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1.0 Introduction

This report analyses the proposed business venture between Bush-Rich PLC and Pink-Apples. Bush-Rich PLC is an international copper processing company in America and Pink-Apples are a company that owns copper reserves in Chile. Currently, Bush-Rich PLC are already importing copper from Chile. This report aims to critically analyze the ways in which the venture can be financed, the advantages and disadvantages and finally recommendations as to whether the joint business venture is a suitable and profitable decision.

2.0 Main Findings

To begin this report, we will firstly consider the different ways that the venture could be financed, we will then identify the possible risks involved and finally the advantages and disadvantages. 

2.1 How to Finance the Venture

To consider the business venture the financial aspect of the business is to be analyzed. 

· Bank Loan (Debt).

The definition of a bank loan is “A bank loan is an amount of money borrowed for a set period within an agreed repayment schedule. The repayment amount will depend on the size and duration of the loan and the rate of interest.” (tutor2u, 2017). The advantages to having a bank loan to finance a venture are that the interest rates are usually fixed and over a fixed period of time. The other advantage of this is that the business would not have any shareholders who would require dividends and the business has all the decision-making power without having to consult the shareholders. This option is also easy to obtain without much risk. The disadvantages to this are that as an obvious method of security to the bank’s investment, the bank would have advantage over the assets and would be the first to receive their dividends back if the business were to fail.

· Equity.

“Equity finance, the process of raising capital through the sale of shares in a business” (nibusinessinfo.co.uk, 2017). Equity capital could be seen to be a preferred method of financing a business venture over a bank loan. The advantages of financing a business venture using equity capital are that the investors (shareholders) are more likely to invest more into a growing successful business, which can help to expand the business further. Shareholders gain back dividends as the business generates profit. There is also the advantage of not having to pursue interest rates, and the shareholders receive dividends only when the business is in profit. Shareholders also have a say in the business which can be helpful to expand further. Networking via the shareholders can also generate essential contacts that can possibly be a valuable investment into a business. However, generating equity capital is not an easy task, it can be time consuming, costly and could potentially deter the attention and focus away from the business. The other disadvantages are that there is a likelihood that potential investors will look for past information and performance of a business before making a decision. However, this could also be seen as a positive as the feedback and questions received from investors can also be used as critical feedback for future financial ventures. Unfortunately, as a result of some investments, the business may lose partial management dominance due to the shareholder’s investment. 

Although the above points are both options to be considered, they must first consider the gearing ratio to determine how much interest and repayment they would acquire as a result of gaining a loan or equity capital. “Gearing focuses on the capital structure of the business – that means the proportion of finance that is provided by debt relative to the finance provided by equity (or shareholders).” (tutor2u, 2017). The more capital that is required, the more of a risk the business is likely to be seen, thus forcing the interest and repayments to increase. However, this is contradictory to Modigliani’s theory of leverage. 

“The theory recognizes the tax benefit from interest payments - that is, because interest paid on debt is tax deductible, issuing bonds effectively reduces a company's tax liability. Paying dividends on equity, however, does not. Thought of another way, the actual rate of interest companies pay on the bonds they issue is less than the nominal rate of interest because of the tax savings.”
(Investopedia, 2017)

Using gearing or “leverage” would be useful to consider during this venture as having the discount of tax savings would considerably decrease the interest and repayments charged on debts and would save the company money in the future to then have the opportunity to re-invest in the future. 


· The Stock Market.

The stock market is used to buy and sell shares within a business for example; a stock exchange. (BusinessDictionary.com, 2017). There are many advantages and disadvantages to using the stock exchange to generate capital into a business. Some of the advantages are that the stock market can be used to generate further capital into the business which will enable a business to expand further. This can also be an opportunity to offer employees shares within the business which could potentially act as an incentive for them to work to their best ability to protect and grow their investment whilst the business earns capital from the wages that have already been spent out of the business. This allows more capital to be recycled back into the business. However, the disadvantages to using the stock market could also conjure problems such as fluctuations within the stock market, for example; economic conditions and developments from the business’ sector. This would be out of the control of the business. There are also professional fees to take into consideration, which could prove to be costly. The consideration of the shareholders will need to be taken into account even if they differ from the goals and objectives of the current business plan. Potential investors will also have to be kept informed of any new or potential developments to be made by the company, making it more “transparent”. This could be a potential risk as the transparency of the business could be seen as an advantage to the competitors.   

· Purchase Power Parity (PPP)

“The alternative to using market exchange rates is to use purchasing power parities (PPPs). The purchasing power of a currency refers to the quantity of the currency needed to purchase a given unit of a good, or common basket of goods and services.” 

(Economicsonline.co.uk, 2017)

This theory can be used as an advantage to determine whether the currency of another country will increase or decline, therefor, if a country invests money into another currency on the foreign exchange market and the country invested suffers economic inflation, the currency of the invested country would then depreciate, thus causing a loss. (ThoughtCo, 2017). The current exchange rate is 150 pesos to $1. There is also a 10% inflation increase for Chile and a 2% inflation increase for the USA. This would mean that the Chilean Pesos value will depreciate against the American Dollar. 

2.2 Potential Risks

With the above in mind, the risks are that there is an inflation rate in Chile, depreciating the Chilean Pesos, and is likely to rise further due to political uncertainties. This would cause Chile to have a higher Beta risk. Due to a higher Beta risk, shareholders would identify this, and would likely demand a higher dividend as a rate of return. However, using the Price Power Parity, this would work in Bush-Rich PLC’s favor against Pink-Apples due to the depreciation of the Chilean Pesos. This means that Bush-Rich PLC will have the opportunity to import copper at a cheaper exchange rate.   

3.0 Conclusion

To conclude, it would be advised to Bush-Rich PLC that they accept the business venture with Pink-Apples as they would have the opportunity to import copper cheaper due to inflation causing the Chilean Pesos to depreciate and to cause the USA to have lower exchange rates. It would be advisable to Bush-Rich to consider a bank loan which has fixed interest rates and no dividends to pay. However, should they consider Equity capital, it is advised that they use gearing to ensure that they receive tax discount and expand the business where possible, creating more interest and thus more capital to be injected into the venture by shareholders. It is also recommended that they allow their employees the opportunity if they wish to become shareholders within the business to recycle capital back into the business whilst ensuring employees have the motivation to carry out their work efficiently to gain a dividend of the profit.
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