BUSINESS FINANCE
ASSIGNMENT 1
Q1. 4 medical practitioners are planning to set up their own practice, compare and contrast Traditional partnership vs LLP. Give your suggestion. 
· A partnership is a business which is owned by more than one person and is not a limited company. The partnership may be owned in equal or unequal amounts by the partners. The owners have unlimited liability. All the partners are jointly liable for any business debts. They will also be ‘severally liable’, that is, each partner is liable to the full extent of their personal estate for the deficiencies of the partnership.
· Whereas this is not the case for Limited liability partnership. the Limited Liability Partnership (LLP), was introduced in the UK in 2001. This is a business vehicle that gives the benefits of limited liability whilst retaining other characteristics of a traditional business partnership.
· The limited liability partnership is a separate legal entity but the traditional partnership has no such concept. The partners and the firm are lawfully considered the same.
· Most partnerships will have a partnership agreement which sets out the rights of individual partners. The partnership agreement might specify, for example who can make what decisions and how profits are shared between partners. Strictly however no documentation is needed to form a partnership. However a LLP, like a company has to registered at Companies House. An incorporation document must be submitted and signed by at least two persons who will become the first members of the LLP.

Q2. 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?
Ans] I agree with Mr. Lodha on this statement. Shareholders are the true owners of the company and bring in the additional capital required to generate revenue. Companies generate revenue by utilising the capital in research and development of the existing products or by introducing new products. An increase in the company’s earnings results in an increase in the shareholders wealth. Higher the earnings, higher will be the profits thus providing the shareholders with the promised dividends or an increase in the corporation’s stock price. This satisfies company’s goal of shareholder’s wealth maximization. Higher earnings are the result of the right financial decisions taken by the CFO which increases the shareholders confidence in the company.

Q3. As an investor in a start-up suggest that Mr. Kevin must subscribe to ESC, PSC or Convertibles.
Ans] Mr. Kevin must invest in a 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. The convertible loan stock will have a stated annual interest payment (paid in twice-yearly instalments). For convertible preference shares, the stated rate will be in a similar format to dividends. The date of conversion might be a single date or, at the option of the holder, one of a series of specified dates. Convertibles offer a greater yield compared to equity and hence is more preferred. 


Q4. Explain the difference between private Ltd and public Ltd.
Ans] Limited companies come in two forms; public limited companies and private limited companies. The two forms are companies are very similar. The difference is largely how they register themselves.
· 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). They offer shares to general public and shareholders have limited liability. 
· All other limited companies are classed as private limited companies. A private limited company’s name must end with the word ‘limited’ (or the abbreviation LTD or ltd). A private limited company is not allowed to offer its shares to the public.

Q5. Mr. Mohit feels that setting up a proprietorship business is best suitable to him. Explain the pros and cons.
Ans] A sole trader is a business which is owned by one person and which is not a limited company. Sole traders have unlimited legal liability for their business debts. The definition refers only to ownership of the business. There are sole traders who have employees working for them.
Advantages for a sole trader is as follows:
1. Easy to Establish – A sole proprietorship business does not have any specific registration process. Any person who wishes to start their own business can easily become a sole proprietor without any legal formalities.
2. Easier to operate – The sole proprietor is the single person at helm of his affairs. He need not consult anyone before making decisions for the business nor consider a plethora of opinions.
3. Sole beneficiary of profits – The sole proprietor is the sole beneficiary of the profits made by the business and need not share it with anyone else.
Disadvantages of sole proprietorship are as follows:
1. Unlimited liability - This is one of the biggest disadvantage of a sole proprietorship form of business. On the occurrence of any loss the sole proprietor must meet the liabilities at any costs, which implies that his/her personal assets may also be used to discharge the liabilities if need be. 
2. No separate legal entity – The sole trader and the firm are considered one and the same in the eyes of law.
3. Difficulty in obtaining funs – Being a sole trader limits the sources of funds required for the diversification and expansion of business. The banks are also a little wary of lending large sums of money to sole proprietors due to the high risk involved. 

Q6, Delta corp wishes to raise small term funds for working capital needs. Suggest suitable methods. 
Ans] All organizations need capital to finance premises, equipment and operations. The following are some of the short term funds for working capital need:
1. 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. Overdrafts made to companies are usually secured by a floating charge. The interest charged on an overdraft will usually be higher than on a loan of equivalent amount. A bank can demand immediate repayment of an overdraft with no notice.
2. 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. In most cases no explicit interest is charged. In many industries, late payment is so common that explicit discounts can be negotiated for not using trade credit.
3. Factoring - There are two types of factoring: ‘non-recourse factoring’ and ‘recourse factoring’ (or ‘invoice discounting’). 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, payments collection and credit losses. Recourse factoring only provides early payment of invoices. It is a loan which is secured against the invoices, and has a value which automatically fluctuates with the amount that the company sells. Credit risk remains with the original supplier.
4. 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. The bill can then be sold to raise short-term finance. Where the endorser is an ‘eligible’ bank the bill is known as an ‘eligible bill of exchange’ which is a very secure investment. 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.
5. Commercial paper - Commercial paper is a single name form of short-term borrowing used by large companies. It comes in the form of bearer documents for large denominations which are issued at a discount and redeemed at par. Commercial paper is not listed on the Stock Exchange.

Q7. Explain operating and financial lease. 
Ans] Leasing 
· 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.

Q8. Explain:
i) Convertibles
ii) Warrant
iii) Why a convertible must normally trade at a price higher than equity?
iv) Why the running yield of convertible must be greater than equity?
Ans] i) Convertibles 
· 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. 
· Convertible unsecured loan stocks are unsecured loan stocks which give the right to convert into ordinary shares of the company at a later date. 
· 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. The convertible loan stock will have a stated annual interest payment (paid in twice-yearly instalments). For convertible preference shares, the stated rate will be in a similar format to dividends. The date of conversion might be a single date or, at the option of the holder, one of a series of specified dates. 
· There will be a specified number of ordinary shares for each convertible. If the holder chooses not to convert, then the security might continue as a loan stock or preference share for a period of time.
ii) Warrant
· Warrants are a derivative that give the right, but not the obligation, to buy or sell a security—most commonly an equity—at a certain price before expiration. The price at which the underlying security can be bought or sold is referred to as the exercise price or strike price. 
·  European warrants can only be exercised on the expiration date. Warrants that give the right to buy a security are known as call warrants; those that give the right to sell a security are known as put warrants. 
iii) The reason a convertible normally trade at a higher price than equity is because they guarantee a higher return than equity stocks. It is a preference share than can later be converted into ordinary stock of issuing company.
iv). Running yield is the annual income divided by its current market value. Since convertible trades at a higher price than equity and even gives a better return than equity we can say that the running yirld of a convertible must be greater than equity.

