BUSINESS FINANCE
ASSIGNMENT-1 



A1. 
Traditional Partnership- 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.
Features:
· 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.
· Usually all the partners will be involved in the running of the business, but some may just provide capital and take no part in the day-to-day operation of the business (such partners are sometimes called ‘sleeping partners’).
· Most partnerships will have a ‘partnership agreement’       which sets out the rights of individual partners.


           Limited Liability Partnership- A new corporate identity, the   Limited Liability Partnership (LLP), was introduced in the UK in 2001. 
   Features:
· This is a business vehicle that gives the benefits of limited liability whilst retaining other characteristics of a traditional business partnership.
· Any firm consisting of two or more members engaged in a profit-making venture, may become an LLP. 
· The LLP, as with a limited company, is a separate legal entity and whilst the LLP itself is responsible for its assets and liabilities, the liability of its members is limited. As with companies, however, actions may be taken against individual
members who are found to be negligent or fraudulent in their dealings.


In my suggestion they should opt for LLP since, as compared to traditional partnership, LLP has limited liability and so the members as individual are not held solely responsible/liable and their personal estate will not be used for covering up the deficiencies for the losses that their company might face. Also, limited liability makes it easier to raise capital.

Disadvantages- Agency problem or information asymmetries may occur but they usually occur with big corporations/partnerships.

So, the best option for them would be LLP.


A2. Shareholders are like the owners of the company. They add wealth to company and the capital(money) invested by them can be utilized for additional capital like more investments, launching new products, upgrading existing products, for research and development. Thus, it generates more revenue and profits.
Shareholders give more value to corporations having higher earnings as it benefits the shareholders. Increasing revenue and profits give them hope of receiving dividends and they are more likely to hold the share for long term. 
Higher earnings also build a trust among the shareholders as it gives them the idea of right decisions made by the company and they would like to invest more.


A3. Mr. Kevin should subscribe to convertibles for the following reasons:
· 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.
· Mr. Kevin will not have to pay anything to convert other than surrendering the convertible preference shares.
· Redeemable at any time.
· Convertibles generally provide higher income than ordinary shares.
· Convertible securities offer the opportunity to combine the lower risk of a debt security with the potential for large gains of an equity.

A4. 
	Public ltd.
	Private ltd.

	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.
	All other limited companies are classed as private limited companies. 

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

	A private limited company’s name must end with the word ‘limited’ (ltd. Or LTD.).

	It is a requirement of the Stock Exchange that a company that wants to have a full Stock Exchange listing must be a public limited company.
	A private limited company is not allowed to offer its shares to
the public.




A5. Proprietorship business
Pros.:
· They are easy and inexpensive to form. 
· They are subject to few government regulations.
· They are subject to lower income taxes than are corporations.
· No specific documentation is needed to legally establish this form of business entity.
· They are sole traders who have employees working for them.
         Cons.:
· Proprietors have unlimited personal liability for the business’ debts, so they can lose more than the amount of money they invested in the company.
· The life of the business is limited to the life of the individual who created it, and to bring in new equity, investors require a change in the structure of the business.
· Because of the first two points, proprietorships have difficulty obtaining large sums of capital; hence, proprietorships are used primarily for small businesses.


A6. Methods for raising short term funds:
· 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. Usually secured by floating charges. A bank can demand immediate repayment of an overdraft with no notice.
· 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. Mostly no explicit interest is charged. Using trade credit is a way for businesses to obtain 'free' finance.
· Factoring- Supplier sells on its trade debts to a factor in order to obtain cash payment of the accounts before their actual due date.
             2 types:
1. Non-Recourse factoring- The factor takes over all responsibility for credit analysis of new accounts, payment collection and credit losses. As well as sending invoices to its customers, the supplying company sends an invoice to its factoring house. The factoring house then immediately pays over a fixed amount, for example 85%; of the value of the invoices to the supplying company.

2. Recourse factoring- A copy of the invoice is sent to the factor who then gives the supplying company the money up front equal to, say, 85% of the invoices it sends out. However, the supplying company is still responsible for collecting its debts (so its customers are not contacted by the factor).

· 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. An eligible bill of exchange can then be sold on to a discount house or a bank which will pay a price below the face value of the bill. The discount rate used for this calculation will be very close to the then current rate of discount on Treasury bills (a type of risk-free government security).
· 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.

A7.  Operating Lease:
 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 lease:
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.

[bookmark: _GoBack]A8.  i. Convertible- A convertible is a bond, preferred share, or another financial instrument that can be converted by the shareholder into common stock. Convertible securities are not classified as debt or equity; instead, they are considered to be a hybrid of the two categories, possessing cash flow features of both bonds and stocks. Convertibles appeal to investors because they provide protection against big losses, and pay higher income than common stock. 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.
ii. Warrant- A warrant is a security that entitles the holder to buy the underlying stock of the issuing company at a fixed price called exercise price until the expiration date.
iii. That is because convertible preference share gives the investor an option to convert into an ordinary stock of the issuing company. Convertibles guarantee higher returns than equity stocks and therefore they trade at a higher price.
iv. Running yield is the annual on an investment dividend divided by its current market value. Since a convertible trades at a higher price as compared to equity stock, thus we can say that running yield of a convertible must be greater than equity.

