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In this assignment I will be looking at the company Bush-rich PLC and a possible venture with Pink Apples. Bush-Rich PLC, 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 will look at areas such as; inflation rates, interest rates, political and country risk etc. Also, it will look critically at the forms of finance Beta-rich Plc could use to finance the project, such as bank loans, equity and debt. This report aims to critically analyse 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. Business Dictionary states that a business venture as a ‘New firm formed to achieve specific objectives of a partnership like temporary arrangement between two or more firms.’ (Dictionary, 2017). This report will also look at the advantages and disadvantages of Bush-rich Plc undertaking this joint venture with Sweet Apples.


Main Content

Forms of Finance

It is important for this report to clearly identify what types of finance could be used to fund this joint business venture. This report will look at the advantages and disadvantages of each forms of finance to identify what form of finance would be most suited. The two main forms of finance that would suit a venture of this size and nature would be that of loans/debt or equity financing.
Financing through Debt

Debt financing is money you borrow in the form of a loan, as opposed to selling shares through equity financing. 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). This would mean that Bush-rich Plc would have to owe money, irrelevant of if the venture was to be successful or not. This will allow Bush-rich Plc to not have to forfeit their own money.  There are two forms of financing that Bush-rich Plc would have to look at. These are short-term financing, which would be expected to be repaid within the year and long-term financing which is paid over a longer period. There are advantages and disadvantages to gain financing through debt. 

The advantages of financing in this case would be that interest would be fixed, meaning that Bush-rich PLC would be able to clearly estimate the amount of their profit needed to pay off the bank loan, so that cash flow would  be more accurate. Currently, interest rates in America are 1.25% (Trading Economics, 2017) and in Chile 2.5% (Trading Economics, 2017), both being relatively low, this means that Bush-rich PLC and Pink-Apples would face reduced problems with the interest on their debts cutting into their cash flow. This method of financing means that Bush-rich PLC will keep control of company decisions and they won’t have to resort to having a number of shareholders to run decisions by. However, there are some disadvantages to this form of finance as well. If the venture were to fail, then Bush-rich PLC would face having to pay that set amount to the bank each month, which, could put them in serious arrears. Also, if there were missed repayments, the bank would then take action and use the company assets as a way of getting their money back.  They would be in a position where they could seize machinery, property, equipment and resources etc.
Financing through Equity

Financing through equity looks at a company, such as Bush-rich PLC, selling shares to investors in order to raise capital to finance a venture (Ward, 2017) . Equity capital could be seen to be a preferred method of financing a business venture over a bank loan. One of the reasons that equity finance is a preferred, is that equity generates no interest while banks loans and Bush-rich PLC would just pay back investors through dividends over the space of a financial year. On the other hand, the company would then no longer have full control over the company as it would then, in fact, be owned by shareholders. Any major decisions would then have to be run by the shareholders as it’s their money that is being used by Bush-rich PLC.  Raising finance with shares does come at a price. Bush-rich PLC’s share prices will go up and down in price over time can be influenced by events outside of a business’ control.  Issues and events such as political events can cause a dramatic decrease in share values. There is also the consideration that the better a business is doing the greater the amount of profit that must be paid out in dividends instead of being used for reinvestment.  Shares will be factored into both companies gearing ratio, this ratio measures the proportion of a company's borrowed funds to its equity. The ratio indicates the financial risk to which a business is subjected, as it is well recorded that excessive debt can lead to financial difficulties. A high gearing ratio represents a high proportion of debt to equity, and a low gearing ratio represents a low proportion of debt to equity (Accounting Tools, 2017).
Beta of Shares 

Beta shares are a way to measure a stock's volatility in relation to the market. By definition, the market has a beta of 1.  Individual stocks are ranked according to how much they deviate from the market. A stock that swings more than the market over time has a beta above 1, thus being defined as a high beta stock. If a stock moves less than the market, the stock's beta is lower than 1 (McClure, 2017). The higher the beta ranking on shares the higher the risk and the higher the risk the higher the dividend that has to paid to investors to encourage them to reinvest in the shares. Beta of shares can be affected by a variety of factors.  These factors are:
· Political risk
· Inflation rates
· Exchange rates

When undertaking the sale of high beta stocks, it is more difficult to sell due to the volatility of the stock in relation to the market, however, it does hold the possibilities that high risk equals high return for those who do invest in high-beta stocks. As there are currently high inflation rate’s in Chile and the expectation that it will grow by a further 2%, Pink-Apples are a high beta stock company. This, in turn, will make it more difficult for a company such as Bush-rich Plc to gain capital via share sales. 
Inflation and exchange rates

At present the current exchange rate is standing at around 150 pesos to $1. There is also an inflation rate of 1% for Chile and it is expected to rise 2%. This would lead to a situation where the Chilean Pesos value will depreciate against the American Dollar. In order for a company like Bush-rich PLC to combat this issue they would need to implement a Forward Exchange Contract, which would mean they could implement a clause in the joint venture that would come into play when inflation rates continue to increase in Chile, as expected.  Bush-rich PLC continue to pay the same price for the same quantity of goods for the duration of the joint venture. Undertaking a FEC will put Bush-rich PLC in a position to protect themselves from the increase in inflation and exchange rates, making it an important factor when considering a joint venture with a company like Pink-Apples.
Political and Country Risk

Chile, in comparison to America, are very unstable country politically and due to this it has a status as a developing economy, it was in fact, a military dictatorship for almost 20 years. Chile has also just gone through a general election, leading to the fact that there is still political instability and this in turn will be affecting Pink-Apples. This will mean the beta of Pink-Apples shares will be higher and result in higher dividends and a possibility of enabling them to attract investors and will in turn weaken the Peso against the dollar.



Conclusion

In conclusion, it would be advised to Bush-Rich PLC that they accept the business venture with Pink-Apples.  They would have the opportunity to import copper at a greatly reduced cost due to inflation and the affect this will have on the Chilean Pesos leading to depreciation and following this a lower exchange rate in the USA. Low levels of interest rates in both companies means that debt would remain relatively low, which would then be an attractive factor when looking for financing for this venture. This should help keep beta lows and gearing rates high. Therefore, this would be a beneficial venture for Bush-rich PLC to pursue.
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