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Abstract 
This report aimed to find out how certain factors would impact upon the joint venture between Bush-PLC and Pink-Apples. The report found the business environments in both America and Chile were relatively favourable with only Chiles 10% inflation rate being of concern. The political risk and its impact upon the beat of shares was looked at and this report found that the beta of Pink-Apples shares where likely to be much higher because Chile is stable than America. The WACC impact on both business was looked at and was found that even in a higher tax economy like Chile a high gearing rate can keep WACC low because of debt relief. The final conclusion of the report after examining all factors was that Bush PLC should go ahead with the joint venture. 
























Bush PLC and Pink-Apples joint venture report. 
Introduction
In the modern world all businesses can be international businesses thanks to the rises of the internet. Some of the very first international business were mining corporations. Bush-rich PLC is an America company looking at a joint venture with Pink-Apples who mine copper in Chile. This report will analyse the factors which impact such a venture and answer if its in Bush PLC best interests to proceed.   
Forms of Finance loans and debt:

The most common type of finance are loans mostly from banks. “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. This assumes, of course, that you can generate enough cash flow to cover the interest payments.” (Rich 2016) The interest rate in America is 1.25% and in Chile its 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 business will only be able to get such low rates if their debt burdens remain low. Both business could use their debt as a form of finance by selling to investors. “Debt financing occurs when a firm raises money for working capital or capital expenditures by selling debt instruments to individuals and/or institutional investors. In return for lending the money, the individuals or institutions become creditors and receive a promise that the principal and interest on the debt will be repaid.” (Investopedia 2017) This can be a good way getting cash quickly in the business.

Forms of finance Shares:
A joint venture of this size will need to find ways of raising capital. One way of doing that is though selling shares. Shares allow investors to put money in to a business in order to receive a dividend which is a return on investment at a later time usually the end of the year. “If there is an increase in earnings and dividends, management can hope for an increase in the share price too, so that shareholders benefit from both higher revenue (dividends) and also capital gains (higher share prices).” (ACCA 2009) Raising finance with shares does come with a few problems. First is their price, shares will go up and down in price often and events outside a business control like political events can send share value pluming. Also the better a business is doing more money that must be paid out in dividends instead of being reinvested in the business. Finally shares will factor in to both companies gearing rate. “A gearing ratio is a financial ratio that compares owner's equity to borrowed funds” (Peavler 2016) A business debt will divided by its shareholders equity, to achieve its gearing ratio. If Pink-Apples and Bush PLC are both raising high amounts from shares against low debt then they will have a low gearing rate. If they had high gear rates it would make them much more likely to suffer in downtowns and thus investors would start withdrawing their money.  

Beta of Shares
Shares are a somewhat risky form of finance since markets tend to get spooked easily. Especially in Chile where the country has often suffered from one crisis after another. This instability has a negative effect on the Beta of shares for Pink-Apples. “Beta is based on the volatility—extreme ups and downs in prices or trading—of the stock or fund. A beta of less than 1 means that the security will be less volatile than the market. A beta of greater than 1 indicates that the security's price will be more volatile than the market.” (Koba 2012) The higher the beta on shares the higher the risk and the higher the dividend that has to paid to get investors to invest in the shares. Beta of shares will be affected by political risk, exchange rates and inflation. Pink-Apples is likely to have a much higher beta because inflation in Chile is 10% compared to just 2% in America. Chile is also going through a general election at the moment which adds unpredictability A countries political climate can impact upon a companies beta. “For instance, tangible moves like an interest rate hike can dramatically hurt or help a country's businesses and stock market. But even a mere comment from a prominent politician hinting at future plans can have just as large of an impact.” (Kuepper 2017) Investors love stability and predictability and if the political system does not allow for that means they less likely to invest or demand higher dividends to cover the risk.    Finally the exchange rate of $1 US dollar to 150 Chillan Pesos makes the Peso less attractive for business to trade in Peso. Adding all these factors up means the beta on Pink-Apples will make their shares much less attractive.  

Weighted average cost of capital
 
All business have assets and debt and both 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) comes in to play. “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 takes in to account cost of finance for both equity and debt to work its answer expressed as percentage. WACC can be linked to gearing and tax. “Debt, because of tax relief on interest, becomes unassailably cheap as a source of finance. It becomes so cheap that even though the cost of equity increases, the balance of the effects is to keep reducing the WACC.” ( Garrett 2016) Basically with tax and high levels of gearing it is still possible to achieve an lower WACC because of tax relief given on debt interests.   The aim of course is to keep the WACC as low as possible because the more money spent on financing capital is money that Bush PLC and Pink-Apples cannot spend on the business itself.   

Currency Exchange 

Given that the case in question involves business in different countries the exchange rate between the two is going to be important. The current exchange rate is 150 Pesos to $1 US dollar. That might seem good for Bush Plc but consider that the inflation rate in Chile is 10% the effective buying power of their money goes down. 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 is basically trying to product yourself from changes in exchange rate. One type of hedging is forward exchange contracts (FCO).  “By locking in the exchange rate you will know exactly how much your money will be worth when you come to make the payment.” (Currencies direct 2015) An FCO allows investors to try and protect themselves against factors like increases in inflation and interest rates factors which will have a negative impact upon exchange rate. Of course on the other hand if exchange change in a positive directions then you wont take in the benefits because the rate of exchange has already been locked in to the transaction. 

Political risk  

The links between political events and business is as old as politics itself. “The political environment in a country affects business organizations and could introduce a risk factor that could cause them to suffer a loss. The political environment could change as a result of the actions and policies of governments at all levels” (Pondent 2017) Business is based upon forecasting future and for that forecasting to be correct the political world must remain stable. In this case Chile is going to be much less stable than America because of its status as a developing economy and the fact it was a military dictatorship for almost 20 years. This will mean the beta of Pink-Apples shares will higher and result in higher dividends to try and attract investors and will weaken the Peso against the dollar. Bush PLC will have its own risk in the rise of anti-free trade politicians in America increasing the risk on tariffs being placed on foreign goods which of Couse make any refined copper products more expensive.

World Trade organisation (WTO) 

The WTO is an international organisation which aim to increase world trade. “The WTO's main functions are to provide a forum for negotiations to reduce barriers to international commerce, and to administer a system of rules governing trade.” (Walker 2015) While the WTO does not set trade policy and tariffs it does have a number of rules which members follow. The rules are against protect protectionism and both Chile and the United States of America are members. In theory this should make Bush PLC and Pink-Apples trade with each other easy. However in reality if a trade dispute did break between America and Chile it would take some time to sort out during which the beta on both Bush PLC and Pink-Apples would go up substantially. 

Advantages of importing copper back in to USA  

Limited risk- Bush PLC will be simply importing the copper and not extracting it this lower the risk of damage to Bush PLC. The majority of risk is on Pink-Apples and if something goes wrong like a mining accident it’s Pink-Apples that will pay the price and Bush PLC can walk away.

Low inflation- Copper based products are not cheap but the low rate of inflation in America will mean the product will be cheaper and that consumers will have more effective purchasing power making more likely they will buy the products made with tis copper.

Disadvantages 

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 will make its products more expensive and less applying to customers. 

Conclusion 

On the weight of the evidence in this report its conclusion is that this joint venture will be profitable. Low levels of interest in both nations will help keep debt burdens lows. This should help keep beta lows and gearing rates high. Bush PLC will be absorbing little of risk and has a growing market at home for consumers. No joint venture is prefect and this one does have its problems but Bush PLC should precede with its venture with Pink-Apples.    
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