NAME- LITTLE JAIN
BUSINESS FINANCE HOMEWORK

Q1. 4 medical practitioners are planning to set up their own practice, compare and contrast Traditional partnership vs LLP. Give your suggestion.
ANS. 1)   An LLP is most suited for professional firms such as accountants and solicitors because it is a form of business which gives the benefit of limited liability i.e., no personal assets of the owners can be used to clear off the debts in case of liquidation of the firm and while retaining all other characteristics of traditional partnership.
2) In LLP everything is written in a contract such as profit-sharing ratios, int on capital, drawing, INCORPORATION DOCUMENTS etc. but in case of traditional partnership it is not compulsory to have everything written.
3) Death of a partner dissolves a traditional partnership but it does not dissolve LLP.
4) A traditional partnership is registered under partnership act and LLP is registered under LLP act.


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 about his views.?
ANS.  Yes shareholders give more value to corporations having higher earnings because-
1) Higher earning resembles higher profits higher dividends and increase in the market value of corporation shares which  increase the wealth of shareholders.
2) Higher earning also gives an sense of security to the shareholders because in case of liquidation chances of getting back of money is higher.


Q3. As an investor in a startup suggest that MR KEVIN must subscribe to ESC, PSC OR CONVERTIBLES.?
ANS. Mr. Kevin must subscribe to equity share capital (share in ownership) because-
1) Startups are highly risky investment because chances of success are very low but if it is a success story than it can turn your equity investment into whopping limits.


Q4. Explain the differences between private Ltd and public Ltd.?
ANS. 
DIFFRENCE BETWEEN PRIVATE AND PUB. LIMITED
1) Shares of public comp are listed on stock exchange and no shares of private comp are listed on stock exchange.
2) Minimum of 2 directors are required in private comp and 3 directors in public company.
3) The name of public comp must end with public limited and name of private comp must end with private limited.
4) Shares are not transferable in case of private limited and shares are transferable in case of public limited.
5) Public limited has no transparency because it has to provide annual ,quarterly ,semiannually financial reports and statements to general pubic but this is not applicable in private companies.


Q5. Mr. Mohit feels that setting up a proprietorship business is best suitable to him. Explain him pros and cons.
Ans – 
ADVANTAGES OF SOLE PRORIEETORSHIP-
1) COMPLETE CONTROL
· A sole prop. Means there is a single owner so he or she enjoys complete control (decision making) of the business.
2) VERY LESS LEGAL FORMALITIES
· It is very easy to establish a sole prop. Because no specific documentation is required to legally establish this form of business entity.
3) SECREACY 
· He is not expected to share his business decisions and secrets with anybody. 

DISADVANTAGES 
1) LACK OF FINANCIAL RESOURCES 
· Funds are limited to owner’s personal savings and borrowing capacity.
2) UNLIMITED LIABILITY
· The sole owner bears unlimited liability that his or her personal assets can be used to clear off business debts.
3) UNCERTAINITY 
· Death, insolvency, lunacy or illness of a proprietor affects the business and can lead to its closure. 


Q6. Delta Corp wishes to raise short term funds for working capital needs. Suggest suitable methods.
 ANS. 
1) 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
· Banks like the use of overdrafts to be restricted to short-term working capital needs.
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.
· Using trade credit is a way for businesses to obtain ‘free’ finance.
3) COMMERCIAL PAPER
· It is short term financial instrument in bearer form which is issued by large creditworthy companies so raise large amount of short term finance .
· Maturity is from 90 to 365 days
· Issued at discount and redeemed at par.


Q7. Explain operating and financial lease.
ANS
    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.
· 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.
A)  Warrants
· Warrants are call options written by a company on its own stock.
· The warrant holders are not entitled to vote or receive dividendsof the equity.
· Typically, a warrant lasts for several years
B) Convertibles
· Convertible forms of company securities are, almost invariably, unsecured loan stocks or preference shares that convert into ordinary shares of the issuing company
· Convertible preference shares are preference shares which give the right to convert into ordinary shares at a later date.

C) Why a convertible must normally trade at a price higher than equity stock?
- Convertible bonds allow investors to exchange the bonds for a stated number of shares of the firm's common stock. This conversion feature offers investors the potential for high returns if the price of the firm's common stock rises. Because of this feature bonds can be issued at higher price.

D) Why the running yield of convertible must be greater the Equity?
· 


