Business Finance
Assignment-1

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

Ans-1 The LLP, as with a limited company, is a separate legal entity. As a separate legal entity, the LLP is able to enter into contracts, hold property and to continue in existence regardless of changes in membership. Any third party dealing with an LLP makes a contract with the LLP rather than with a member. Whilst the LLP itself is responsible for its assets and liabilities, the liability of its members is limited.
A partnership is a business which is owned by more than one person and is not a limited liability. when two or more people get into business together, they may form a partnership. Many professional firms such as accountancy firms and actuarial consultancies are partnerships. Some partnerships are large, and may have hundreds of partners. The partnership may be owned in equal or unequal amounts by the partners.

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

Ans-3 Mr. Kevin should subscribe to convertibles as these are securities that are usually bonds or stocks that can be converted into a different security – typically shares of company common stock.  

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

Ans-4 A public limited company is a company whose documentation states that it is a public company and which has an issued share capital of at least £50,000. The name of a public limited company must end with the words 'public limited company' or the abbreviation PLC or plc.

A private limited company's name must end with the word 'limited (or the abbreviation LTD or It). A private limited company is not allowed to offer its shares to the public.

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

Ans-5 Advantages:  
1. Freedom and flexibility of running your business as a sole proprietorship are included in this business structure.
2. As a sole proprietor, there are certain tax advantages that come with small business deductions
3. A sole proprietorship is as simple as it gets in terms of business structure. It’s a single owner making the decisions, taking responsibility, and controlling all aspects of the business.

Disadvantages:  
1. You are solely responsible for all the financial aspects of your business. This means all debts and any litigation fall on your shoulders.
2. you may have a harder time securing financing and business credit than a corporation
3. Among one of the biggest disadvantages of a sole proprietorship is unlimited liability. This liability not only spans the business but the business owner’s personal assets. Debt collectors can access your savings, property, cars, and more to see a debt repaid.

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

Ans-6 1. Credit Sales
Credit sales are similar to hire purchase agreements, with the crucial difference that legal ownership passes from the seller to the buyer at the start of the agreement. A credit sale is a normal sale of a good together with an agreement that payment will be made by a series of regular instalments over a set period of time. Legal ownership passes to the buyer at outset.
2. Bills of Exchange
Bills of exchange are known as 'two name' papers because they carry both the name of the company which owes the money and the name of the accepting bank. Where the endorser is an 'eligible' bank, the bill is known as an eligible bill of exchange which is a very secure investment.
3. Bank Overdraft
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.

Q-7 Explain operating and financial lease.

Ans-7   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.

Q-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?

Ans-8 I. Convertible forms of company securities are, almost invariably, unsecured loan stocks or preference shares that convert into ordinary shares of the issuing company. This additional prospective return means that the issuer does not have to offer excessively high rates of interest on the loan stocks to attract lenders.

ii. A warrant gives the holder the right to purchase a company's stock at a specific price and a specific date.


