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Introduction
In this report I will be looking to present a critical report that considers all the factors that could potentially affect Bush-rich Plc in this potential contract with Pink-Apples, there are several factors to consider such as, inflation rates, exchange rates and country risk to name a few. Before any major venture is undertaken, it’s important to understand the risks. As many companies have become global and operate in many countries there are always legislations and political risks to consider before delving in head first. I will be looking to complete three main tasks that will ultimately answer the question and help complete the report. Firstly, I will look critically at the forms of finance Bush-PLC could use to finance the project and how some of the bulleted areas in the question could affect the choices of finance chosen to appraise the project.  Secondly, two very important areas I will discuss are Foreign exchange risk management, and Interest rate risk management. Finally, I will discuss the advantages and disadvantages of Bush Plc importing Copper back into the USA as part of a joint venture with Pink Apples as opposed to just importing Copper from Chile. 

Forms of finance: loans and debt.
There are two common forms of finance suitable for Bush-PLC to use in this potential venture, those being loans and debt. Looking firstly at loans; ‘Banks are like the supermarket of debt financing. They provide short-, mid- or long-term financing, and they finance all asset needs, including working capital, equipment and real estate.’ (Forbes, 2010) The interest rate in the US is currently at 1.25% whilst Chile’s is at 2.5%. Both being low means that Bush-PLC and Pink-Apples should have no problems with the interest on their debts eating up much of their cash flow but of course, both businesses will only be able to get such low rates if their debts remain low. Both businesses could use their debt as a form of finance by selling to investors. One way to use debt as finance would be to use debt-financing, this is; ‘When a company borrows money to be paid back at a future date with interest it is known as debt financing. It could be in the form of a secured as well as an unsecured loan. A firm takes up a loan to either finance a working capital or an acquisition’ (The Economic Times). Debt financing can be an expensive method of raising funds due to the involvement of an investment banker who will structure big loans in a systematic way. It is a viable option when interest costs are low, and the returns are positive. A company may undergo debt financing because they don't have to put up their own capital. But too much debt is also risky and thus, companies must decide a level (debt to equity ratio) which they are comfortable with.



Form of finance: shares.
A venture this size will need to find ways of raising capital, and one common method of doing that is by simply selling shares. This allows investors to put funds into the business, and then in the future they will hope to see a return on their investment through the form of a hopefully healthy dividend. Michael Wolfe writes; ‘A share of stock is essentially an ownership stake in the company that issued it. When a company issues stock, it is essentially selling a piece of itself to investors. The stock can then be resold many times, with the price of the stock fluctuating due to changes in demand for it and the perceived value of the company that issued it.’ (Wolfe, 2011) There are advantages of using this method to raise funds but also some drawbacks.  Firstly, the advantages are that there is reduced debt or no debt. Selling shares is a good way for a company to avoid taking on debt from loans and/or financing. Sometimes a company’s projects will need more money to finance than they have, and they risk going into debt. Issuing shares is a way to stop this from happening. This also has long term benefits for the company, such as avoiding debt and interest payments, also making their company look to be more financially secure and trustworthy. Another advantage is that; ‘A company can raise capital by taking on money from venture capital firms or taking out business loans, but selling stock is going to be a much more cost effective and pain-free way of raising funds because there will be no interest to pay on the capital they raise. The investors who buy up the shares do not expect to be paid back, unlike private investment firms do. This type of share issue can be vital for a start-up company that has no credit history to rely on, and will find it next to impossible to get business loans and financing without the owners issuing a personal guarantee of the loan.’ https://www.yourcompanyformations.co.uk/learning-centre/how-to-issue-more-shares-company/ 
In terms of drawbacks, there are two main ones. Firstly, issuing numerous shares to many investors means that profits will be very much divided causing the original owners of the company to lose money. This could lead to resentment and jealousy in the ranks causing friction within the company. This leads on to the second disadvantage which is the loss of control, with acquiring new shares the investors claim legal rights which limits flexibility and causes companies to operate less efficiently.
Finally, in terms of shares, there is the gearing rate. ‘Gearing refers to the level of a company’s debt related to its equity capital, usually expressed in percentage form. It is a measure of a company’s financial leverage and shows the extent to which its operations are funded by lenders versus shareholders’. (Investopedia) The traditional theory of gearing has long accepted that equity borrowing is more expensive than debt borrowing and that higher levels of gearing increase the risk to shareholders, therefore cost of equity is higher. If Bush-PLC and Pink-Apples are both raising high amounts from shares against low debt, then they will have a low gearing rate. If they had high gearing rates, it would make them much more likely to suffer in financial downturns causing investors to withdraw funds. Janet Walker author of Accounting in a nutshell writes; ‘Gearing has important implications for management because if the company is high geared it means that managers must react quickly if revenues start to fall. Shareholders will also be interested in the level of gearing, because any changes in revenue could have a dramatic effect on their fortunes if the company is high geared.’ (Walker, 2009)

Weighted average cost of capital
All businesses obviously have assets and debt, Bush PLC and Pink-Apples are no different. Bush PLC and Pink-Apples must raise capital to finance both and this is where the weighted average cost of capital (WACC) is relevant; ‘The weighted average cost of capital is the average interest rate a company must pay to finance its assets. As such, it is also the minimum average rate of return it must earn on its current assets to satisfy its shareholders.’ (Peavler, 2016) WACC considers cost of finance for both equity and debt to work the answer, expressed as percentage. The aim is to keep the WACC as low as possible because the more money spent on financing capital the less money that Bush PLC and Pink-Apples have to use.

Risks of the project:
Political risk:  When investing abroad there are several factors that companies must be wary of, one of those being political risk. Things to consider are; political unrest, terrorism, legislation and litigation. Alan Rugman writes; ‘Political risk is the probability of disruption to an MNE's operations from political forces or events and their correlates. It involves governmental or societal actions, originating either within or outside the host country, and negatively affecting foreign companies' operations and investments. Political risk reflects the degree of uncertainty associated with the pattern of decisions made by the political institutions such as governmental and legislative agencies.’ (Rugman, 2009) With Bush-PLC looking to invest in Chile, now there is a degree of uncertainty concerning the direction of the country with the future looking a little unpredictable, Piotr Kozak writes; ‘Sebastián Piñera, the ex-president, fell short of a majority on Sunday. Now the future looks unpredictable, and the leftwing Frente Amplio could hold the key.’ (Kozak, 2017)
Currency exchange: In this scenario the exchange rate will be very important given that the two companies operate in different countries. The current exchange rate is: 150 Pesos/$1 US dollar. That might seem solid for Bush-PLC but considering the inflation rate in Chile is 10% the effective buying power of their money will decrease. Exchange rates can be quite volatile, and Pink-Apples and Bush-PLC could hedge against that risk; ‘Foreign currency hedging specifically tries to reduce the risk that arises from future movements in an exchange rate.’ (Bligh, 2012) Hedging helps protect companies from unfavourable exchange rates.



Advantages & Disadvantage of the project
Advantages:
Low-interest rates - Interest rates in America are at 1.25%. This means it’s much easier for Bush PLC take get loans to cover their costs. It will also help lower the risk of the Beta of shares because with such a low-interest rate is very unlikely that the debt will not be repaid. 
Limited risk – Bush-PLC are only importing the copper and not extracting it, this lowers the risk of damage to Bush-PLC in the event of an accident for example. Much of the risk is with Pink-Apples.
Low inflation - Copper-based products aren’t cheap but the low rate of inflation in America means the product will be cheaper and therefore consumers will have more effective purchasing power and will opt to buy from them.
Disadvantages: 
Exchange rates - The exchange rate is never constant for long and given that Chile is much less stable than the US it’s likely the exchange rate will jump up and down so the price of copper today might be very different in a months’ time
High Inflation - Inflation in Chile at the moment is 10% which means that Bush-PLC will have to spend more money to buy less copper. While America has low inflation Bush-PLC will have to pass the high cost of copper on to the consumer which could impact badly on sales. 

Conclusion
Overall, I think that this project is worth going ahead with because the potential profits and opportunities outweigh the risks, despite Chile’s current unpredictable future, perhaps Bush-PLC could use this as an opportunity rather than a threat. The low interest rates should help see Bush-PLC grow and with little risk involved in terms of liability, not going ahead with the project would seem like a waste and a missed opportunity.
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