
Business Finance Assignment-1


1. 4 medical practitioners are planning to set up their own practice, compare and contrast Traditional partnership vs LLP. Give your suggestion.

· 
	
	Traditional Partnership
	LLP

	Entity
	Not a Legal Entity
	Legal Entity

	Liability
	Unlimited Liability to the partners
	Liability limited to individual’s shareholding

	Registration
	Registration is optional, created by contract
	Registration with Registrar of LLP, created by law



· Recommendation to the 4 medical practitioners would be to set a their own LLP, as it will limit their liability with the benefits of traditional partnership. The members of LLP will have to pay personal income tax only and no taxes on the company’s profit.

2. Mr. Darshan Lodha the new CFO is of the perspective that shareholders give more value to corporations which have higher earnings. What is your opinion about his views.?

· Shareholders do give more value to the corporations which have higher earnings, but they also do consider other aspects:

· Shareholders motive is to maximize the investment in their portfolio, therefore, they will look for corporations with higher earnings as it will be having increasing profit resulting in price hike of the share and hence, will increase their return.

· Also, the shareholders look into other aspects of the corporations, such as ethics of practicing business, considering the environmental factors, etc. They are unlikely to invest in the corporation with unethical behaviour, shady background.
· The corporation must also stand-up to the expectations of their workers, consumers, and other groups in order to attract shareholders.


3. As an investor in a start-up suggest that MR KEVIN must subscribe to ESC, PSC OR CONVERTIBLES?

· As an investor, Mr. Kevin should subscribe to CONVERTIBLES because:

· ESC – provides the potential of higher rate of return with higher risk, also there is uncertainty in the distribution of dividends to the order shareholders even if the company is making profit. In 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 distribution. It’s easy to predict future income stream in case of PSC since the fluctuatio£n in the value of share is lower than that of ESC. The shareholders are at lower risk of losing the capital invested during the winding up of company.

· CONVERTIBLES – provides you with the benefits of PSC and ESC, as it allows you to convert preference shares into ordinary shares easily without paying any external amount. So, if the company is growing at a good pace, you can convert your PSC to ESC resulting in higher rate of return. It’s not necessary to always convert the PSC to ESC.

4. Explain the differences between private Ltd and public Ltd.

· 
	
	Public Ltd
	Private Ltd

	Definition
	Registered as a Public Company
	Any company which is not a Public Company

	Name
	Ends with plc or Public Limited Company
	Ends with ltd or Limited

	Capital
	In order to trade, must have allotted shares of at least £50,000
	No minimum (or maximum) requirements

	IPO
	Can issue IPOs
	Cannot issue IPOs




5. Mr Mohit feels that setting up a proprietorship business is best suitable to him. Explain him pros and cons.

· A Proprietorship is a business which is owned by one person and which is not a limited company.

· Pros:
i. A proprietorship is very easy to set up. 
ii. A sole trader takes all the decisions of the business. 
iii. The sole trader can draw out money from the business as needed.
iv. No specific documentation is needed to legally establish this form of business entity.

· Cons:
i. The legal identity of the owner and the business is the same.
ii. The sole trader has unlimited liability.
iii. A proprietorship cannot also obtain large funds for investments due to their limited liability.



6. Delta Corp wishes to raise short term funds for working capital needs. Suggest suitable methods.

· The methods to raise short term funds for working capital needs are:

i. 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.

ii. 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. 


iii. 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 two types of factoring: ‘non-recourse factoring’ and ‘recourse factoring’: 
· 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. 

iv. 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 whomsoever holds the bill at maturity. 

v. Commercial Paper: Commercial paper is a form of short-term borrowing by large companies. Commercial paper is a type of bearer document, ie there is no register of holders. Payment is made to whoever presents the piece of paper at the end of the term. 

7. Explain operating and financial lease.

· A lease is an agreement where the owner of an asset gives the lessee the right to use the asset over a period of time, in return for a regular series of payments. Legal ownership does not change hands. A lease is simply an agreement for the ‘lessee’ to rent from the ‘lessor’.

· Operating 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.

· Financial Leases: 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. In effect, in using a finance lease the lessee is in a similar position to buying the asset outright, but financing this by paying rent rather than by paying a lump sum up front.

8. Explain:
 i. Convertible. 
ii. Warrant. 
iii. Why a convertible must normally trade at a price higher than equity stock? 
iv. Why the running yield of convertible must be greater the Equity?

· Convertible: Convertible preference shares are preference shares which give the right to convert into ordinary shares at a later date. The investor does not pay anything to convert other than surrendering the convertible preference shares. Convertible unsecured loan stocks are unsecured loan stocks which give the right to convert into ordinary shares of the company at a later date.

· Warrant: Warrants 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’. 

· 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. 

· 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 always do. 






