cash position has become much thinner relative to its short-term debts.
At September 30, 2024, our cash and cash equivalents were **$32.4 million** as compared to $21.0 million at September 30, 2023. (2024 Annual Report, p. 47)
3. Leverage: Increased and Sustained
Leverage ratios show that the company has taken on more debt to fund its growth, increasing its financial risk.
Debt-to-Equity Ratio: This ratio increased significantly from 0.84x in FY2021 to 1.0x in FY2022 and has remained elevated at 1.01x in FY2024. This indicates the company is using a higher proportion of debt to finance its assets compared to shareholder equity. This increase is directly linked to the company's acquisition strategy.

On October 18, 2021, we and certain of our subsidiaries completed our acquisition of eleven gentlemen's clubs... We paid for the acquisition with $36.8 million in cash, $21.2 million in four seller-financed notes, and 500,000 shares of our common stock. (2022 Annual Report, p. 85)
During fiscal 2022, we acquired fifteen clubs at an aggregate acquisition date fair value of $132.6 million, of which $55.3 million was in cash, $49.0 million in debt, and $30.0 million in equity. (2023 Annual Report, p. 28)

Interest Coverage Ratio: This critical measure of the company's ability to pay its interest expenses fell sharply from a healthy 6.12x in FY2021 and FY2022 to just 1.85x in FY2025 (forecast) and was at a critical low of 1.13x in FY2024. This means that in FY2024, the company's earnings were barely more than its interest expense, leaving it highly vulnerable to rising interest rates or a downturn in earnings.

Interest expense increased by approximately $753,000 from 2023 to 2024 and by approximately $4.0 million from 2022 to 2023. The increase in interest expense was primarily caused by the significantly higher average debt balance from borrowings to finance our acquisitions in 2023 and the additional interest expense from construction loans in 2024 related to build-out projects. (2024 Annual Report, p. 43)

Summary of Key Changes

Profitability: Peaked in FY2022 but has since been severely eroded by slowing revenue growth, rising costs, and massive impairment charges.

Liquidity: Has tightened significantly, with current and cash ratios falling to levels that indicate potential short-term stress.

Leverage: Increased substantially due to debt-funded acquisitions and has remained at an elevated level, putting significant pressure on interest coverage, particularly in FY2024.

Explanation of Key Drivers
The most significant driver of the changes in financial ratios from FY2022 onwards is the company's aggressive expansion strategy.

Debt-Funded Acquisitions: The acquisition of 21 clubs between FY2022 and FY2023, for a total of approximately $205 million, was largely financed by debt. This increased the company's total debt from $151.1M in FY2021 to a peak of $277.9M in FY2023.
Expense Growth: The new clubs and restaurants brought with them substantial increases in operating costs, including salaries, SG&A, and depreciation, which outpaced the growth in revenue in FY2023 and FY2024.
Impairment Charges: A severe decline in the value of the acquired assets led to massive impairment charges. These non-cash charges had a devastating impact on the company's reported operating income, causing a significant drop in operating margin and net income. This suggests that the company paid a premium for assets that are now underperforming, a classic risk of aggressive expansion.

