Business Finance-1
Assignment-1
1. The comparison between a Traditional partnership and a Limited liability partnership is as follows-
Differences-
	Traditional partnership
	Limited liability partnership [LLP]

	Unlimited personal liability of each partner for dues of the partnership firm. Personal property of each partner also liable.
	No personal liability of partner, except in case of fraud.

	Written agreement not essential.
	Incorporation document essential.


	Not a legal entity separate from its partners
	It is a legal entity separate from its partners, having perpetual succession

	Death of partner dissolves a firm, in absence of agreement
	Death of partner does not dissolve LLP.

	Property cannot be held in name of partnership firm.
	Property can be held in name of LLP.

	Partnership can be registered under Partnership Act. Registration is not mandatory.
	LLP is incorporated under LLP Act. Incorporation is mandatory.


	
Similarities-
In both kinds of partnerships, new partner can be introduced only with consent of all existing partners, unless LLP Agreement provides otherwise and Insolvent person cannot continue as partner. Also, Partner liable to the firm or LLP if one commits fraud.
I would suggest them to form a LLP, so they would not have any personal liabilities and there would be a written agreement, unless one commits fraud.

2. The shareholders do give more value to corporations which have higher earnings as higher earnings mean higher profit which means increase in price of shares and increased return on investment. However, besides this, shareholders also consider other aspects which are-
· Ethics of practicing business- They are unlikely to invest in the corporation that practices unethical behaviour or has illegal records.
· If Asymmetric information exists or not.
· The company must also stand up to the expectations of the workers and consumers in order to attract the shareholders to invest.

3. 
· ESC provides the potential of higher rate of returns with higher risk. Also there is uncertainty in the distribution of the dividends to the ordinary shareholders even if the company is performing well. I case when the company winds up the ordinary shareholders has the most risk of losing the capital invested.
· PSC provides lower expected rate of return with lower risk in comparison to ESC. The PSC subscribers are given preference over ESC during dividend distributions. It’s easily to predict the future income stream in case of PSC since the fluctuation in the values of share are lower than that of ESC. The shareholders are at lower risk of losing capital invested during the event of company wind up.
· Convertibles provides the benefits of both ESC and PSC since it allows you to convert preference shares into ordinary shares easily without giving any external amount. So if the company is growing at a good pace, you can convert your PSC INTO ESC resulting in higher rate of returns. But it is not necessary to always convert your PSC into ESC.

Thus, I would suggest Mr. Kevin to subscribe to Convertibles.

4. 
	Public limited companies
	Private limited companies

	A public limited company is a company whose documentation states that it is a public company
	All other limited companies are classed as private limited companies

	It has an issued share capital of at least £50,000.
	The share capital can be any value above 0.

	The name of a public limited company must end with the words ‘public limited company’ (or the abbreviation PLC or plc).
	The company’s name must end with the word ‘limited’ (or the abbreviation LTD or ltd).

	It listed on a recognized stock exchange and the stocks are traded publicly.
	It is neither listed on the stock exchange nor are they traded. It is privately held by its members only.

	It is registered with ROC as a PLC
	It is registered with ROC as a Pvt Ltd Co

	The company produces accounts every year.
	There is no need to produce accounts annually as the company is restricted from selling shares to the public.



5. The pros and cons of a proprietorship business are as follows-
Pros-
· Since, a proprietorship business is owned by one person, it is easier to operate as the particular person will be the sole decision maker.  There is no concept of a board meeting or approval from other persons.
· Unlike other businesses, here, the owner is the sole beneficiary of profits.
· The owner does not need to consider any other opinions to further invest or withdraw money from the business.
· The business does not have any specific registration requirements and the proprietor’s legal identity is used by the business. 
Cons-
· Unlimited liability i.e., on the occurrence of a loss, the proprietor must meet the liabilities at any cost, which implies that if the need occurs, one’s personal assets may have to be used for discharging the liabilities.
· It is difficult to obtain funds in a proprietorship business as banks are reluctant to lend large sums of money since only one person is liable as compared to a company or LLP where at least two people are liable.
· Income tax liability.ie, these firms are taxed similarly to an individual and cannot enjoy various benefits enjoyed by an LLP or Company.

6. Some suitable methods to raise short term funds for working capital needs are as follows-
· Bank overdrafts- An overdraft is a form of short-term borrowing from a bank where the borrower is granted a facility to draw money out of a current account such that it becomes negative, down to an agreed limit. The borrower pays interest only on the amount by which they are actually overdrawn. No explicit capital repayments are made.
·    Trade credit-Trade credit is an agreement between a company and one of its suppliers to pay for goods or services after they have been supplied. Trade credit is available from almost all suppliers of goods and services to their business customers.
Typically, after goods are delivered, the business customer will be sent an invoice demanding payment within a set period, e.g. 28 days or 91 days.
· Factoring- Trade credit can cause problems for the suppliers of goods. An alternative way of financing the trade credit that they have to give is to use factoring. There are further two types of factoring which include-
· Non-recourse factoring- Non-recourse factoring is where the supplier sells on its trade debts to a factor in order to obtain cash payment of the accounts before their actual due date. The factor takes over all responsibility for credit analysis of new accounts, payment collection and credit losses.
· Recourse factoring- A copy of the invoice is sent to the factor who then gives the supplying company the money up front. However, the supplying company is still responsible for collecting its debts (so its customers are not contacted by the factor). When the supplying company eventually gets paid by a customer, it passes the money on to the factor.
· Bills of exchange- A bill of exchange is effectively a claim to the amount owed by a purchaser of goods on credit and may be ‘accepted’ by a bank (for a fee). This means that the bank guarantees payment against the bill to whosoever holds the bill at maturity.
· Commercial Paper- Commercial paper is a form of short-term borrowing by large companies. Commercial paper is a type of bearer document, i.e. there is no register of holders. Payment is made to whoever presents the piece of paper at the end of the term.

7. A lease is an agreement where the owner of an asset gives the lessee the right to use the asset over a period, in return for a regular series of payments. Legal ownership does not change hands. There are two types of lease: operating leases and finance leases. 
· Under an operating lease, the owner of the asset will retain most of the risks associated with owning the asset. The lease will be for a period substantially shorter than the likely life of the asset. 
· Under a finance lease, the lessee takes on most of the risks associated with owning the asset. The lease will be for a period similar to the likely life of the asset. The present value of the payments under the agreement is shown in the lessee’s balance sheet twice: as an asset and as a corresponding liability.
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8. 
I. Convertibles- These are unsecured loan stocks or preference shares that give the right to convert into ordinary shares of the issuing company at a later date. This additional prospective return means that the issuer does not have to offer excessively high rates of interest on the loan stocks to attract lender.
II. Warrant- These are call options written by a company on its own stock. The purchaser of a warrant has the right but not the obligation to buy a fixed number of the company’s shares at a fixed price (known as the ‘strike price’) at a fixed date. Taking up this right is known as ‘exercising’.
III. A convertible must normally trade at a price higher than equity stock so as to prevent the investor to make instantaneous profit at the time of conversion and sell his stocks immediately. The company would face losses almost every time an investor converts his preference shares or loan stock in equity shares.
IV. The running yield of a convertible must be greater than equity because of the mandatory dividend or coupon payments in preference shares and loan stocks. Preference shareholders have a preferential right to either dividends, or return of capital, or both, compared to ordinary shareholders. In a loan stock the company has to make mandatory coupon payments to the investors. Ordinary shareholders may not receive dividend payments at times but preference shareholders will always receive dividend payments.

