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B Voney and income

T

The money used in a country — euros, dollars, ven, cte.
(hanknotes) and coins is called cash. Most money, however, consists of
bank deposits: money that people and organizations have in hank

rrency

S 108 CUrrenc

accounts. Most of this is on paper — existing in theory only —and only
abourt ten per cent of it exists in the form of cash in the bank.

s

rsonal finance

Money in notes

| BrE: note or banknote;
| AmE: bill

All the money a person receives or earns as payment is his or her income. This can include:

m salary: money paid monthly by an emplover, or wages: money paid by the day or the

W a bonus
-

hour, usually received we

the emplovee generates

ckly

overtime: money received for working extra hours

commission: money paid to salespeople and agents — a certain percenrage of the mcome

tra money given for meeting a target or for good financial results

fees: money paid to professional people such as lawyers and architecrs

social security: money paid by the government to unemploved and sick peaple

W 2 pension: money paid by a company or the government to a retired person.

Salaries and wages are often paid afier deductions such as social security charges and

pen

sion contributions.

Amounts of money that people have to spend regularly are outgoings. These often include:

-
transport
-
telephone connections
-
=
-
injuries
-

A financial plan, showing how much mon
organization expects to earn and spend is called a budget.

mrrh.

rent: the money paid for the use of a house or flat

tax: money paid to finance government spending,

4 person or

living expenses: money spent on everyday needs such as tood, clothes and public

bills: requests for the payment of money owed {or services such as electricity, gas and

a morigage: Tepavrnerns of money borrowed o buy a house or flar

health insurance: financial protection against medical expenses for sickness or accidenral

‘ BrE: social securily; AmE: welfare
| BrE: flat; AmE: apartment
G ity i il

Planned monthly budget for next year (€)

Income Outgoings
Salary (after deductions) | 3,250 | Rent 900
Commission {average) 800 | Bills 250
Living expenses 1,200
Health insurance 130
B Tax 800
Total 3,850 | Total 3,280

L O ——
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1.1 Complete the sentences with words from the bow. I ook at A and B opposite to help you.

commission banus currency Larn mortgage tax
overtime pension tent salary socnal securicy
1
After T lost my job, Twas living on _ for three months. This was difficule,
because the amount was muuch lower than rhe .. I had before.

( I used to work as a salesperson, bur [ wasn't very suceessful, so 1 didn’c

Tf the company makes 10% more than last yeag, we'll allgeca .. . arthe end of
the year.

4
( Il ake me ac lease 25 years to eepav the , . on my hou

, the curo.

D

7
Nearly 40% of evervrhln;-:l carn goes to the govesnment as

&
[ Many Enropean counerics now have the same

G
( My wages aren't very good, so 1do a lat of

. on our flat by 15%. )

8
I'he owner has just increased the .

.. will be 60% of my final salary.

9
[ When | retre, my

1.2 Are the following starements true or false? Find reasons for your answers in A and B
()Ppn\]ffA

1 Bank deposits are not classified as money.

2 People earning wages get paid morc often than people earning a salary.
3 People working on commission always get paid the same amount.

4 When you stop working at the end of your career, you receive a pension.
5 Most people pay a rent and a mortgage.

Over £ 4ou

Do you know what the average income is in your couatry, and in your jeb, or the one you
are studying for? How important is salary in your choice of career?

Professtonal Cnghsh in Use Finance



P4 Susiness finance
m Capital

When people want to set up or start a company, they need money, called capital
Companics can borrow this money, called a loan, trom banks. The loan must be paid
back with interest: the amount paid to borrow the money, Capital can also come from
issuing shares or equities — certificates representing units of ownership of a compan
Unit 29) The people who invest money in shares are called shareholders and they own
part of the company. The money they provide is known as share capital. Individuals and
financial mstirutions, called investors, can also lend money to companies by huying bonds
— loans shar pay interest and are repad at o fAxed futore date, {See Unis 33)

Money that is owed — that will have to be paid - to other people or businesses 15 a debt.
In accounting, companies’ debts are usually called liabilities. Long-term liabilities include
bonds; short-term liabilities include debrs o suppliers who provide goods or services on

credit — that will be paid for later.

The money that a business uses tor evervday expenses or has available for spending is
called working capital or funds.

‘ BrE: shares; AmE: stacks
BrE: shareholder; AmE: stockholder |

[, e

All the money coming nto a company during a given period is revenue, Revenue minus
the cost of sales and operating expenses, such as rent and salaries, is known as profit,
carnings or net income. The part of its profit that a company pays to its sharehalders is a
dividend. Companies pay a proportion of their profits to the government as tax, to Anance
government spending. They also retain, or keep. some of their earnings for furure vse.

share capiral revenue dividends
S . —
capiral company (——m | profits | tax
|
' .
debt (bonds and loans) EXpenses retained carnings

Financial statements

Companies give informarion ahour their financial situation in financial statements, The
balance sheet shows the company’s assets — the things it owns; its liabilines - the money it
owes; and its capital. The profit and loss account shows the company’s revenues and
expenses during a particular period, such as three months or a year.

BrE: profit and loss account; AmE: income statement

10 Professional English in Use Finance



Complere the crassword. Look at A, B and C upposite to help you.

%
.t

Across

3 Small companies often try to get bank loans when they need to
5 We don't have sufficient ... to build a completely new factory.
7 and 6 down Details of a company’s liabilities are shown on the

. money. (&)

. (7,5)

§ We're going to raise more money by selling new shares w our existing ... (12)
12 We had ro raise €50,000 in order to srart the business. {7)
13 We're going to pay back some of the people who lent us money, and reducc our ... (4)

14 I decided to buy
16 Another term for profitis net . (6}

18 I think this is a good investment: it pn\ 8% . . (8)

10,000 instead of shares, as it's probably safer. (4)

20 When they saw our financial statements, the hwk r:.tut.ed to .. Us any more money. (4)

21 Profit is the difference between revenue and | -(8)

Down
1 The profit and
spending. (4)
2 1 you don’t like raking risks, you should only .
4 A company’s rerained earnings belong to its .
6 Sec 7 across.
9 Anything a company uses to produce goods or services is
an . (5}
10 The Lumpdm made such a big profir, I expected a higher
L (8)
11 \\re sold a lot more last year, so our .. went up. (7}

. 16)

15 We ... our \upphLm 5100,000 for goods boughr on
credit. {
17 Everyome who buys a share .. part of the company, {4)

19 Thirty per cent of our profits goes straight to the
government in 3

.. account shows if a company is receiving more money than it’s

. in very successful companies. (6)

“It's been a great year - let's hope we can

Think of the company you work for, or one that ybu are interested in, How was it financed

when it was set up, and how is it financed now?

Professianal English in Use Finance
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Accounting and accountancy

Accounting
W Accounting involves recording and summarizing an organization’s transactions or
business deals, such as purchases and sales, and reporting them w the form of francial
starements, (See Units 11-14) In many countries, the accounting or accountancy
profession has professional organizations which operate their own training and
examination sysrems, and make technical and ethical rules: these relate to accepred ways
of doing things.

m Bookkeeping is the day-to-day recording of transactions.

m  Financial accounting includes bookkeeping, and preparing financial starements for
sharcholders and creditors (people or organizations who have lent money to a company).

m  Management accounting involves the use of accounting data by managers, for making
plans and dec

Auditing
Auditing means examining a company’s systems of conrel and the accuracy or exacrness
of its records, looking for errors or possible fraud: where the company may have
deliberately given false information.
®m An internal andit s carmed oot by a company’s oW accountams of internal anditors.
m An external andit is done by independent auditors: auditors who are nor employees of the
company.

The external audir examines the rrurh and fairness of financial starements. It tries to prevent
what is called ‘creative accounting’, which means recording transacrions and values in a way
that produces a false result — usually an artificially high profit.

There 15 always more than one way of presenting accounts. The accounts of British companies
have to give a true and fair view of their financial sitnarion. This means thar the financial
statements must give a correct and reasonable picture of the company’s current condition.

Laws, rules and standards

In most continental Furopean countries, and in Japan, there are laws relating ro accounting,
established by the government. In the US, companies whose stocks are traded on public stock
exchanges have to follow rules sct by the Securities and Exchange Commission (SEC), a
government agency. In Britain, the rules, which are called standards, have heen established by
mdependent organizations such as the Accounting Standards Board (ASBY, and by the
accountancy profession ftselt. Companies are expected 1o apply or use these standards in their
annual accounts in arder to give a true and fair view.

Companies in most English-speaking countries are largely funded by shareholders, hoth

individuals and financial institudions. In these countries, the financial statements are prepared for
shareholders. However, in many continental European countries businesses are largely funded by
banks, so accounting and financial statements are prepared for creditors and the tax authorities.

Professional English in Use Finance



3.1

3.2

3.3

What type of work does each person do, and whar is che name of each job? Look at A
and B opposite to help you.

1
1 record all the purchases and sales made by this deparrment.

-

This month, I'm examining the accounts of a large manufacruring company. j

.

1 analyse the sales figures from the different departments and make decisions about our
fucure activities.

=

1 am responstble {or preparing our annual balance sheet. j

™

When the accounss are complete. 1 check them before they are presented to the

external auditors.

/_i

,_—"i

Match the rwo parts of the sentences. Look ar C opposite to help you.

1 In Britain

2 In most of continenral Europe and Japan
3 In the USA

4 In Britain and the USA

5 In much of continental Europe

a accounting rules are established by a government agency.

b companies are mainly funded by shareholders or stockholders.
¢ accounting rules are ser by an independent organization.

d the major saurce of carparate finance is banks.

e accounting rules are ser by rhe government.

Find verbs in A, B and C opposite thar can be used to make word combinarions with the

nouns below.

S

Over +o You # I
Is accounting in your country based an standards, rules, laws, or a mixture of these? What
accounting system do international eompanies in your country use?

standards

transactions

Professionol English i Use Finance



m Bookkeeping

Double-entry bookkeeping

Zaheer Younis works in the accountng department of a trading comp:

*I began my career as a bookkeeper. Bookkeepers record
the company’s dailv transacrions: sales, purchases, debrs,
expense: ‘ach type of rransaction is recorded
n a separate account — the cash account, the ltabilities
account, and so on. Double-entry bookkeeping is a system
that records two aspects of every transaction. Every
transaction is both a debit — a deduction - in one account
and a corresponding credit - an additon — in anather, Tar
example, if a company buys some raw materials — the
substances and components used ro make products — that
it will pay for a month later, ir debits its purchases account
and credits the supplier’s account. If the company sells an
item on credit, it credits the sales account, and debits the
customer’s account. As this means the level of the
company’s stock — goods ready tor sale — is reduced, it
debirs the stock account. There is a corresponding increase
in its debtors — customers who owe money for goods or
services purchased — and the debtors or accounts payable
account is credited. Each account records debits on the left
and credits on the right. If the bookkeepers do their work
correctly, the total debits always equal the rotal credirs.”

and so on.

debtors; AmE: accounts receivable ‘
‘reditors; AmE: accounts payable

tock; AmE: inventory

Br
Bri
‘ Br

Day books and ledgers

‘For accounts with a large number of transacnions, like purchases and sales, companics
often record the transactions in day books or journals, and then put a daily or weekly
summary in the main double-entry records.

In Britain, they call the main books of account nominal ledgers. Creditors — suppliers to
whom the company owes money for purchases made on credii — are recorded n a bought
ledger, They still use these names, even though these days all the information is on a
computer.”

Note: In Britain the terms debtors and creditors can refer to people or companies that owe or are
owed money, or to the sums of money in an account or balance sheet.

Balancing the books

‘At the end of an accounting period, for example a year, bookkeepers prepare a wial
balance which transfers the debit and credit halances of different accounts onto one page.
As always, the total debits should equal the toral credits. The accountants can then use
these balances ta prepare the organization’s financial statements.”



4.1

4.2

4.3

March the words in the box with the definitions below. Look at A and B opposite to help vou.

debir
debtors

credir
creditors

an amount enrered on the left-hand side of an account, recording money paid out
a book ot acconns

customers who owe money for goods or services not yer paid for

an amounr entered on the righe-hand
goods stored ready for sale

suppliers who are owed money for purchases not vet paid for

e of an account, recording a payment received

= T, B S

Complete the sentences. Look at A, B and C apposite to help you.
1

shows where money comes from and where it goes: it is always
transferred from one e to anuther one. Every event is entered twice — once as a
credit and once as a

2 Most businesses \ecord very mquuu OF numerous ransactions in- ..
or .. .
3 The main account books are called o oo » and the book relating to
creditors is called the .
4 In order to prepare hnanua} statements, -.ulupanu_x do a
copies all the debit and credir balances of different accounts onto a :.[n:.]c pa

Complete the sentences using ‘debic’ or “credit’.

Look at A opposite to help yon.

1 1f you buy new assets, you . the cash or
capital account.

2 1f you pay some bills, you .

iabilities account.

3 1f you buy materials from a supplier on 60 days’
credit, you _____.. the purchases account and

. the supplier’s account.

4 If you sell something to a customer who will pay
30 days later, you
and ...

the

.. the sales account
the customer’s account.

Over 4o you ‘a

What qualities does a good bookkeeper need? Would you like to work as a bookkee
If not, which type of accounting do you think is the most interesting, and why?

Professional English in Use Finance



Company law 1

Partnerships

A partaership is a business arrangement in which several people work together, and share
the risks and profits. In Britain and the US, parmerships do not have limited ha - for
debrs, so the partners are fully liable or responsible for any debrts the business has.
Furthermore, partmerships are not legal entities, so in case of a legal action, it is the
mdividual partners and not the partnership thac is taken ro cowrt. In most continental
Furopean countries there are various kinds of partnership which are legal entities.

A sole trader business — an enterprise owned and operated by a single person — also has
unlimited liabiliry for debts.

Limited liability

A company is a busimess that is a legal entity. In other words, it has a separate legal
existence from its owners, the shareholders, Tt can enter into contracts, and can be sued
or taken to court if it breaks a contracr. A company can (in theory) conrtinue for ever,
even if all the staff and owners change. Most companies have limited liability, which
means that the owners are nor fully liable for — ar responsible for — the business’s debts.
These companies are known as Emited companies. Their fability is limited to the value of
their share capital: the amounr of cash thar the sharcholders have contributed to the
company. This limitation of liability encourages investors to risk their money to become
part owners of companics, while leaving the management of these companies to qualified
managers and senior managers, known as direcrors.

These managers and full-time executive directors run the company for its owners. There
are standard procedures of corporate governance — the way a company is run by the
management for the sharcholders, and how the managers are accounrable to the
sharcholders. These include separating the job of chairman from that of managing
director, and having several non-executive directors on the board of directors who do nor
work full-rime tor the company but can offer it expert advice. Non-e ive dircctors are
often more objective: less influenced by their opinions and beliets. There is also an audit
commiittee, containing several non-executive direcrors, to which the anditors report.

BrE: chairman; AmE: president
|

| BrE: managing disector; AmE: chief executive officer (CEQY |

Founding companies

When people found or start companies, they draw up or prepare Articles of Assodation
and a Memorandum of Association. The Articles of Association stare:

m the rights and duties of the shareholders and directors
m the relationships among different classes of shareholder (Sce Unit 29}
m the relationships between shareholders and the company and 1ts direcrors.
The Memuorandum of Association states:
m the company’s name
m the location of the company’s registered office — where to send official documenrs
m  the company’s purpose — its aims or objecrives

m the authorized share capital — the maximum share capital it can have.

BrE: Articles of Association; AmE: Bylaws
BrE: Memorandum of Association; AmE: Certificate of Incorporation |




5.1

Are the following statements true or false? Find reasons for your answers in A and B
opposite.

1 In case of a legal dispute, people can take a company’s sharcholders to court,

2 The owners of limired companies have to pay all the company’s debis.

3 Many companies are nor owned by their managers.

4 External directors can vsually give more objective advice than full-time directors.

5 Parmers in British and American businesses are not liable for the partnerships debts.
6 In case of a dispure, people can take Brinsh companies and partnerships to court,

Make word comhinations using a word from cach box. Then match the word
combinations to the definitions below. Look ar A opposite to help you.

corporate committee
audit directors
limited governance
non-executive capital
share liability
1 oz a group of directors to whom rhe external auditors present

- members of a board of directors who are not full-time managers

3
4

s owners’ money invested in a company
: responsibility for debrs up to the value of the company’s

5 the way a company is managed tor its owners

Complete the document. Look at C opposite to help you.

@ of Association

1. The name of the Company is Language Services Pty Limited.

The () _

of the Company will be in Australia.

3. The(c) for which the Company is established is to provide
translation and interpreting services to international companics.
4. The(d _ of the company is made up of ordinary shares

divided into five thousand (5,000) shares of A$1.00 par value cach with one vote
for each share,

i

R— e L

i

Over +o you

Do partnerships have limited liability in your country? If not, whe would you trust enough
to start a partnership with?




Company law 2

Private and public companies

ate companies usually have ‘Limited” or “Ttd” at the end of their name. They are not
allowed to sell their stocks ar shares on an open market. Most companies are private;
there are abour one million private companies in Britain, compared to around 2,000
public limited companies (PLCs). These companies have plc at the end of their name,
and their shares are publicly traded on the London Stock Exchange. A stock exchange is
a market where anyone can buy stocks and shares. The US cquivalent of a PLC is a
company or corporation registered with the Securities and Exchange Commission (SEC).

SEC-registered companies, also known as listed companies, have 1o make quarterly
reports (i.e. every three months). They report on:
m sales revenue or turnover - the money received by the company in that period from

selling gouds or services
m gross profit — turnover less cost of sales

W net profit — gross profit less administrative expenses and tax.

Companies on the London Stock Exchange, known as quoted companies, have to
produce a half-yearly interim report which informs sharcholders abour the company’s
progress. These reports are not audited.

All companies with sharehalders or stockholders have o send them an Annual Report cach
financial year. This conrains a review of the year’s activity, and an examination and
explanation of the company’s financial position and results. There are also financial
statements and notes (see Units 11-14), and the auditors’ report on the financial statements.

BARCLAYS PLC interim Report 200

All businesses had higher profits,

Group performance was very strong

- profit before tax up 23% 10 £2,411m demonstrating good progress across
— earnings per share up 25% at 26.7p the whole portfolio.

- dividend per share up 17% 10 8.25p Income growth was particularly

- return on equity of 20.4% strong, up 14%, with good broad

based contributions by business an
by income type.

gy e

p— L e T A 4 A

s

Public companies have o hold an Annual General Meeting (AGM), and most privare
ones do too. At this meeting the shareholders can question directors about the content of
the Annual Report and the financial statements, vote to accept or reject the dividend
recommended by the directors, and vote on replacements for retiring members of the
hoard. The meeting can also carry out any other business stated in the company’s
Memorandum of Association or Cerrificate of Incorporation, and Articles of Association
or Bylaws.,

If there is a crisis, the directors or the sharcholders can request to hold an Extraordinary
Greneral Meeting (EGM) to discuss the situation. For example, if there are claims of
misconduct by the directors, where they have behaved illegally, there could be an EGM.

‘|BrT:: Annual Dc:-wml Meeting [AGM]); AmE: Annual Meeting of Suu-kimhlgr:\'
BrL: Cxtraordinary General Meeting (EGM): AmE: Special Meeting
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6.1  Complese the table, Look at A and B opposite to help you.

Public companies

m can't sell shares o the | in the UK i in the US |
@.. - | m are called SEC-
I (3) . COMPANIES registered companies |
OF (4 szgaminatio or (6)
companies companies.
m produce (5) ... ... l m produce (7)
reports. reports.
[ [ publish an (8) ... and haldan (9) ...

6.2 Find words in A and B opposite with the following meanings.

1 behaviour that breaks the law

2 sales revenue minus the cost of sales, before deducnions for administration expenses, interest
charges, etc.

3 sales revenue minus the cost of making and selling the goads, and deducrions for
administration expenses, interest charges, etc.

4 the total amount of money a company receives from selling goods or services

6.3 Match the two parts of the sentences. Look at A and B opposite ro help you.
Only quoted or listed companies

American corporations publish details

Companies” inancial statements, and the auditor’s report,

Quarterly and six-monthiy reports

Shareholders can ask company directors questions

Companies can hold an emergeney general meeting

@b W=

about their sales and profits every three months.
are contained in their annual reports,

are not checked by external anditors.

if there is a crisis.

can have their shares traded on a stock exchange.
at an annual meeting.

—-nanaon

Over 4o you “&

Have you ever been to an AGM? Was there any disagreement between the sharcholders and
the directors? Who do you think is usually more powerful ~ the shareholders or the directors?




Accounting policies and standards
n Valuation and measurement

Investors in companics want to know how much the companies are worth, so companies
regularly have to publish the value of their assets and lLabilities. Companics also have to
calculate their profits or losses: their managers need this informarion, and so do
shareholders, bondholders and the rax authorities.

Companies can chopse their accounting policies — their way of deing their accounts.
There are a range of methods of valuation — deciding how much something is worth —
and measurement ~ determining how hig somerhing is — that are accepted by law or by
otficial accounting standards. In the USA, rthere are Generally Accepted Accounting
Principles (GAAP). In most of the rest of the world there are International Financial
Reporting Standards (IFRS), set by the International Accounting Standards Board. These
are technical rules or conventions — accepted ways of doing things that are not written
down in a law.

Although businesses can choose among different accounting policies, they have to be
consistent, which means using the same methods every vear, unless there is a good reason
to change a policy: this is known as the consistency principle. The policies also have to be
disclosed or revealed to the shareholders: the Annual Report will contain a ‘Statement of
Accounting Policies’ thar mentions any changes that have been made. This ¢nables
sharcholders to compare profits and values with those of previous vears.

Areas in which the choice of policies can make a big difference ro the final profit figure
include depreciation — reducing cthe value of assets in the company’s accounts (see Unit 9,
the valuation of stock or inventory, and the making of provisions — amounts of money
deducted from profits — for future pension payments.

As there is always more than one way of presenting accounts, the accounts of British
companies have to give a true and fair view of their financial situation - meaning there are
various possibilities — rather than the true and fair view — meaning only one is possible.

BrE: depreciation; AmE: depreciation, amortization
BrE: a true and fair view: AmE: & Fair presentation

[RERIER istorical cost and inflation accounting

The aim of accounting standards (see Unit 3) 15 to provide shareholders with the
informartion that will allow them to make financial decisions. This is one reason why in
many countries accounting follows the historical cost principle: companies record the
original purchase price of assets, and not their (estimated) current selling price or
replacement cost. This is more objective, and the current value is not important if the
business is a going concern — a successful company that will continue to do business — as
its asscts are not going to be sold, or do not currently need to be replaced.

However, some countries with regular high inflation, e.g. in South America, use inflation
accounting systems that take account of changing prices. One system used is replacement
cost accounting, which values all assets at their current replacement cost — the amount
that would have to be paid to replace them now.
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#2

Match the two parts of the sentences. Look. at A and B opposite to help you.

1 Companics” managers, investors, creditors and the tax authorities all

2 There are different ways of doing accounting bur companies have to be consistent,
3 Comnpanies have 1o dischose or make known

The histarical cost principle is that the price paid to buy assets,

A going concern usually doesn’t

(3, %

a and not their current value, is recorded in accounts,
b need to know the current market value of its assets.
¢ need to know about the size of profits or losses.

d which accounring methods they arc using.

e which means regularly using the same methods.

Are the following statements true or false? Find reasons for your answers in A and B opposite.

1 Companies are told which accounting policies to use.

2 Companies can change their accounting policies whenever they like, as long as they disclose
this in their Annual Report.

3 Companies could produce several profit figures, depending on how they depreciated their
assets, valued their inventory, cre.

4 There is only one correct interpretation of 4 company
accounts must show this.

5 In a lot of countries, companies do not record the currenr value of rheir assets,

’s financial position, and company

6 In counrries with high inflation, companies value their assets at their currenr replacement cost.

Complete the rable with words from A and B opposite and related forms. Pur a stress mark in
front of the stressed syllable in each word. The first one has been done for you.

Noun(s) Adjective

caleu'larion -
consistent

= | ‘ conventional

nicasure ‘ &

present | 1 = |

Over 4o you ‘l

Which are the most important accounting standards or rules in your country - GAAP, IFRS,
I1AS, or something else?

Professional English in Use Finance
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m Accounting assumptions and principles

Assumptions

When writing accounts and fimancial starements, accountants have to follow a number of

as

sumptions, principles and conventions. An assumption is something thar is generally

accepted as being true. The following are the main assumptions used by accountants:

The separate entity or business entity assumption is that a business is an accounting unit
separate from its owners, creditors and managers, and their assers. These people can all
change, but the business conrinues as hefore.

The time-period assumption states that the cconomic life of the business can be divided
into (artificial) time periods such as the financial year, or a quarter of it

The continuity or going concern assumprion says thar a business will continue into the
furure, so the current market value of its assets is not important. (See Unit 7)

The unit-of-measure assumption is that all Ainancial transactions are in a single monetary
unit or currency. Companics with subsidiaries — that is, other companies thar they own —
in different countries have to convert their results into one currency
in consolidated financial statements for the whole group of
companies.

BrE: financial ya:ar‘.
AmE: fiscal year

WL, :incipics

The following are the most important accounting principles (as well as the consistency
principle and the historical cost principle, mentioned in Unit 7):

22

The full-disclosure pringiple states that financial reporting must include alf significant
information: anything that makes a difference to the users of financial starements.

The principle of materiality, however, says that very small and unimportant amounts do
not need to be shown.

The principle of conservatism is that where different accounting methods are possible,
vou choose the one thar is least likely to overstate or over-estimate assets or income.

The obijectivity principle says that accounts should be based on facts and not on persenal
opinions or feelings. Accounts, therefore, should be verifiable: it should be possible for
internal and external auditors to show that they are true. This isn’t always possible,
however: depreciarion or amortization, and provisions for bad debts, for example, are
necessarily subjective — based on opinions.

The revenue recognition principle is thar revenue is recognized in the accounting period in
which it is earned. This means the revenue is recorded when a service is provided or
goods delivered, nor when they are paid for.

The matching principle, which is i
related to revenue recugninum states ‘[
that each cost or expense related to ]
revenue earned must be recorded in e
the same accountig pcrmd as the
revenue it helped to earn.

“New from accounting, sir.
Treo and e s fowr again”

Professianal English in Use Finance



8.1

8.2

8.3

Match the accounning assumprtions and principles (1-6) to the activities they prevent
ta~f). Look at A and B opposite to help vou.

1 conservatism principle

2 matching principle

3 scparare entity assumption

4 revenue recognition principle
5 rime-period assumpron

6 unit-of-measure assumption

a showing a profit divided into US dollars, euros, Swiss francs, erc.
b publishing financial statements for a 135-month periad, because this will shaw better profits
¢ waiting until customers pay hefore recording revenue
d waiting until customers pay before recording expenses
listing the awners’ personal assets in a company’s financial statements
' valuing assets and estimating future revenuc at the highest possible hgures

Complete the senrences. Look at A and B opposite to help you.

A company’s . daes nor have ro begin on 1 January, like the
calendar year

2 If an American company owns a company in Britain, this is a
3 Multinarionals, with companics in lors of different counrries, combine JH rhmr results in one
set of 5

4 Lvery entry in a company
showing that it is true.

accounts must be there must be a document available

Complete the rable with words from A, B and C opposite and relared forms. Pur a stress mark
in front of the stressed syllable in each word. The first one has been done for you. Then
complete the sentences below with words from the rable,

Adjective
as'suime Il
disclosure = |
= | objecrivity | |
recognize ‘ -
= subjectivity _‘

i verification |

1 Bath the internal and the external auditors haveto the accounts,

2 Companies have to o all relevant financial information in cheir annual reports.

3 Despite the ... principle, accountants have to make some subjecrive judgements.

4 Even if a company is going through a bad period, for accounting purposes we
a g(llﬂg coneern.

Over 4o fou Vl

Look at the Annual Reports of one or twe companies. How many of the assumptions and
principles described here are mentioned in the notes to the financial statements?
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Depreciation and amortization

Fixed assets

A company’s assets are usually divided into current asserts like cash and stock or invenrory,
which will be used or converted into cash in less than a year, and fixed assets such as
buildings and equipment, which will continue to be used by the business for many vears.
But fixed assets wear out — become unusable, or become obsolete — our of date, and
eventually have little or no value. Consequently fixed assers are deprediated: their value on
a balance sheet is reduced each year by a charge against profits on the profit and loss
account. In other words, part of the cost of the assct is deducred from the profics each year.
The accounting rechnique of depreciation makes it unnecessary ro charge the whole cost
of a fixed asser against profits in the year it is purchased. Instead 1t can be charged during
all the years it is used. This is an example of the matching principle. (See Unir 8)

Brl

fixed assets; AmE: property, plant and equipment |

Valuation

Assets such as buildings. machinery and vehicles are grouped togerher under fixed assers.
Land is usually not depreciated because it tends to appreciate, or gain in value, British
companies occasionally revalue ~ calculate a new value for — appreciaring fixed assers like
land and buildings in their balance sheets. The revaluation is ar either current replacement
cost — how much it would cost to buy new ones, or at net realizable value (NRV) — how
much they could be sold tor. This is not allowed in the USA. Apart from this exception,
appreciation is only recorded in countries that use inflation accounting systems. (See Unir 7)

Companies in countries which use historical cost accounting — recording only the original
purchase price of asscts — do not usually record an estimared marker value — the price at
which something could be sold today. The conservatism and objectivity principles support
this; and where the company is a going concern, the marker value of fixed assets is not

important, (See Units 7 and 8)

Depreciation systems

The most common system of depreciation for fixed assers 15 the straight-line method,
which means charging equal annual amounrs against profit during the lifetime of the asser
{c.g. deducting 10% of the cost of an asset’s value from profits every year for 10 vears).
Many conrinenral European countries allow accelerated depreciation: businesses can
deducr the whole cost of an asser in a short time. Aceelerared depreciation allowances are
an incentive ro investment: a
way to encourage it. For
example, if a company deducrs
the entire cost of an asser in a
single year, it reduces its profrs,
and therefore the amount of rax
it has to pay. Consequently new
assets, including huge buildings,
can be valued at zero on balance
sheets. In Britain, this would nor
be considered a true and fair
view of the company’s

assers.

¢, it savs here that you've bad g
lot of corpurate geconmting experience
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9.1 March the words in the box with the definidons below, Look at A and B opposite 10 help you.

appreciare CUrrent assers fixed ass |
absalete revalue

1 to record something at a differenrt price

2 assers thar will no longer be in the company i 12 months’ tme

3 ro increase racher than decrease in value

4 our of date, needing to be replaced by something newer

5 assers thar will remain in rhe company for several years

6 to become used and damaged

9.2 Martch the nouns in the hox with the verbs below to make word combinations. Then use
some of the word combinations ta complete the sentences below. Look at A, Band C
oppasite to help you.

COSTS fixed assets market value

profits value purchase price

7

g -

. \recurd D
- S A T
‘\‘de_iprecu?t ) 4 ﬁreduce .

1 Because we
value of fixed ass

2 To depreciate
cach vear.

3 Because land vsualty
the balance sheer.

..» we don’t have worry abour the market

. part of their ___ from profits

appreciates, companies do not generally s . on

9.3 March the two parts of the sentences. Look ar B and C opposite to help vou,

1 Al fixed assers can appreciate if there is high infladion,
2 Accelerared depreciarion allows companies to

3 Fixed assers generally lose value, except for land,

4 The straighr-line method of depreciation

5 Accelerated depreciation reduces compantes tax bills,

a which usually appreciates.
b charges equal amounts against profits every year.
¢ remove some extremely valuable assets from their halance sheers.

d which encourages them to invest in new facrorics, erc.

¢ but historical cost accounting ignores chis.

Over 4o you

Are companies in your country allowed to record huge assets, such as their headquarters, as
having zero value on their balance sheets? s this a good idea?

Professional English in Use Finance



m Auditing

Internal auditing

Afrer bookkeepers complete their accounts, and accountants prepare their financial
statements, these are checked by internal auditors. An internal audit is an examination of
a company’s accounts by its own internal auditors or controllers. They evaluate the
accuracy or correctness of the accounts, and check for errors. They make sure that the
accounts comply with, or follow, established policies, procedures, standards, laws and
regularions. {Sec Units 7 and 8) The internal auditors also check the company’s systems of
control. related to recording transactions, valuing assers and so on. They check to see that
these are adequate or sufficient and, if necessary, recommend changes to existing policies
and procedures,

m External auditing

Public companies have ro submit their financial starements to external auditors —
independent auditors who do not work for the company. The auditors have to give an
opinion about whether the financial statements represent a true and fair view of the
company’s financial situation and results, (See Unir 3)

During the audit. the external auditors examine the company’s systems of internal
control, to see whether transactions have been recorded correctly. They check whether the
assets mentioned on the balance sheet actually exist, and whether theiv valuation is
correct, For example, they usually check that some of the debrors recorded on the balance
sheet are genuine. They also check the annual stock take — the count of all the goods held
ready for sale. They always look for any unusual items in the company’s account books
or statements.

Unril recently, the big auditing firms also offered consulting services to the companics
whose accounts they audited, giving them advice about business planning, strategy and
restructuring. Bur after a number of big financial scandals, most accounting firms
separated their anditing and consulting divisions, because an
auditor who is also getting paid o advise a client 1s no longer
totally independent.

Irreqularities
Yes | ——w»  Auditors Audirors produce
| qualified report,
Are s_c;ntml

BrE: stock take;
AmE: count of the inventory

produce an | |
audit report. | | staring that the
SYSte — | financial statements

.idt‘ql.:jl.fc« : do not give an
according to i < i
ALLOLOIOET | No - audirors find
external
ZI

entirely true and
irregularities: systems fair view and there
are not adequare,

are some problems.
| principles have not

| been applied correctly
or consistently.
| ¥

auditors? Iave
accounting,
principles

been Jpplmd

| correctly?

|
¥ Does the company

: follow the advice
Aunditors write a — .
given in the

management letter to 5

2 . management letter?
directors or senior
managers explaining
what needs to be
changed.

. i
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10.1

10.2

10.3

March the job tities {14 with the descriptions {a-d). Look ar A and 1 opposite 1o help you.

w

company employees who check the financial statements
expert accountants working for independent frms who review
r:)m]:\ﬁmfs‘ ﬁl]dl!ci;l] statements [Il_\d El[f[lll!1[illg rﬂ;ofd\
peaple who prepare financial starements

people wha prepare a company’s dav-to-day accounts

T bookkeepers
2 accounrants

&

3 internal auditors
4 external auditors

o

March the nouns in the box with the verhs below to make word combinations. Some
wirds can be used twice. Look a1 A and B opposite w help you.

accounts procedures opinions
systems of control regulations policies
Emd\ take advice laws ‘
o a Ty
‘\\\ 5 (\Cxﬂmll’lﬂr/
A S
{ comply with ' ive )
e ply g . 9 B

Complete the able with words from A, B and C oppasite and related forms. Pur a stress mark
in front of the stressed syllable in each word. The firsc one has been done for you. Then
complere the sentences below with the correct forms of words from the table.

Adjective

| ‘accurate

comphiance )
}_remn imend | i
|

1 | record -
[ T T examination |
L | examination | -

1 I'm an internal audicor T v the company’s accounts, to make sure thar they
AT s _— . and that they
dLA.()lUIlInL_ prmup\cs

2 If the control systems aren’t adequate, [ mak y

3 The external auditors check o sce if transactions are bmug

. with company policies and general

. coneerning changes.
. correctly.

Over 4o you

Would you like to work as an external auditor? Do you think they get a very friendly
welcome at the companies whose accounts they audit? If not, why not?

Professioral English in Use Finonce
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m The balance sheet 1

Assets, liabilities and capital

Balance Sheet, 31 December 20_ _ ($'000)

Current assets 3,500 Liabilities 6,000
Fixed assels 6,500 Shareholders’ equity 4,000
Total assets 10,000 Total liabilities and Shareholders” equity 10,000

Company law in Britain, and the Securitics and Fxchange Commussion in the US, require
companies to publish annual balance shects: statements for sharcholders and creditors.
The balance sheet is a document which has two halves. The torals of both halves are
always the same, so they balance. One half shows a business’s assets, which are things
owned hy the company, such as facrories and machines, that will bring future economic
benefits. The other half shows the company’s liabilities, and s capital or sharcholders’
equity (see below). Liabilities are obligations to pay other arganizations or people: money
that the company owes, or will owe ar a furure dare. These often include loans, raxes that
will soon have to be paid, future pension payments to emplovees, and bills from
suppliers: companies which provide raw materials or pares. If the suppliers have given the
buyer a period of time betore they have to pay for the goods, this is known as granting
credit, Since assers are shown as debirs (as the cash or capital account was debited to

se them), and the rotal must correspond wich the total sum of the credits — that s
the liabilities and capiral — assets equal labilitics plus capital jor A =L + C).

purcha

American and continental European companies usually pur assers on the lefr and capiral
and liabilities on the night. In Britain, this was raditionally the other way round, bur now
maost British companies use a vertical format, with assets at the rop, and labilities and
capital below.

BrE: balance sheet; AmE: balance sheet or statement of financial position
BrE: sharcholders’ equity; AmE: stackholders' equity

m Shareholders’ equity

Shareholders” equity consists of all the money belonging ro sharcholders, Part of this is
share capital - the money the company raised by selling irs shares. Bur shareholders
equity also includes retained earnings: profits from previous years that have not been
distributed — paid out to sharcholders — as dividends. Shareholders® equiry is the same as
the company’s net assets, or assets minus habilives.

A balance sheer does nor show how much money a company has spent or received during
a year. This informarion is given in other financial statements: the profit and loss account
and the cash flow starement. (Sce Unir 14)




1.1

Are the following statements teue or false? Find reasons for vour answers in A and B opposite.

1 Brirish and American balance sheets show the same informarion, but arranged differently.

2 The revenue of the company in the past vear is shown on the balance sheet.

3 The rwo sides or halves of a balance sheet always have the same toral,

4 The balance sheet gives information on how much money the company has received from
sales of shares,

5 The assers toral is always the same as the habilities total.
6 The bhalance sheet tells you how much money the company owes.

Complerz the sentences. Look at A and B oppaosite to help you.

are companies thar provide other companies wich materials, components, etc.
are profits that the company has not distributed to shareholde
are things a company owns and uses in its business.

consist of evervthing a company owds.

O

consists of money belonging to a company’s owners.

Make word combinations using a word from each box. Then use the word combinations
to complete the sentences below. Look ar A and B opposite to help you.

distribute liabilities
grant money
owe profits
pay earnings
relain credit
1 We alorof our hecause we don’r ... any of our .
1o the shareholders.
2 Most husinesses have customers who . because they

them 30 or 60 days’ |
3 We have a lor of

. that we'll have to .. baver this vear

"I'm afraid our accountants are being investigated for
Jraud — on the brighter side, our financial statements
have made the New York Times best-seller fiction list."

Over +o you

Look at the balance sheets of some large companies. What are the most common
sub-divisions of these categories: assets, liabilities, and shareholders' equity?

Professional English in Use Finance
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m The balance sheet 2: assets

m Fixed and current assets
[ Gl AR R (8 Baiance Sheet 31 December 20 ($°000)

Current assets

Cash and equivalents 3,415
Accounts receivable 8,568
Inventory 5,699
Other current assets 5,662
Total current assets 23,244
Non-current assets
Property, plant and equipment 4,500
Goadwill 950
Long-term investments 6.265
Total nan-current assets 11.715
Total assets 34,959

In accounting, assets are generally divided inro fixed and current assets, Fixed assers (or
noen-current assets) and investments, such as buildings and equipment, will continue to be
usvdl by rhe business For a long rime. Corrent assets are things that will probably be used
by the business in the near furure. They include cash — money available to spend
immediately, debtors — companies or people who owe money they wall have to pay in the
near furure, and stock,

If a company thinks a debt will not be paid, it has to anticipate the loss — rake action in
preparation for the loss happening, according to the conservatism principle. (See Unic 7) It will
write off, or abandon, the sum as a bad debt, and make provisions by charging a corresponding
amount against profits: that is, deducting the amount of the debe from the years profits.

Valuation

Manufacturing companies generally have a stock of raw marerials, work-in-progre
partially manufactured products — and products ready for sale. There are various ways of
valuing stock or inventory, but generally they are valued ac the lower of cost or market, which
means whichever figure is lower: their cost — the purchase price plus the value of any work
done an the items — ar the current marker price. This is another example of conscrvatsm: cven
if the stock 15 cxpected to be sold at a profit, vou should not anticipate profits.

Tangible and intangible assets

Assets can also be classified as tangible and intangible. Tangible assets are assets with a
physical existence — things you can touch - such as property, plant and equipmenr.
Tangible asscrs are gencrally recorded at their historical cost (see Unit 7) less accumulated
depreciation charges — the amount of their cost that has already been deducred from
profits, This gives their net book value.

Intangible assets include brand names — legally protecred names for a company’s products,
patents — exclusive rights to produce a particular new product for a fixed period, and trade
marks — names or symbols that are put on products and cannot be used by other
companies. Networks of contacts, loyal customers, reputation, trained staff or *human
capital’, and skilled management can alsa be considered as intangible asscts. Because it is
difficulr to give an accurare value for any of these things, companies normally only record
tangible assets. For this reason, a going concern should be worth more on the stock
exchange than simply irs net worth or ner asscts: assers minus liabilities. If a company buys
another one at above its net worth = because of its intangible assets ~ the difference in
price js recorded under assers in the balance sheer as goodwill.
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12.2

123

Find words and expressions in A, I3 and C upposite with the tollowing mcanings.

1 an amount of money that is owed but probably won’t be paid

2 the accounting valve of a company (assets minus liabilitics)

3 a lepal right 1o produce and self a newly invented product for a cermin peniod of nime

4 the historical cost of an asscc minus depreciation charges

5 the amounr a company pays for another one, in excess of the net value of 1ts assers

6 a legally protected word, phrase, symbol or design used to identify a product

7 to accept that a debr will nor be paid

8 to deduct money from profits because of debrs thae will not be paid

9 products that are not complece or ready for sale
10 the amount of money owed by customers who have bought goods bur not ver paid for them

March the two parts of the scntences. Look at A, B and C opposite o help you.

1 A company’s value on the stock exchange is nearly always

2 Brand names, rade marks, patents, customets, and qualified staff

3 Cash, money owed by customers, and invenrory

4 Companies record inventory ar the cost of buying or making the items,
5 Companies write off bad debts, and make provisions

& Land, buildings, facrories and equipment

a are current assets.

b are examples of intangible asscrs.

© are examples of tangible, fixed asscts.

d by deducting the amount from profics.

¢ higher than the value of its ner asscts.

f or the current marker price, whichever is lower.

Sort che following mto current. fixed and meangjble assers. I ook at A and C opposite to
help vou.

buildings cash 1 the bank debrors
goodwill human capteal mvestmients
stock land TEPULAtION

Currene assers Fixed assers Intangible assers

Over 4o fou

Think about the company you work for, or your place of study. What are its most valuable
assets? Are they shown on the balance sheet?




i

The balance sheet 3: liabilities

Liabilities

Liahilities arc amounts of money that a company owes, and are generally divided into
two types — long-term and current. Long-term liabilities or non-current liabilities include
bonds. (See Unit 33)

Current liabilities are expecied 1w be paid within a year of the date of the balance sheet.
They include:

m creditors — largely suppliers of goods or services to the business whe are nor paid at the

time of purchase
m planned dividends

m deferred taxes — money that will have to he paid as tax in the future, although the
payment does not have to be made now.

Current liabilities

Short-term debt 1,555

Accounts payable 5,049

Accrued expenses 8,593
Total current liabilities 15197
Non-current liabilities

Deferred income taxes 950

Long-term debt 3,402

Qther non-cuitent liabilities 1,201
Total non-current fiabilities 5,593
Total liabilities 20,750
Shareholders’ equity

Common stock 10,309

Retained earnings 3,900
Total 14,209

Total liabilities and Shareholders’ equity 34,959

Accrued expenses

Because of the marching principle, under which transactions and other events are reported
i the periods to which they relare and not when cash is received or paid, balance sheers
usually mchude acerued expenses. These are vepenses that have accumulated or built up
during the accounting year but will not be paid unil the following year, after the date of
the balance sheet. 50 acerued expenses are charged against income — that is, deducted
from profits — even though the hills have not yet been received or the cash paid, Accrued
expenses could include taxes and atilioy bills, for example electricity and water,

Shareholders’ equity on the balance sheet
Sharcholders” equity is recorded on the same part of the balance sheet as liabilities,
becanse i is money belonging to the shareholders and not the company.

Shareholders” equity includes;

m the oniginal share capital (money from stocks or shares issued by the company: sce
Unuts 29-30}

B share premium: money made if the company sells shares at above their face value — the

value written on them
retained carnings: profits from previous vears that have not been diseributed to shareholders

reserves: funds ser aside from share capital and earnings, retained  ByE: share premium;
for emergencics or other future needs. AmE: paid-in surplus



13.1

Are the following statements true or false? Find reasons for your answers in A, Band C
apposite.

1 A current liability will be paid before the date of the balance sheet.

2 A liabiliry thar must be paid in 13 months time is classificd as long-term.

3 A company's accrucd expenses are like money an individual saves to pay bills in the future.
4 Sharcholders’ equity consists of the money paid for shares, and retamed carnings.

5 It companies rerain part of their profits, this money no longer belongs to the owners.

& Companies can sell shares ar a higher value than the one stared on them.

Find words in A, B and C opposite with the following meanings.

1 meney that will be paid in less than 12 months from the balance sheer date

2 the money that investors have paid to buy newly issued sharcs, minus the shares’ face value
3 delayed, put off or postponed until a later time

4 built up or increased over a period of tme

Sort the following into assets and liabilities. Look ar A and B opposite to help you. You
may need to look ar Unit 12.

-ounts payable Land and buildings
Accrued expenses [nvestments \
Dividends Cash and equivalents
Tnventory Deferred taxes

\lu:_mma receivablie Long-rerm debr
Assets Liabilities

\\ i.\l‘”‘ﬂf“ 1
“ﬂ | et

“Oh, that three billion dollars.”
Over o You

Look at the last two annual reports and balance sheets of your company or one you would

like to work for. What differences do you notice in the balance sheets and what reasons
can you find for these?
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.m The other financial statements

The profit and loss account
Companies’ annual reports contain a profit
and loss account. This is a Ainancial statemenrt
which shows the diffcrence berween the

Searby PLC

Annual Profit and Loss Account, 1/20_

revenues and expenses of a period. Non- (E'000)
profit (or not-for-profit) organizations such as Sales Revenue 48,782
charities, public universiries and museumns Cost of Sales 33,496
generally preduce an income and expenditure Gross Profit 15,286
account. If they have more income than Selling, General and
expenditure this is called a surplus rather Administrative Expenses 10,029
than a profit. Earnings befare Interest, Tax,
reciati ization i
At the top of these statements s total sales bep iation anid Amor.tiz i 2l
revenue or turnover: the total amount of DepreGiation and Amorization li3ch
: ; s ; Earnings befare Interest and Tax 3,889
money recerved during a specific period. Nexr
: . Interest expenses 257
is the cast of sales, also known as cost of
oods sold (COGS): the costs associated with Income Tax. 1,064
B el S Net Prafit 2,568

making the products that have been sald,
such as raw marterials, labour, and factory
expenses. The difference berween the sales
revenue and the cost of sales 1s gross profit. There are many other costs or expenses that have to
be deducted trom gross profit, such as rent, electricity and office salaries. These are often
grouped together as selling, general and administrative expenses (SG8cA L

The statement also usually shows EBTTDA (carnings before interest, tax, depreciation and
amortzation} and EBIT (earnings before interest and rax). The first fgure is more objective because
depreciation and amortization expenses can vary depending on which system a company uses.

Afrer all the expenses and deductions is the net profit, often called the bottom line. This profit can
be distributed as dividends (unless the company has to cover past losses), or transferred to reserves.

t | BIE: net profit; AmE: net income
I BrE: profit and loss account; AmE: income statement

The cash flow statement

British and American companics also produce a cash flow statement. This gives derails of
cash Hlows — money coming into and leaving the business, relating to:

m opcrations — day-to-day activities
l m investing — buying or selling property, plant and equipment

m financing — issuing or repaying debe, or issuing shares,

| The cash tlow statement shows how effectively a company generates and manages cash.
Orher names are sometimes used for ir, including funds flow statement and source and
application of funds statement.

British companies also have to produce a statement of total recognized gains and losses
(STRGLY, showing any gains and losses that are not included in the profic and loss
account, such as the revaluation of fixed assers,



14,1 Which fgure in each of the following pairs is higher for a profitable company? Look at A
appesite to help you.
T cost of sales / sales revenue 4 net profit / pre-tax income
2 gross profit / ner profit 5 income tax / net profit
3 EBIT/ EBITDA

14.2  Complete the text with words from the hox., You will need ro use cach word more than
once. Look at B opposite to help yon

financing investing operations

[ S o means making money by selling goods and services. (2)
is spending Lﬂsh for the business’s future growth, including cash acquired by scllma
assets. (3) involves raising money by issuing stocks and bonds (and alse
paving dividends and interest and repaying bonds). It is berter for the company if it can
pay tor furure growth our of moncy from (4) . o , without having ro use

{5) . So a *healthy’ cash flow means thar the amount of cash provided by
6] o 18 grcater chan the cash used for (7)

14.3 Would the following appear as operating, financing or invesring activities on a cash flow
statement? Look ar the example below to help you.

Changes in operating assets and liabilitics Payments to repurchase stock ‘

Dividends paid Sale of property
Purchase of plant and equipment Depreciation and amortization expenses
| Ner income Income taxes payable
| Issnance of stock Repayment of debr J
| = ;
Cash flow statement ($'000) 20_ _ 20 _
Earnings 1,811 1,274
Amortization 924 683
Other adjustments to Eamnings 33 -6
Net cash provided from operations 2,768 1,951
Proceeds from issuing new stock - 234 167
Stock dividends paid 14
Net cash provided from financing 220 167
Additions to property, plant and equipment -2,351 -1,755
Net cash used for investing 2,351 1,755
Change in cash and equivalents during year 356 97
Cash and equivalents, beginning of year 2,150 2,014
Cash and equivalents, end of year 2,506 2,111

Over +o You
Look at cash flow statements in company annual reports, and at the share prices of those

companies over the past years. What happened to the share price of companies that generated
more cash than they spent, and what happened to those that spent more than they generated?
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Financial ratios 1

Types of financial ratio

Financial ratios express the relationships berween two or more items on financial
statements. They allow investors and creditors to compare a company’s present situation
and performance with its past performance, and with other companies. Ratios measure:

® liquidity: how easily o company can mrm some of its assets into cash

m solvency: whether a company has enough cash to pay short-term debrs, or whether it
could go bankrupt — have its assets sold o repav credirors

m cfficiency: how well a company uses its resources.

Liquidity and solvency ratios

CUrTEnT assets This is the current rato, whicl is a calculation of currenr assets
divided by current liabilities. It measures liquidity and shows how
much of 2 company’s assets will have 1o be converted into cash in the
next vear to pay debts. The ngher the rario, the more chance creditors have of being paid. For
example, if MacKenzie Inc (sce Unirs 12-13) has current assets of $23.244,000 and current
liabilities of $15,197.,000, its current vatio is 1,53, which is acceptable. It is often argued that
the current ratio of a healthy company should be closer to 2.0 than 1.0, meaning that it has
nearly twice as many assets as liabilirics,

current liabilities

Suppliers granting short-term credit to a company prefer the current ratio to be high hecause
this reduces their risk. Yet sharcholders usually prefer it to be low, because this means that
the company has mvested its assets for the furure.

liquid assets This is the quick ratio or acid rest, which is a calculation of liquid
assers divided by current liahilities. It measures short-term solvency.
Liquid assets are current assets minus stocks or inventory, as these
might be difficult o sell. MacKenzie Inc’s quick ratio is 1.15.

current liabilities

Earnings and dividends

Sharcholders are interested in rarios relating to a company’s share price, earings, and
dividend payments,

for the vear This is carnings per share {EPS). ir tells investors how
much of the company’s profit belongs to cach share, If
a company makes a post-tax profit of €1.5 million,
and ir has ssued 2 million shares, EPS = €0.75.

hare This 15 the price/earnings ratio or P/E rario. It
shows how expensive the share is. [f a company
has EPS of €£0.75 and che share is selling for
£9.00, the P/E ratio is 12 (€9 per shage divided by €0.75 carnings per share = 12 P/E.) A
high P/F ratio shows that investors are prepared to pay a high multiple of the earnings for a
share. because they expect it to do well in the future.

roral carnin

the number of ordinary shares

s market price of an ordinary

the past vear’s EPS

ordinary share dividend This is dividend cover or times dividend covered, which

— s shows how many times the company’s roral annual dividends
could have heen paid out of its available annual earnings. 1f a
company has EPS of 75 cents and it pavs our a dividend of 30 cents, the dividend cover is 75
{30 = 2.5. A high dividend cover shows that the company has a lot of money, but that it is
not being very generous to its shareholders. A ratio of 2.0 or higher is generally considered
safe (it means that the company can easily afford the dividend), but anything below 1.5 is
nisky. A low dividend cover - below 1.0 — means the company is paying our retained
surpluses from previous years.

et profit
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15.1

15.3

Tind words in A oppaosite with the following meanings.

1 the ability to sell an asset for cash

2 how well a business uses its assers

3 the relationship between two figures

4 how casily a business can pay bills or debrs when they are due

Make word combinarions using a word from each box. One word can be used twice. Then use
the word combinations to complete the sentences below. Laok at B and C opposite to help vou.

acid assets
current cover
dividend ratio
liquid test
quick
T s e, COMsiST of cash and things thar can be easily sold and converted
to cash.

2 A high

e shows that the company is recaining a lot of money belonging
to its shareholders.

3 The . .. o DT } N ... doesn’t connt stock or inventory
because this might be difficult or impossible to turn into cash.
G ThE e e, SROWS 2 company’s ability to pay its short-term debts,

Match the two parts of the sentences, Look ar B and C opposite to help you.
1 If a company pays out retained surpluses from past years

2 Some investors are worried that the new stock iss
3 A high current rario indicares shorr-term financial strengeh but

4 NWall Streer is on a historic price-carnings ratio of around 35, which

a it does not measure how efficiently the company 1s urilizing its resources.
b its dividend cover will tall below 1,0,

¢ makes the marker very expensive, as the long-term avel
d will dilute the company’s carnings per share.

age is 14.45.

Over 4o You ‘L

Look at a company's financial statements. Which of the financial ratios mentioned in this
unit can be caleulated:

m from the balance sheet? m from the profit and loss account?

m using both these statements?
Which ratios require additional information?
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‘B Financial ratios 2

Profitability

There arc various profitability ratios thar allow mvestors to compare a company’s profic with its
sales, its assets or irs capital. Financial analysts usually include them in their repores on companics.

gross profit (sales = cost of goods sold) This 15 the gross profit margin. It is the money a

sales

company has left after it pays for the cost of the goods

or services it has sold. A company with a higher gross
profit margin than competitors 0 its industry is more
efficient, and should be able to make a profit in the

future.

net profir This is return on assets. It measures how efficiently the firm's assets are being used

P e to generate profies.

ner pr:]ﬁ[

This 15 return on equity [ROEL It shows how big a company’s profic is

sharcholders” equity {after interest and tax) compared with the shareholders” equity or funds.
Leverage
dehr This is gearing or leverage, olten expressed as a percentage. Ir shows

sharcholders’ equity

how far a company is funded by loans rather than its own capital. A

highly geared or highly leveraged company is one that has a lot of debr

compared to equity.

EBIT {see Unit 14) This is interest cover or times interest earned. 1t compares a business’s

interest charges

annual interest pavments with its carnings before interest and tax, and

shows how easily the company can pay long-term debt costs, A low
interest cover (e.g. below 1.0) shows that a business 1s having difficulties

generating the cash necessary for its interest payments.

Citigroup Inc Key Ratios, 2005

Citigroup Banking Industry S&P 500
Average Average

Growth Rates %
Sales 1.5 294 10.7
EPS 32 21.2 1.2
Price Ratio
P/E Ratio 13.9 14.5 206
Profit Margins
Pre-Tax Margin 21.8 23.7 473
Net Profic Margin 155 16.3 76
Financial Condis
Debt/Equity Ratio 1.9 1.32 1.1
Interest Cover - 2.0 21 34
Investment Returns %
Return On Equity 187 132 145
Return On Assets 1.2 1.0 25

N

Brt: gearing; |

AmE: leverage |



Mateh the two parts of the sentences. Look ar A and B opposite ro help vou.

1 Afrer borrowing mitlions 1 finance the rakeover of a rval firm, the compamy™

2 Alchough sales fell 5%, the company's

3 Like profic growth, return on equity is a measure of

4 Wich just 24% gearing, the company can afford

a gross profit margin rose 9% from a year ago, so senior manapement isn’t worned.,
b how good a company is ac making money.

¢ interest cover is the lowest it has ever been.

d ro acquire its rival, which would help to increasc its sceady grow ch.

Read the rext and answer the questions below. You may need ro look ar Unies 11-14.

Predicting insolvency: the Altman Z-Score

The Z-Score was created by Edward Altmaa in the 1960s. [t combines a set of
5 financial retios and a weighting system 1o predict a company's probability of failure
using 8 varigbles from its financial statements.

The ratias are multiplied by their weights, and the results are added {ngethar.

The 5 financial ratios and their weight factors are:

A EBIT / Total Assets x3.3

B Net Sales / Total Assets x 0 999

C Market Value of Equity / Tolal Liabilities x 0.6 ]
D Working Capital / Total Assets x 1.2 :
E Retained Earnings / Total Assels % 1.4

Therefore the Z-Score=Ax3.3+Bx0999+C x0.6+Dx1.2+Ex1.4

Interpreting the Z-Score

>3.0 - based on these financial figures, the company s safe

2.7-2.99 -insolvency is possible

1.8-2.7 -thereis a good chance of the company going bankrupt within 2 years
<1.80  -there is a very high probability of the company going bankrupt !

Which ratio in the Z-Score takes into account:

1 money used for everyday expenses?

2 undistnbured profics belonging ro the shareholders?

3 income or earnings before interest and rax are deducred?

4 the current share price?

5 the amount of money received from selling goods or services?

Over to You

Loak at the financial statements of a company you are interested in and calculate the
company's Z-Score. Is it in good financial health?
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Cost accounting

w Direct and indirect costs

Cost accounting involves calculating the costs of dufferent products or services, so that
company managers can know what price to charge for particular products and services
and which are the most profitable. Direct costs — those that can be directly related ro the
producnen of particular wnits of a product - are guite easy 1o calouhae. Examples wmclude

But there are also indirect costs or
overheads — costs and expenses that cannot be identificd with particular manufacturing
processes o units of production. Examples include rent or property taxes for the
company’s offices and factories, clecericity for lighting and heating, the maintenance
department, the factory canteen or restaurant, managers’ salaries, and so on.
Costs such as these are often grouped together on the profit and [oss account
or income statement as Selling, General and Administrarive Expenses.

m Fixed and variable costs

Companies also differentiate hetween fixed costs and variable costs. Fixed costs are those
that do not change i the short term, even if the production level changes, such as rent
and interest payments. Vanable costs are those thar change in proportion to the volume

manufacruring materials and manufacturing wages

BrE: overheads; |
AmE: overhead
kil

| of production, such as components and raw marterials, and overtime pavments.

Manufacturing companics have to find a way of allocating fixed and variable costs ro the
3

rious products they make: that is, they divide up the costs and charge them o the
different products. Absorption costing attempts to charge all direct costs and all
producrion costs, and sumetimes all indirect costs such as administrative expenses, to
cach of the company’s products or services. Activity-based costing calculates all the costs
connected with a particular activity (e.g. product design, manufacturing, distribution,
customer service}, even if they are carried out by different departments in the company.
Most companies have departments or functions that do nor generate any
profit but only incur costs (e.g. accounting and legal departments). For

| accounting purposes, companies often make these deparrments into cost

centres, and allocate or charge all the costs relared to them separately.

BrE: cost ventre;
AmE: cost center

Breakeven analysis

When deciding whether it would be profitable ro produce a product, or offer a service,
companies do a breakeven analysis. This compares expecred sales of the new product with
expected costs — hoth direct and indirecr — ar various producrion levels. The breakeven
point is the sales volume — the number of units sold — ar which the company covers its
costs — pays all its expenses. To make a profit, it is necessary to sell more than chis.

Although cost accounting allows companies to caleulare production costs, pricing
decisions also depend on:

m the level of demand
the prices of comperitors’ products

L]

W the company’s financial situation

m he company’s objectives — the goals or aims it wanrs to accomplish
|

the company’s marketing policies — whether it is interested in maximizing sales or
maximizing profit.



17.2

March the words in the box wirh the definirions below. Look ar A, B and € opposite ro
help you.

breakeven pomnt cost centre fixed costs
‘ overheads variable costs profitable J

1 expenses that are not clearly related to production or manufacruring

2 a unit of acrivity in an organization for which costs are calculared separartely

3 costs thar depend on the amount prodaced

4 adjective meaning providing income for a company

5 costs thar do not change according to the production volume

6 the sales volume at which a company doesn’t make a loss, but doesn’t make a profit

Sort the following into direct, indirect, fixed and variable costs. Look at A and B apposite
to help vou.

Direct Variable

;\dvcrniing CXPETISeS |

| Bad deb g | ‘<
Cmm:me\ v T !

| Electricity [[E;machii_'l_t‘s | | 14‘1

\ Elecrricity for heating |

| Equipment repairs | _. | :|> ] _|

. ]
| Factory canteen L | l
T

Overtime pay |

| Raw materials

Property tax

| Rent |

Which of the following statements describes:

1 absorption costing?
2 activity-hased costing?

= S o e e e e e
As well as direct manufacturing costs — materials and labour - we allocate part
of our fixed and variable manufacruring overheads to the cost of every product. ‘

| W identify all the different functions within the company, and assign costs ©

{ products and services according to how much these functions are involved in ‘

the process of providing the products and services.
\ H - N
— —
-
Ve

Over 4o you
What do you think were the most important factors in the pricing of:

m this book? M two other products you beught recently?
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m Pricing

Manufacturers' pricing strategies

These are a student’s notes from a lecrure abour pricing.

Companies' prices are influenced by production and
distribution costs, both direct and indirect

= Mark-up or cost-plus pricing: some firms just calculate
the unit cost and add a percentage.

sales targer/profit target: “he

Most companies consider other factars, like demand,
competitors’ prices, sales targets and profit targets.

= Market penetration pricing: some companies launch
products at a price that only gives them a very small
profit, because they want a big market share. This
allows them to make profits later because of economies
of scale, e.q. Bic pens, lighters and razors; Dell PCs.

market sharé:

A . economies of seale: -
Market skimming: some customers will pay almost any - i of

price, e.g, for a new hitech product, so the company
can charge a really high price, then lower it to reach
other market segments, e.g. Intel with new microchips.
If a company has & higher demand for its products than
it's able to supply, it can raise its prices. This is often
done by monopolists.

Prestige pricing or image pricing: products positioned
at the luxury end of a market need to have a high
price: the target customers probably won't buy them if
they think the price is too fow, e.g. BMW, Rolex.
Going-rate pricing: if a product is almost identical to

competitors' products, companies might charge the
same price,

T A et e T 0y T

m Retail pricing strategies

= Loss-leader pricing: retailers (e.g. supermarkets) often i
offer some items at a very low price that isn't profitable,
to attract customers who then buy more products which
are profitable.

Tt L B —

Odd pricing or odd-even pricing: many producers and
retailers believe a customer sees a price of €29.95 as in
the €20 price range rather than the €30 one.

Elasticity: demand is elastic if sales respond directly to
price variations — e.q. if the price is cut, sales increase.

If sales remain the same after a change in price, demand
is inelastic




18.1

Find five verbs in A and B opposite that can be used to make word combinations with
‘prices”. Then use the verbs to complere the sentences below.

- ™
C prn:es )

1 Economists say that if sales increase when vou = . a price, demand s elastic.

2 If we have more customers than products availahle, we ﬂem’ﬂ]h‘ . Our prices.
3 Luxury goods companies make huge profits, because their customers are prepared to
_really high prices.

4 Our pr()duu[\ really the same as our competitor
5 After we've skimmed the market, we can

so we'll probably the same price.
the Price to get More customers,

Match the pricing strategies in the box with the statements helow. Look at A and B
opposite 1o help you.

[ going-rate pricing loss-leader pri market penetration marker skimming
L mark-up pricing odd pricing presrige pricing
Becawse of vur famous brand name | | Demand isn't very elastic, so we charge
and our repuration tor qualiry, we | the same price as our main competitors.
| can charge a very high price. —
oy \T
P
6 —

3@ % We actu: a few products at
We never use whole numbers ke ) breakeven price, bur this brings in
$10 or $20. Our pr

in 93 or 99 cents.

s always end customers who also buy a lot of
J L other things. |

o

§ 7 )
We launch our products at high We charge a really low price at first,
prices, and then reduce them a few because we wanr ro sell as many
.\_”")ﬂlhﬁ later to get more customers, k units of the product as possible
= P % T
/// \
47 Ty

We just get the cost accountants to

work out how much it costs to make

the product, and add our profir. |
= =

Over 4o You {

Can you think of at least one producer or retaiter that uses each of the priting strategies
mentioned here?
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Personal banking

Current accounts

A current account 1s an account which allows customers ro take vut or withdraw money,
with no restrictions, Money in the account does nor usually earn a high rate of interest: the
hank does not pay much for *borrowing’ your money. However, many people also have a
savings account of deposit account which pays more interest but has restrictions on when
vou can withdraw your money. Banks usually send monthly statements listing recent sums
of maney going out, called debits, and sums of money coming in, called credits.

Nearly all customers have a debit card allowing them to make withdrawals and do other

wransactions at cash dispensers. Most customers have a eredit card which can be used for

buying goods and services as well as for borrowing money. In some countries, people pay
bills with cheques. In ather couneries, banks don't issue chequebooks and people pay bills
by bank transfer. These include standing orders, which are used ro pay regular fixed sums
of money, and direct debits, which are used when the amount and payment date varies,

BrE: current account; AmE: checking account
BrE: cash dispenser, cash machine; AmE: ATM (Automated Teller Md(hmc]
|ﬂr[ ch(‘quc Am[ (he(k

Banking products and services

Commercial banks offer loans — fixed sums of money thar are lent for a fixed period (e.g.
two vears). They also offer overdrafts, which allow customers to overdraw an account —
they can have a debr, up to an agreed limit, on which interest is calculated daily, This is
cheaper than a loan if, for example, you only need t overdraw for a short period. Banks
also offer mortgages to people who want to buy a place to live, These are long-rerm loans
an which the property acts as collateral or a guarantee for the bank. 1f the borrower
doesn't repay the mortgage, the bank can repossess the house or flat — the bank takes it
back from the buyer, and sells ir.

Banks exchange foreign currency for people going abroad, and sell traveller’s cheques
which are protected against loss or theft. They also offer advice about investments and
private pension plans — saving money for when you rerire from work, Tncreasingly, banks

also try to sell insurance products to their custom

‘ BrEs travehier's cheque; AmE: fraveler’s eheek

E-banking

In the 19905, many commercial banks thoughr the
future would be in telephone banking and internet
banking or e-banking, Bur they discovered thar most
of their customers preferred to go to branches — local
offices of the bank - especially ones that had longer
opening hours, and which were conveniently siruated
in shopping centres.

YUM YUM
YOUR CARD
WAS

BrE: shopping centre; AmE: shopping mall
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19.1

19.2

193

Complete the advertisement with words from the box. Laok at A and B oppasite ta help you.

credir card current accounts debit card
direct dehir starements foreign currency
SAVINES ACCounts standing order traveller’s cheques

now offers 1% Interest on (1) . and 2.5% on
. We will give you a chequebook and plastic: a free

(3) for use in cash dispensers, and the possibility to apply for
a (4) . You can pay fixed monthly bills by (5)
and other bills by (6) .. . » There are no account charges as long
as you remain in credit, and we send you free monthly (7)
We can also sell you (8) ... = for your next holiday, or

. for greater security. What are you walting for? Call us today.

Find words in B opposite with the following meanings.

1 what you can earn when you leave vour money in the bank

2 an amount of money horrowed from a bank for a certain length of tme, usually for a specific
purpose

3 something thar acts as a securiry or a guarantee for a debt

4 an arrangement to withdraw more money from a bank account than you have placed in it

5 a long-term loan to buy somewhere to live

6 an arrangemenr for saving money ro give you an income when you stop working

7 to take back property that has not been completely paid for

Are the following statements true or false? Find reasons for your answers in A, B and C opposite.

1 Current accounts pay more interest than savings accounts.

2 There is less risk for a bank with a mortgage than with unsecured loans withour collateral.
3 Traveller’s cheques are safer for tourists than carrying forcign currency.

4 The majority of customers prefer to do their personal hanking ar the bank.

5 Rank branches are now all in shopping centres.

Do you prefer to go to the local branch of your bank, or to use the internet or the
telephone? Why? Why do you think most customers still prefer to go to the bank?
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Commercial and retail banking

Commercial and retail banks

When people have more money than they need ra spend. they may choose ro save it. They
deposit it in a bank account, at 2 commerdial or retail bank, and the bank generally pays
interest to the depositors. The bank then uses the money thart has been deposited to grant
Toans - lend meney 1o borrowers who need more money than they have available. Banks
make a profit by charging a higher rate of interest ro borrowers than they pay to deposirors.

Commercial banks can also move or transfer money from one customer’s bank account
0 another one, at the same or another bank, when the customer asks them to.

Credit

Banks also create eredit — make money available for someone to borrow — because the
money they lend, from their deposits, is usually spent and so transferred to another bank
account,

The capiral a bank has and the loans it has made are its assets. The customers” deposits
are hiabilifies because the money s owed to someone else. Banks have to keep a certain
percentage of their assets as reserves for borrowers who want to withdraw their money.
This is known as the reserve requirement. For example, if the reserve requircment is 10%,
a bank that receives a €100 deposit can lend €90 of it. If the borrower spends the money
and writes a cheque ro someone who deposits the €90, the bank receiving that deposir
can lend €81. As the process continues, the banking system can expand the first deposit
of € 100 into nearly € 1,000, In this way, ir creates credit of almost €900,

Loans and risks

Before lending money, a bank has to assess or calculate the risk involved. Generally, the
greater the risk for the bank of not being repaid, the higher the interest rate they charge.
Must retail banks have standardized products {or personal customers, such a3 pessonal
loans. This means that all customers who have been granted a loan have the same terms
and conditions - they have the same rules for paying back the money.

Banks have more complicated risk assessment methods for corporate customers — business
clients — bur large companies these days prefer to raise their own finance racher than
borrow from banks.

Banks have o find a balance berween liquidity — having cash available when depositors
want it - and different maturities — dates when leans will be repaid. They also have w
balance yield — how much money a loan pays — and ri

FCR. THE
ConVENIENCE O
OF CUSTRMERS THIS
BRANCH RAS BERN
MOVED TO TIERRA ) i
PEL FUEGC WHERE

|T Wik BE cPEN
U ACERATE
TOESDAY AFTERNCNS
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20,1 Compleie the semences from banks’ websites, Look a1 A and C opposite w help vou.

1
If you need instant access to all your money, this is the ..
for you.
2
Our products for oo Include business overdrafis, loan ‘
rapayments that reflact your cash flow, and commercial maortgages. I
3
Cur local branch managers are encouraged to help local businesses and are
authorized o .. and overdrafts.
4

|
We offer standardized loans: you can be sure you won't get less favourable terms |
and than our other . i

20.2  Match the two parts of the sentences, Look at A, B and C opposite to help you.

Banks lend savers” deposits

They also create credir by

How much credit banks can create
Defore lending money,

The interest rate on a loan

Ranks ak ssel Uy,

Banks always need liquidity,

N o=

[T R

banks have to assess the risk involved.

depends on the reserve requirements.

depends an haw risky it is for the bank to lend the monev.

so they can't lend all their money in loans with long maturities.
lending, the same original deposit several tmes,

to peaple who need to borrow money.

=)

"~

-

20.3  Find verbs in A, B and C opposire thar can be used to make word combinarions with the
nouns below. Then use some of the verbs to complere the sentences.

< interest )

Y

=
@
3
i

N
(_ money

1 With standardized products, all customers are . the same interest rate.

2 Banks generally know from experience how much cash to keep in their reserves for customers
who want 1o ...

3 Banks caretully study the financial sitaarion of a company to
lending it money.

the nsk involved in

Over 4o you "“

Look at some commiercial bank websites from your country. Which bank offers the best
rates to borrowers and lenders?




m Financial institutions

Types of financial institution

These are a student’s notes from a lecture abourt hanking.

For most of the 20th cenury, most banks operated in one country

only {in the US, in one state only). Different kinds of banks did

specialized kinds of financial business:

Retail banks ar cammercial banks worked with individuals and

small companies:

* received deposits c

+ made loans. (See Unit 20) Unit 39}

Investmstni bgnks worked with hig companies: takeover bid: v .

« gave financial advice 3 : A

* raised capital - increased the amount of money /
companies had by issuing stocks or shares and bonds

+ organized mergers and takeover bids.

Insurance companies

= povided life insurance and pensions,

Building societies Unit ?9)

» specialized in mortgages. Many have now become normal
commercial banks.

i

T

ol

(L L ——— -
BrE: merchant bank; AmE: investment bank
BrL: retail bank, commercial bank, High Street hank: AmE: retail bank, commercial bank

| BrE: l}ulldmg Slllltl\t‘s AmE: savings and loans associations

m Deregulation

The financial industry changed radically in 1980s and 90s when it
was deregulated.

= Before deregulation: rules and regulations in the US, Britain
and Japan prevented commercial banks doing investment
banking business. Some other countries (Germany,
Switzerland) already had universal banks doing all kinds of
financial business

Today: many large international conglomerates offer a
complete range of financial services. Individuals and
companies can use a single financial institution for all their
financial needs.

(sL’E‘ Unit 40}

il

B

— Specaailzed banks

Other types of banks still have specialized functions:

= central banks issue currency and carry out the government's
financial policy

+ private banks manage the assets of rich people or high net

worth individuals

clearing banks pass cheques and other payments through

the banking system

non-bank financial intermediaries such as car

manufacturers, food retailers and department stores now offer

praducts like personal loans, credit cards and insurance.

A srrs g TTIUOTIE, O o A RTE compeers AT O f

"t

-

.
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21.1  Find words in A and B opposite with the following meanings.

a company offering financial services

the money a company uses, raised by way of shares and bonds

when two formerly separare companies agree o join together

a company formed by the merger or takeover of several other companies

the ending of some rules and restrictions

when a company offers to buy the shares of another company 1o gain control of it

DU bW N

21.2  Before financial deregulation, which types of financial institutions did these types of
business? Look at A opposite to help vou,

Arranging mergers

offering life msurance

issuing shares and bonds

providing mortgages

veceiving deposits and making loans ro individuals and small companies
giving financial advice to companies

organizing {or defending against) takeover bids

providing pensions

TN @AW N

21.3  The extracts below are from websites. Which types of banks do the websites helong to?
Look at A and C opposite to help you.

The Federal Reserve was founded by Congress in 1913 to provide the nation with a safer, ..4'
maore flexible, and more stable monetary and financial system. ‘;,’
e Wl i i —" ' L ,/
2 7
We provide a full range of products and services, including advising on corporate strawesy "’[
and structure, and raising capital in equity and debt markets. /‘
S—— L N . o
3
How can we help you? We tan
Build a long-term, aneto-one relationship with your banker,
Manage your family's diverse business and personal assets
Build a portfolio tailored to your family's unigue needs.
Play an active role in managing your assets.
—— TN, JRFPFRE S e L LT »-Ei’"
4 > .
Nearly twelve million cheques and credits pass through the system each working day. Cheque !?-
volumes reached a peak in 1990 but usage has fallen since then, mainly owing to increased use of #
plastic cards and direct debits by personal customers. ;
L L P |
B Why bank with us? Because we offer: "
® & comprehensive range of accounts and services [
®m gver 1,600 branches, many with Saturday opening !‘:
= free withdrawals from over 31,000 cash machines .‘.ﬂ
= gnline and telephone banking for round-the-clock access to your accounts '£;

Does your company use more than one bank? Do you? Why?

Professional English in Use finance
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Investment banking

Raising capital
Ruth Henly works in an investment bank in New York.

“Unlike commercial banks, investment banks like ours
don't lend money. Instead we act as intermediaries
berween companies and investors. We help companics
and governments raise capital by issuing securities such
as stocks and bonds — that is, we offer chem for sale.
We often underwrite securitics issues: in ather words.
we guarantee to buy the securities ourselves if we can'’t
find other purch,

As well as initial public offerings (IPOs), when
companies offer stock for sale for the first time, there
are other occasions when they raise funds. For
example, they might want to expand their operations.
or t acquire another company, or to reduce their
amount of debt, or ro finance a specific project. They
don’t only raise capital from the public: they can sell
stocks or shares to institutional investors like insurance
companies, investment funds — companies thar invest
the money of lots of small investors, and pension funds
— companies that invest money that will later be paid
to retired workers.

We also have a stockbroking and dealing deparrment. This executes orders — buys and
sells stocks for clients = which is broking, and trades wich our own money, which is
dealing. The stockbroking department also offers advice t investors.”

| BrE: flotation; AmE: initial public offering (IFO) |

Mergers and acquisitions

‘Investment banks often represent firms in mergers and acquisitions {see Unit 21), and
divestitures, A divestiture is when a company sells a subsidiary — another company thar it
owns, Most of the fee — the money the company pays us for the service — will depend on
us completing the deal successtully. This gives the hank a good reason to make sure that
the transaction succeeds.”

Consulting and rescarch

‘Large corporations have their own finance and corporate development departments. Bur
they often use an wwestment bank like ours becanse, ke a consulting firm, we can offer
independent advice, and we have a lot of experience in financial transactions. We also
have a large necwork of contacts, and relationships with investors and companies that
could be interested in a merger or acquisition.

If we've worked on a transaction with a company, we know a lot about its business. This
means we can give advice about strategic planning — deciding what do 1o in the furure -
or financial restructuring — changing the way the business is financed. Large investment
banks also have extensive research departments with analysts and forecasters who
specialize in the valuation of different markets, industries, companic:
currencies. Analysts ey to work out how much things are worth now, and forecasters
study the prospects for the future.”

securities and




22.1

22.2

Complete the table with words from A, B and C opposite and related forms. Pur a stress
mark in front of the stressed syllable in cach word. The first one has been done tor vou.

Noun(s) Noun for people Adjective(s)
| a'equire 1 { - 4
i | | -
:)_ nn(ﬂryriml ;

institufe - { |
1

Complete the sentences from newspaper articles with words from the box.

acquiring advised divesting tees IPOs merged underwritten \
[/ 4+ -
Deutsche Telekom's 1PO was A Big Wall Street banks earned millions of |/
by Goldman Sachs. i dollars in consulting ... . from 'l
T LT — Enron before the cornpany cnllapsed }
2 o —
During their acquisition of 5[ :
Mannekmar, Vodslonisie; | When Mitsubishi Tokyo Financial Group
- by UBS. ! i e With UF] Holdings, they L/
Ty bemmc‘ the world's biggest bank. /
3 y y I——— A —— g —
Large multinationals are always "
less successful parts of [ 6
rhelr business as well as 55 In 2000, the global value of i
successful companies. /;f' . was over $220 billion. "
e ———— e — 4 — ol

Match the wards in the box wirch the defininions below. Look at A, B and C apposite to help vou.

tinancial restructuring consulting firm forccasters institunional investor
strategic planning pension fund subsidiary valuation

a company of experts providing professional advice to businesses for a fee

? a tinancial institution that invests money to provide retirement income for employees
deciding what a company is going to do in the future

people who try to predict what will happen in the furure

a company that is partly or wholly owned by another one

a financial instirution that purchases securiries

making changes ro how a company is financed

establishing how much something is worth

No—-

[= BN R IS Y

Over 4o Hou {

Can you name the largest investment banks in your country? Are they local or
nternational? Descrive the services they offer.
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Central banking

BN he functions of central banks

A journalist is interviewing Professor John Webb, an
expert in central banking.

i ) .
4:\- What are the main functions of central banks?

Well, most counrries have a central bank thar
provides financial services to the government and o
the banking system. If a group of countrics have a
common currency, for example the euro, they also
share a central bank, such as the European Central
Bank in Frankfurt.

Some central banks are responsible for monetary policy — trying to control the rate of
inflation to maintain financial stability. This involves changing interest rates. The aim is to
protect the value of the currency — what it will purchase ar home and in ather curren

Tn many countrics, the central bank supcrvises and regulates the banking system and the

whole financial sector It also collects financial data and publishes statistics, and provides
financial information for consumers. In most countries, the central bank prints and issues
currency - putting banknortes into circulation. It also participates in clearing chegues (see
Unit 21} and scttling debts among commercial banks.

m The central bank and the commercial banks

==, How exactly does the ceneral bank supervise the commercial banks? ‘
¥ : tervla’ banks? )

Well, commercial banks have to keep reserves — a certain amount of their deposits — for
customers who want to withdraw their money. These are held by the central bank, which
can also change the reserve-asset ratio — the minimum percentage of its deposits a bank
has to keep in its reserves.

If one bank goes bankrupr, ir can quickly affect the stability of the whole financial system,
And if depositors think a bank is unsafe they might all try to withdraw their money. If
this happens it’s called a bank run or a run on the bank, and the bank will quickly use up
its reserves. Central banks can act as lender of last resort, which means lending maney o
financial institucions in difficulty. to allow them to make payments. Bur central banks
don’t always bail out or rescne banks in difficulty, because this could lead banks to take
risks that are too big.

_ Central banks and exchange rates

il )

,_-__\ What abourt exchange rates with foreign currencies? |
B

Central banks manage a country’s reserves of gold and foreign currencies. They can try to
have an influence on the exchange rate — the price at which their currency can be
canverted into other currencies. They do this by intervening on the currency markets, and
moving the rate up or down by buying or selling their currcucy. (See Unit 44) This
changes the balance of supply — how much is being sold — and demand — how much is
being bought.
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23.1  Match the two parts of the sentences. Look at A and B opposite to help vou.

1 The central bank will sometimes lend money

2 Banks would probably start taking too many risks
3 Cenrral banks are usually responsible for

4 The cemrral bank can aleer

5 There will be low and stable inflation

2 if they could always be sure of rescue by the central bank.
b if there is a run on a commercial bank.

¢ if monetary policy is successful.

d printing and distributing banknotes.

e the amount of money commercial banks are able to lend.

23.2  Complete the text from the website of the Federal Reserve, the central bank of the United
States, Louk ar A opposite to help you.

Today the Faderal Reserve's duties fall inte four general areas:
» conducting the nation’s {(a) ., palicy;

> (b) e . and regulating han ng institutions and protecting the
cradit nghts -:)f consumets

» maintaining the (c) eivereeresonee.. OF the financial system; and

» providing certain (d} . services to the US government, the
public, financial m:t\tuhons “and fnrewgn official mstlturlons

23.3  Make word combinations using a word from each box, One word can be used twice.
Then use the word combinations o complere the sentences below. Look ar A, B and €
oppusite to help vou.

bank markets
currency run
exchange system
financial policy
monetary rate
stability

, including setting interest rares, is designed o mamtain ... ..

2 If there’s
om the whole .
3 On one day in 199 , the Bank of England lost over £1 billion (more than half of the country’s
foreign reserves) in 111@ et o+ LEYING TO protect the |
. of the pound.

and the bank goes bankrupt, this can have a rapid effect

Over +o you

Is the central bank in your country independent from the government? What powers and
responsibilities does it have?




m Interest rates

n Interest rates and monetary policy

An interest rate is the cost of borrowing money: the percentage of the amount of a loan
paid by the borrower to the lender for the use of the lender’s money. /

SOUNITY s minimum
interest rate {the lowest rate that any lender can charge) is usually ser by the central bank,
as part of monetary policy, designed ro keep mtlation low. This can be achieved it demand
{for goads and services, and the money with which to buy them) is nearly the same as
supply. Demand is how much people consume and businesses invest in facrories,
machinery, creating new jobs, erc. Supply is the crearion of goods and services, using
labour — paid work — and capital. When interest rates fall, people horrow more, and spend
rather than save, and companies mvest mare. Consequendly, the level of demand rises.
When interest rates rise, so that borrowing becomes more expensive, individuals tend to
save more and consume less. Companies also invest less, so demand is reduced.

If interest rates are set too low, the demand for goods and services grows faster than the
market’s ability to supply them. This causes prices to rise so that mflation occurs,
IF interest rates are set too high, this lowers borrowing and spending. This brings
down inflatien, but also reduces output - the amount of goods produced and
services performed, and employment - the number of jobs in the country.

Y Different interest rates

The discount rate is the rate that the central bank sets to lend short-term funds to

commercial banks. When this rate changes, the commercial banks change their own base

rate, the rate they charge their most reliable customers like large corporations, This is the
i rate from which they calculare all cheir other deposit and lending rates for savers and
!}O!'I'ﬂ\\'e!'s,

BrE: labour;

Banks make their profits from the difference, known as a margin or spread, between the
interest rates they charge borrowers and the rates they pay to deposirors. The rate that
horrowers pay depends on their creditworthiness, also known as eredit standing or credi
rating. This is the lender’s estimation of a borrower’s present and future solvency: their
abiliry ro pay debes. The higher the borrawer’s solvency, the lower the interest rate they
pav. Borrowers can usually get a lower interest rate if the loan is guaranteed by securities
ar other collateral. For example, mortgages for which a house or apartment is collaceral
are usually cheaper than ordinary bank loans or overdrafts — arrangements to borrow by
spending more than is in your bank account. Long-term loans such as mortgages often
have floating or variable interest rates that change according to the supply and demand
tor money.

| Leasing or hire purchase (HP} agreements
have higher interest rates than bank loans
and overdrafts. These are when a

H consumer makes a series of monthly
payments to buy durable goods (c.g.
a caty furniture), Undl the goods are paid
for, the buyer is only hiring or renting
them, and they belong to the lender. The
interest rate is high as there is lile securicy
for the lender: the goods could easily
become damaged.

BrE: base rate; AmE: prime rate

“On this model there’s a sensory device that
prevents you from sta ting, unless your seat belts
are fastened and your HP repayments are up to

date.”




244

24.2

24.3

Match the words i the box with the definitions below. Look at A and B opposite to help vou

‘ credinwaorthy floating rare invest labour
| spread output solvency Inrerest rate

1 the cost of borrowing money, expressed as a percentage of the loan

2 having sufficient cash available when dLl‘ts have to be paid

'{ paid work that provides goods and serv
4 borrowing rate that 1sn’ fixed

5 safe 1o lend money to

6 the difference berween borrowing and lending rares

7 ihe quantity of goods and services produced i an economy

8 to spend money in arder to produce mcome or profits

Name the wterest rates and loans, Then put them in order, from the lowest rate w the
highest. Look at B opposite to help you.

< a loan to buy property (a house, flat, erc.)

: horrowing money to buy something like a car, spreading payment over

commercial banks' lending rate for their most secure customers
soceasionally borrowing money by spending more than you have in the bank
2 the rare at which central banks make secured loans to commercial banks

L. 112 J 5. T. o [ JI5

lowest H.ghcst

Are the following statements true or false? Find reasons for your answers in A and B opposire,

Al interest rates are set by central banks,
2 When interest rates fall, people tend to spend and borrow more.
3 A borrower who is very solvent will pay a very high interest rate.
4 Loans are usually cheaper if they are guaranteed by some form of securirty or collareral.
5 If banks make loans to customers with a lower level of solvency, thev can increase their margins.
6 One of the causes of changes in interest rates is the supply and demand for money.

Over 4o You "'&

What are the average interest rates paid to depositors by banks in your country? How much

do borrowers have to pay for loans, overdrafts, mortgages and credit card debis? Is there
much difference among competing banks?

Professional English in Use Finance
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Money markets

The money markets

The money markets consist of a nerwork of corporations, financial institutions, investors
and governments, which need to borrow or invest short-term capiral (up te 12 months).
For example, a business ar government that needs cash for a few weeks only can use the
money market. So can a bank that wants to invest money that depositors could withdraw
at any fime. Through the money markers, borrowers can find short-term liquidity by
turning assets mro cash. They can also deal with irregular cash Hlows — in-comings and
out-poings of money — more cheaply than borrowing from a commercial bank. Similasly,
investors can make short-term deposits with investment companies ar competitive interest
rates: higher ones than they would ger from a bank. Borrowers and lenders in the money
markets use banks and investment companies whose business is trading financial
instruments such as stocks, bonds, shorr-term Yoans and debrs, rather than lending money.

m Common money market instruments

56

m Treasury bills {or Tohills) are bonds issaed hy governments. The most common maturity —
the length of time before a bond becomes repayable - is three months, although they can
have a maturity of up 1o one year. T-bills in a country’s own currency are generally the
safest possible investment. They are usually sold ar a discount from their nominal value —
the value written on them — rather than paying interest. For example, a T-bill can be sold
at 99% of the value written on ir, and redeemed or paid back at 100% at maturity, three
months larer.

m Commercal paper is a short-term loan issued by major companies, also sold at a

discount. Tr is unsecured, which means it is not guaranteed by the company’s asscts.

m Certificates of deposit {or CDs) are short- or medium-term, inrerese-paying debt

mstruments — written promises to repay a debt. They are issued by banks to large
depositors who can then trade them in the short-term money markets. They are known as
time deposits, hecause the holder agrees to lend the maney — by buying the certificare —
for a specified amount of time.

Note: Nominal value is also called par value or face value.

Repos

Another very common form of financial contract is a repurchase agreement (or repa).

A repo is a combination of two transactions, as shown below. The dealer hopes ro find a
long-term buver for the secunities before repurchasing them.

A dealer has
| unsold securities. i agreemg
+ to repurchase

-1 them ar a higher
. . 1
Dealer tries to find |
long-term buver |

| pricc on a fixed
r securitie

—
1

securities. Amount

less than the marker

\ future dare,

| Shore-term

| invesror sclls

Dealer repurchases |
securirics back ro

-
J dealer a fow days |

- * or weeks later. J
Dealer sells ‘ P
securities o long-

term huver, |

a loss if price of
securities, and their

-

securities.
A
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investar lends to dealer,
by buying securiries, is

1lue of the securities,
This is so investor avoids

value as collateral, talls.

Short-term investor buys

|



25.2

253

Are the following statements true of fabe? Find reasons for your answeers in A and B opposice.

1 Organizations use the money ntarkets as an aleernanve 6 borrowing from banks.

2 Money markers are a source of long-term finance.

3 All money market inscruments pay interest.

4 Certificates of deposit are issued by major manufacturmg companies.

5 Commercial paper is guarantecd by the government.

6 Some money market instruments can have more than onc owner before they mature.

March rhe words in the box with the definitions helow. Look at A and B opposite to help you.

cash flow competitive discount
liquidity marurity par value
redcemed shorr-rerm unsccured

1 a price below the vsual or advertised price

2 adjective describing a good price, compared to others on the market
3 the ability to sell an asser quickly for cash

4 {in finance) adjecrive meaning up to one year

5 adjective meaning with no guarantev or collateral

6 repaid

7 the lengh of time before a bond has to be cepard

8 rthe movement of money in and out of an organization

9 rhe price writkent on a securiry

Match the two parts of the sentences. Look at B and C opposite ro help you.

1 Maost money markert secaricies

2 A rtreasury bill is safc because it

3 Commercial paper

4 Cernificates of deposit (CDs)

5 Repurchase agreements {repos)

a ls issued by corporations, so it is nskier than T-bills.
b arv short-term, liquid, safe, and sold ac a discount.
¢ is guaranceed by the government.

d are short-term exchanges of cash for securives,

e are issued to holders of time deposits in a bank.

Over to Hou @9]}

What kind of money market instruments are you familiar with? Which ones would be mest
useful for your company, or for a company you would like to work for?
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Islamic banking

Interest-free banking

Some financial insotutions do not charge interest on loans or pay interest on savings,
hecause 1t is against cerrain ethical or religlons beliefs. For example, in Islamic countries
and major financial centres there are Islamic banks that offer interest-free banking.

Islamic banks do nor pay inrerest to depositors or charge inrerest ro borrowers. Instead
they invest in companies and share the profits with their depositars. Investment financing
and trade financing are done on a profitr and loss sharing (PLS) basis. Consequently the
banks, their depositors, and their borrowers also share the risks of the business. This form
of financing is similar to thar of venture capitalists or risk capitalists who buy the shares
of new companies. iSece 28}

Types of accounts

Current accounts in Islamie banks gve no return - pay no nterest —10 depositors, They
arc a safekeeping arrangement berween the depositors and the bank, which allows the
depositors to withdraw their money ar any time, and permits the bank to use this money.
Islamic banks do not usually grant overdrafts on current accounts. Savings accounts can
pay a return to depositors, depending on the bank’s profitability: that is, its ability to carn
a profit. Therefore the amount of return depends on how much profit the bank makes in
a given period. However, these payments are not guarantced. Therc 1s no fixed rate of
return: the amount of money the investment pays, expressed as a percentage of the
amounr invested, is not fixed. Banks are careful to invest money from savings accounts in
relarively risk-free, short-term projeces. Investment accounts are fixed-term deposits which
cannot be withdrawn before maturity. They receive a share of the bank’s profits, In
theory, the rare of return could be negarive, if the bank makes a loss. In other words, the
capiral is nor guaranteed.

Leasing and short-term loans

To finance the purchase of expensive consumer goods for personal consumprion, Islamic
banks can buy an item for a customer, and the customer repays the bank ar a higher price
later on. Or the bank can buy an item for a customer wirh a leasing or hire purchase
arrangement. (See Unit 24) Another possibility is tor the bank to lend money without
interest but ro cover its expenses with a service charge.

4 o business suddenly needs very short-term capital or working capital for unexpected
purchascs and expenses, it can be difficult o get it under the PLS system. On the other
hand, PLS means that bank—customer relations are very close, and that banks have o be
very careful in evaluating projects, as they are buying shares in the company.

Conventional banks Islamic banks
* Pay interest to depositors * Give no return on current accounts; share
* Charge interegst to borrowers profits with holders of savings accounts and
* Lend money to finance investment accounts

personal consumption goods * Share borrowers' profits [or losses)

* Buy items for personal customers with a
leasing or hire-purchase arrangement
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26.1  Mareh the rwo parts of the sencences. Look ar A opposite ro help you.

The basic feature of Islamic banking
Instead of charging and paying nterest
Deposirors in Islamic banks

4 Businesses thar borrow from Islamic banks
Islamic banks operare in a similar way

WKN =

L]

do nor receive a fixed requrm.

have to share their profits with the bank.

Islamic banks and theiv customers shave profits and fosses.
is thar it is interest-free.

to venture capiralists who buy companies™ stocks or shares.

manrn oo

26.2  Which of the following sratements could be made by customers of Islamic banks and
which by customers of convenuonal banks? Look ar B opposite to help you.

[ ger 1.5% on my current accoung and 3% on my savings account. )

T get a variablc rare of rerurn on my savings account, depending on the
bank's profitahiliry.

If I open a five-year investment account, T won’t be able ro withdraw my
money durg chis period, but Twill receive 3 share of the bank's profics.

4
They offered me an overdrafe of up ro one month’s salary.

If the hank makes a loss I could lose part of my savings. )

26.3  Make word combinations using a word from each box. Then use the wosd combinarions
o complere the sentences below. Look at A, B and C opposite o help you.

investment capitalists
service capilal
risk charge
working account

1 All businesses need .. - . for everyday purchascs and expenses.
2 I don’ pay interest but the bank adds a . TO cover its expenses.
3 Islamic banks are like the who buy the shares of new companics.

4 The bank pays me some of its ploﬁl> on tlw money | bave inmy

Over 4o you

What do you think are the advantages and disadvantages of profit and loss sharing
compared with charging interest?




60

Money supply and control

Measuring money
Professor John Webh, the banking expert we mer in Unir 23, continues his interview.

.\‘
v supply?
Py J

—_—
= Whar is the mon
\

It’s the stock of money and the supply of new money. The currency in circulation ~ coins
and notes thar people spend — makes up only a very small part of the money supply. The
rest consists of bank deposits.

Are there different ways of measuring it?
Yes. It depends on whether you include dme deposits — bank deposits that can only be
withdrawn afrer a certain period of time. The smallest measure is called narrow money.
This only includes currency and sight deposits — bank deposits that customers can
withdraw whenever they like. The other measures are of broad money. This includes
ings deposits and time deposits, as well as money market funds, certificates of deposit,
commercial paper, reputchase agreements, and things bke that. (See Unit 25)

~

54

/
. Whar abour spending?
To measure money you also have to know how often it is spent in a given period. This is
money’s velocity of circulation — how quickly it moves from one institution or bank
account to another. In other words, the guantity of money spent is the money supply
times its veloaty of circulation.

Changing the money supply

The monetary authorities — sometimes the government, bur usually the cenrral bank — use
monetary policy to oy to control the amount of moeney in circulation, and ite growth.
T'his is in order to prevent inflation ~ the continuous increase in prices, which reduces the
amount of things that people can buy.

m They can change the discount rate at which the central bank lends short-rerm funds ro
commercial banks. The lower interest rates are, the more money people and businesses
borrow, which increases the money supply.

m They can change commercial banks' reserve-asset ratio. (See Unit 23) This scts the
percenrage of deposits a bank has to keep in its reserves (for depositors who wish to
withdraw their money), which is gencrally around 8%. The more a bank has to keep, the
less it can lend.

m The central bank can also buy or sell treasury bills in open-marker operarions with
commercial banks. Tf the banks buy these bonds, they have less money {and so can lend less),
and it the central bank buys them back, the commeraal banks have mare money to lend.

Monetarism

Monetarist economists are those who argne that if vou comrol the money supply, you can
control inflation, They believe the average levels of prices and wages depend on the
quantity of meney in arculanon and its velocity of circulation. They think that inflation is
caused by oo much monetary growth: too much new money being added to the monev
stack. Other economists disagree. They say the money supply can grow because of
increased economic activity: more goods being sold and more services being performed.
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Are the following statements rrue or false? Find reasons for your answers in A and I
opposite,

1 Most money exists on paper, in bank accounts, rather than in notes and coins.

2 Banking cuscomers can withdraw ome deposits whenever they like.

3 The amount of money spent is the money supply multiplied by its velociey of circulation.

4 Central banks can try to control the money supply.

5 Commercial banks can choose which percentage of their deposits they keep in their veserves.

Use the words below to make word combinations with *money”. Then use the word
combinations to complete the sentences. Look at A opposite to help you.

| broad supply narrow
FTRE e snmainm ... 1s the existing stock of money plus newly created money.
2 The smallest or most restrictive measure is

3

1s & measure of money that includes savings dep

Find three nouns in B and C opposire thar make word combinations with ‘monetary”,
Then use the word combinarions to complere the sentences below.

o
monetary \i

L5

1 The
money.
2 The atiempt to control the amount of money in cirentation and the rate of inflation is called

. are the official agencies that can try 1o control the quanrity of

3 Monetaris

US inflation and money supply growth

$7.000bn

US broad maney supply
- o $6,000bn

..... N00hn
4%~
2%+
US inflation rate
0% T T T T T T
1993 1995 19u7 1999 2001 2003

Over 4o you

What is wrong with having inflation? What is the current inflation rate in your country?

Has this changed a lot over the past 20 years? Try to discover what factors have caused
any changes.

Professional English in Use Fingnee
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Venture capital

Raising capital
Alex Rodriguez works for a venture capital company:

*As you know, new businesses, called start-ups, arc
all private companies thar aren’r allowed to sell
stocks or shares to the general public. They have to
tind other ways of raising capital. Some very small
companies are able to operate on money their
founders - the people who start the company — have
previously saved, but larger companies need o get
capital from somewhere else. As everybody knows,
banks are usually risk-averse. This means they are
unwilling to lend to new companies where there’s a
danger that they won't ger their money back. But
there are firms like ours that specialize in finding
venture capital: funds for new enrerprises.

Some venture capital or risk capital companies use
ther own funds o lend money w companies, but
most of them raise capital from other financial
institutions. Some rich peaple, who banks call high
net worth individuals, and who we call angels or
angel investors, also nvest m start-ups. Although new companies present a high level of
risk, they also have the potential for rapid growth — and consequently high profits - if the
new business is successful. Because of this profic potential, institurions like pension funds
and insurance companies are increasingly investing in new companies, particalarly hi-tech
UNES.

Note: Venture capital is also called risk capital or start-up capital.

Return on capital

“Venrure capitalists like ourselves expect entrepreneurs — people with an idea to start a
new company — to provide us wirth a business plan. {See Unit 50)

Because of the high level of risk involved, investors in start-ups usually expeer a higher
than average rate of retust - the amount of money the investment pays - on their capital.
If they can’t get a quick return in cash, they can buy the new company’s shares. If the
company s successtul and later becomes a public company, which means it is listed on a
stock exchange, the venture capitalists will be able to sell their shares then, ar a profic.
This will be their exit strategy.

Venture capitalists generally invest in the early stages of a new company. Some companies
need further capiral to expand before they join a stock exchange. This is often called
mezzanine financing, and usually consists of convertible bonds — bonds that can later be
converted o shares {see Unit 33) - or preference shares thart receive a fixed dividend. (See
Unir 29) Investors providing money at this stage have a lower risk of loss than carlier
investors like us, but also less chance of making a big profit.”

| BrE: prul’elt'rwcmun.‘s; AmE: preferrcmrk |
ot i Sl Tl ld U i ]
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Complete the crossword. Look at A and B opposite to help yon.

Across
3 A firm listed on a stock exchange isa . . 16,7)
7 Individuals who lend money to new companies are sometimes called . (B)

usually don’t wane ro finance new companies. (6)
Tﬁ.ldl' ITUI'['I an investment 1s 1ts rate of Ceoe L(?J
. companics. (4.7)

Banks thar are risk-
10 The amount of mone
11 New husinesses often have to ger finance from ..
12 The people who start companies. (8)

>

Down
1 Peaple who have ideas for setting up new busimesses. (13)
2 ... capital firms specialise in financing new companies. (7

4 \Iam banks don’t want to . money 1o new businesses.

5 People who wanrt to borrow money ro starr a company write a business (4

6 Money invested in a company just before it joins a stock exchange is sometimes called
hnancing. (91

9 and 13 down A new company is often called a L (5-2)

13 See 9 down.

March the two parts of the sentences. Look at A and B oppoesite to help vou.

1 Banks are usually relucrant

2 Start-ups often get money

3 New companies can grow rapidly

4 Risk capitalists usually expect

5 Venture capitalists need an exit strategy - a way

6 Mezzanine financing is a second round of financing

a a higher than average return on their money.
b and so are patentially profirable.

¢ before a company joins a stock exchange.

d o get their money back after a few vears.

e o lend money o new companies,

f from specialized venture capiral firms,

Over +o you

Would you invest in start-ups? In which fields? If you wanted to start a business, how
would you try to raise capital?
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Stocks, shares and equities

Stocks and shaves are certificates representing part ownership of a company. The people who
own them are called stockholders and shareholders. In Britain, stock is also used to refer to all
kinds of securities, including government bands. (See Unit 33) The word equity or equities is

also used to describe stocks and shares. The places where the stocks and shares of listed or
quoted companies are bought and sold are called stock markets or stock exchanges.

Going public

A SUCCCEBFUE E,\.lSUng u)mp:m_v wants o
xpand, and decides to go public. J

The company gers advice fram an

invesement bank abour how many shares
| to offer and at whar price.
(-

[ The company gets independent accountants ‘
| 1o produce a due diligence report. |

i A :
The company produces a prospectus which
explains its financial position, and gives

derails abour che senior managers and the
financial results from previous years.
|
- Y
[ Uhe company makes o tlotaton or 1IPO |
|_\‘initial public offering). ‘

L

\

| An mvestment bank underwrites the stock }
issuc.

FEENY

Nate: Flotation can also be spelt floatation,

Ordinary and preference shares

If a compar

go public: change from a private company
to a public limited company (PLC) by
selling shares to outside investors for the
first rime (with a flotation)

due diligence: a deralled examinarion of a
company and its financial situation

prospectus: a document inviting the public
to buy shares, stating the terms of sale and
giving informarion about the company

financial results: details about sales, costs,
debrs, profits, losses, cte. (See Units 11-14)

flotation: an affer of a campany’s shaces ta
investors (Anancial instirutions and the
general public)

underwrites a stock issue: guarantees to
buy the shares if there are not enough other
huyers

nE: comman stock
n QU 5

BeE: mdmu;y shares

« has only ene type of share these are ordinary shares. Some companies also

have preference shares whose holders receive a fixed dividend (e.g. 3% of the shares”
nominal value) that must be paid before holders of ordinary shares receive a dividend.
Holders of preference shares have more chance of getting some of their capital back if a

company goes bankrupt

stops trading because it is unable to pay its debrs. If the

company goes mte hgudation - has 1o sell all its assets to repay part of its debis — holders
of preference shares are repaid before other shareholders, but after owners of bonds and
ather debrs, If shareholders expect 2 company o grow, however, they generally prefer
ardinary shares to preference shares, because the dividend is likely to increase over time.

Professional English in Use Finance
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29.2

29.3

Match the words 1 the box with the definitions below. [ ook at A, B and C opposire o
help vou.

bankrupr prospectus

poing public ordinary shares
flotation preference shares
investors stock exchange
liquidartion 10 underwrire

a documenc describing a company and offering stocks for ale

a marker on which companics® stocks are traded

buyers of stocks

changing from a private company to a public one, quotced ort a stack exchange
the firse sale of a company’s stocks to the public

€0 guarantee to buy newly issued shares if no one else does

shares that pay a guaranteed dividend

the most commaon form of shares

insolvent, unable to pay debrs

the sale of the asscts of a failed company

CWENO O A WN =

Are the followmg stagements true or false? Find reasons tor your answers in A, Band C

opposite.

1 New companies can apply ro join a stock exchange.

2 Investment banks somenmes have ro buy some of the srocks i an [PO.

3 The due diligence reporr is produced by the company’s own acconacauts.

4 The dividend paid on preference sharcs is variable.

5 If a company goes bankrupr, the first invescors t gec any money back are the holders of
preference shares.

Make word combinations using a word or phrase from each box. Then use the correct
forms of the word combinations to complete the sentences below. Look ar A, B and C
opposite to help you.

offer an issue

go a prospectus
produce shares
underwrite public

After three very profirable years, the company is planning ro (1) 2) .. ...and
we're (3) 100,000 (4} for sale. We've (5) .3 very attractive
(6) ... and although a leading bank is (7) . the (8) s
we don’e think they’ll have to buy any of the shares.

Over 4o You Mﬂ

Have there been any big flotations in the news recently? Are there any private companies
whose stocks you weuld like to buy if they went public?

Professional English n Use Finonce
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Stocks and shares 2

Buying and selling shares

After newly issued shares have been sold (usually by investment banks) for the first time —
this is called the primary market — they can be repeatedly traded ar the stock exchange on
which the company is listed, on what is called the secondary market.

Major stock exchanges, such as New York and Londen, have a lot of requirements about
publishing financial information for shareholders. Most companies use over-the-counter
{OTC) mvarkeis, such as NASDAQ in Mew York and the Alternarive Investment Market
[AIM) in London, which have fewer regulations.

The nominal value of a share — the price written on it — is rarely the same as its market
price — the price it is currently being traded at on the stock exchange. This can change
every minute during trading hours, because it depends on supply and demand - how many
sellers and buyers there are. Some stock exchanges have computerized automatic trading
systems that match up buyers and sellers, Other markers have marker makers: traders in
stacks wha quote bid {buying) and offer [selling) prices. The spread or difference berween
these prices is their profit or mark-up. Maost customers place their buying and selling
orders with a stackbroker: someone wha trades with the marker makers.

New share issues

Companies that require furcher capital can issue new shares, If these are offered to
existing shareholders firse chis is known as a rights issue — because rthe current
sharcholders have the first right to buy them. Companies can also choose to capitalize
part of their profit or retained earnings. This means turning their profits into capital by
isswring new shares 1o existing shareholders instead of paying them a dividend. There are
various names for this process, including scrip issue, capitalization issue and bonus issue.
Companes with surplus cash can also choose ro buy back some of their shares on the
secondary marker. These are then called own shares.

|BrE: own shares; |
AmE: treasury stock

Categories of stocks and shares
Investors tend to classify the stocks and shares available in the equity markets in different
categorics.
m Blue chips: Stocks in large companies with a reputation for qualiry, reliability and
profitabilicy. More than two-thirds of all blue chips in industrialized countries are owned
by institurional investors such as insurance companies and pension funds,

m Growth stocks: Stocks that are expected to regularly rise in value. Most technology
companies are growth stocks, and don’t pay dividends, so the shareholders’ equiry or
owners’ equity ncreases. This causes the stock price to rise, {See Unit 11)

m [ncome stocks: Stocks that have a history of paying consistenely high dividends.

Defensive stocks: Stocks that provide a regular dividend and stable earnings, bur whose
value is not expected to rise or fall very much,

m Value stocks: Stocks that investors believe are currently trading for less than they are
worth — when compared with the companies’ assets.



30.1

30.2

30.3

March the words in the box with the definirions below. Look at A and B opposire o help vou.

to capiralize market price primarv market own shares
rights issuc secondary marker nominal value

1 new shares offered vo existing shareholders

2 the price written on a share, which never changes

3 to turn profits into stocks or shares

4 the market on which shares can be re-sold

5 the price ar which a share is currendy being raded

6 shares that companies have bought back from rtheir owners
7 the markee on which new shares are sold

Are the following staremenrs true or false? Find teasons for your answers i A and B opposite.

1 Stocks that have already been boughr at least once are traded on rhe primary marker.

2 NASDAQ and che AIM have mare regulations than che New York Stock Exchange and che
London Stock Exchange.

3 The marker price of stocks depends on how many buyers and sellers there are.

4 Auromatic trading systems do not require macker makers.

5 Market makers make a profir from rhe ditference berween cheir bid and offer prices.

Complerte the sentences. Look at B and € opposite o help you.

1 - 5 . A
A stock whose price has suddenly fallen This stock used o be considered an
a lot after a company had bad news . , bur two years ago
could be a . oy as it will the company snrtul to cut its dividend
probably rise agam and reinvest igs cash in the business.
2 . LY L
The stocks of food, tobacco and oil The financial direcfor announced a
companies are usually R forthcoming .. _of new
as demand doesn’t rise or fall very much shares to existing shareholders.
in perlods of cconomic expansion or
contraction. 7 - -
The company is planning a
.. of one addicional
3 - - ea
Pension funds and insurance companies, share for every chree existing shares.
which can’t rake risks, usnally only
invese in B

We have bought back 200,000 ordinary
shares, which increases the valve of our
o €723,000.

The best way to make a profic  the

long, term is to avest in

Over 4o fou

‘!’

If you had a lot of money to invest in stocks, what kind of stocks would you buy, and wiy?
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Shareholders

Investors
Stock markets are measured by stock indexes (or indices), such as the Dow Jones
Induserial Average (D]IA) n New York, and the FTSE 100 index (often called the Footsie)
in London. These indexes show changes in the average prices of a selected group of
importanr stocks. There have been several stock marker crashes when these indexes have
fallen considerably on a single day (e.g. ‘Black Monday”, 19 Ocrober 1987, when the
DJIA losr 22.6

Financial journalists nse some animal names ro describe investors:

s to rise

m bulls arc investors who expect pri
m hears are investors who expect them to fall

W stags are investors who buy new share issues hoping that they will be over-subscribed.

This means they hope there will be more demand than available stocks, so the successful

buyers can immediately sell their stocks at a profir.

A period when most of the stocks on a market rise is called a bull marker. A period when
must of them fall in value is a bear market.

Dividends and capital gains

Companies that make a profit cither pay a dividend to their stockholders, or retain their
earnings by keeping the profits in the company, which causes the value of the stocks 1o
rise, Stockholders can then make a capiral gain — increase the amount of money they have
= by selling their stocks at a higher price than they paid for them. Some stockholders
prefer not to receive dividends, because the tax they pay on capital gains is lower than the
income cax they pay on dividends, When an investor buys shares on the secondary
market they are either cum div, meaning the investor will receive the nexr dividend the
company pays, or ex div, meaning they will not. Cum div share prices are higher, as they
include the estimated value of the coming dividend.

Speculators

Institutional mvestors generally keep stacks for a long period, bur there are a
speculators — people who buy and sell shares rapidly, hoping to make a profit. These
include day traders — people who buy stocks and sell them again before the sertlement
day. This is the day on which they have to pay for the srocks they have purchased,
usually three business days afrer che trade was made. If day traders sell ar a profit before
scttlement day, they never have to pay for rheir shares. Day traders usually work with
online brokers on the interner, who charge low commissions - fees for buying or selling
stocks for customers. Specularors who expect a price ro fall can take a short position,
which means agreeing o sell stocks in the furure at their current price, before they
actually own them. They then wair for the price to fall before buving and selling the
stacks. The opposite — a long pasition — means actually owning a sceurity or other asser:
that is buving it and having it recorded in one’s account.

June 1: Sell 1.000 Mizrosaft stacks, to be delivered June 4, at current market price: $26.20
June 3: Stock falls to $25.90. Buy 1,000
June 4: Settlement day. Pey for 1,000 stacks @ $25.90, receive 1,000 x $26.20. Profit $300

A short position

Professional English in Use Finance
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31.3

Label the graph with words from the box. Look at & opposite to help you.

irker

—_—
Lh”” market

W}xa’

— T —T"
1984 1985 1986 1987 1988

Answer the questions. Look at A, B and C opposite to help you.
1 Hlow do stags make a profu?

2 Why do some investors prefer not to receive dividends?

3 How do you make a profir from a short position?

Malke word combinarions using a word or phrase from each box. Some words can be used
rwice. Then use the correct forms of the word combinations to complere the sentences belonw.
Look ar B and C oppesire to help you.

nake
own
pay
receive
retain
take

a capital gain
a dividend

earnings

a position
a profit
sccurities

tax

. less
than oo income. So
not o, ST
company

. on capital gains
harehalder, T prefec
oo I the

selling my shares ac a profit instead.
2 Day trading is exciting because if a share price

falls, you can . e b
cashorr But ics risky
. thar you don't even

'''''''' The sculpiure of o bull near the New York Stock
Exchange

Would you like to be a day trader? Or would you be frightened of taking such risks?
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Share prices

Influences on share prices

70

Share prices depend on a number of facrors:

m the iinancial situation of the company

m the situarion of the industry in which the company operates
m che stare of the economy in general
-

the beliels of investars - whether they believe the share price will rise or fall, and whether
they believe other investors will think this.

Prices can go up or down and the question for investors - and speculators — is: can these
price changes be predicted, or seen in advance? Shen price-sensitive information — news
that affects a company’s value - arrives, a share price will change. But no one knows
when or whar chat information will be. So information about past prices will not tell you
what tomorrow’s price will be.

Predicting prices
There are different theories about whether share price changes can be predicted.
m The random walk hypothesis. Prices move along a ‘random walk’ — this means day-to-
day changes are completely random or unpredicrable,
m The cfficient market hypothesis. Share prices always accurarely or exactly reflect all
relevant information. It is therefore a waste of fime to arempt to discover patterns or
rrends — general changes in behaviour — in price movements.

Head

Fi shouidter Right shoulder

AN

Time Head and shoulders pattern

m Technical analysis. Technical analysts are people who believe that studying past share
prices does allow them to forecast future price changes. They believe thar marker prices
result from the psychology of investors rather than from real economic values, so they
look for trends in buying and selling behaviour, such as the *head and shoulders’ patrern.

®m Fundamental analysis. This is the opposite of technical analysis: it ignores the behaviour
of invesrors and assumes that a share has a true or correct value, which might be different
from its stock market value, This means that markets are not efficient. The truc value
reflects the present value of the future income from dividends.

Types of risk

Analysts distinguish between systematic risk and unsystemaric risk. Unsystemaric risks are
things that affect individual companies, such as production problems or a sudden fall in
sales. Investors ¢an reduce these by having a diversified portfolio: buying lots of different
rypes of securinigs. Systemaric risks, however, cannor be eliminated in this way. For
example market tisk cannot be avoided by diversification: if a stock market falls, all the
shares listed on it will fall to seme extent.

Prafessional English in Use Finance
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Mutch the two parts of the sentences. Look at A und B opposite ro help vou.

1 The random walk theory stares thar
2 The efficient market hypothesis s that
3 Technical analysts belicve thar

4 Fundamental analysts believe thar

a smdying charts of past stock prices allows you ro predice future changes.

b srocks are correctly priced so it is impossibie v make a profir by finding undervatued ones.
¢ you can calculate a stock’s true value, which mighr not be the same as its marker price.

d it is impossible to predice furure changes in stock prices.

Are the followiag statements teue or false? Find reasans far your answers in B and C appasyte.

Fundamental analysts thmk thar scock prices depend on psychological facrors — what people
think and feel — rather than pure ccononiic dava.

Fundamental analysts say thae the true value of a stock is all the income ir will bring an
investot in the forure, measored at wday’s money valves.

Investors can proteer themselves against unknown, unsystematic risks by having a broad
colleetton of different invesrments.

4 Unsystermatic nsks can affeet an investor's ennire portfolio.

~

w

Macch the theories {1-3) w the statements (a—). Look at B opposite to help you.
1 fundamental analysis

2 technical analysis

3 efficient market hyporthesis

Share prices are correct ar any given ome. When aew mformanon appeirs.
they change ro 4 new correct price.

By analysing a company, yout can determine irs real value. This sometinies
allows you to niake 2 profic by buying underpriced shares.

Ir's not only the facts about a company thar mateer: the stock price also
depends on what investors chink or tee) about the company’s future.

Over 4o you

Do you believe that it is possible to find undervatued stocks, predict future price changes,
and regularly get returns that are higher than the stock market average?
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Bonds

Government and corporate bonds

Bonds are loans to local and narional governments and to large companies, The holders
af honds generally receive fixed interest payments, omee or twice a year, and get their
money — known as the principal — back on a given marturity date. This is the date when
the loan ends.

Governments issue bonds to raise money and they are considered to be a risk-free
invesrment. [n Britain government bonds are known as gilt-edged stock or just gilis. In
the US they are called Treasury netes, which have a maturiry of 2-10 vears, and Treasury
bonds, which have a maturity of 10-30 years. (There are also short-term Treasury bills
which have a different function: see Units 25 and 27,

Companies issue bonds, called corporate bonds, because they can usually pay less interest
to bondholders than they would have to pay if they raised the same money by a bank
loan. These bonds are generally safer than shares, because if a company cannot repay its
debes it can be declared bankrupr. If this happens, the creditors can force the company to
stop doing business, and sell 1s assets 1o repay them, o this way, bondholders wilt
prabably ger some of their money back.

Boreawers — the companies issuing, bonds — are given credit ratings by credic agencies such
as Standard & Poor’s and Moody’s. This means that they are graded, or rared, according
to their ability ro repay the loan to the bondholders. The highest grade (AAA or Aaa)
means that there is almost no risk that the borrower will default - fail to pay interest or
to repay the principal. Lower grades (e.g. Baa, BBB, C, etc.) mean an increasing risk of
the barrower becoming insolvent — unable w pay interest or repay the capital.

Prices and yields

Bonds are traded by banks which acr as marker makers for their customers, quoting bid
and offer prices with a very small spread or difference between them. (See Unit 30) The
price of bonds varies inversely wirh interest rates. This means that if interest rates risc, 50
that new borrowers have to pay a higher rate, existing bonds lose value. If interest rates
fall, existing bonds paying a higher interest rate than the marker rate increase in value.
Consequently the yield of a bond — how much income ir gives — depends on its purchase
price as well as its coupon or interest rate. There are also floating-rate notes — bonds
whose interest rare varies with market interest rates.

Other types of bhonds

When interest rates are high, some companies issue convertible shares or convertibles,
which are bonds that the owner can later change into shares. Convertibles pay lower
interest rates than ordinary bonds, because the buver gets the chance of making a profit
with the convertible oprion,

There are also zero coupon bonds that pay no interest but are sald at a big discount on
their par value, which is 100%, and repaid at 100% at maturity. Because they pay no
nterest, their owners don't receive maney every vear (and so don’t have to dectde how to
reinvest 1t); instead they make a capital gain at maturity.

Bonds with a low credit raring (and a high chance of defaulr), but paying a high intercst
rate, are called junk bonds. Some of these are known as fallen angels — bonds of
companies that were previously in a good financial situation, while others are issued to
finance leveraged buyours, (See Unit 40)

| BrE: convertible shar

1
convertible bond |
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33.2

33.3

Match the words m the box with che definitions below, Look ar A and B oppasite o help vou.

coupon maruriry dace
credit rating, principal
ilt-edged stock “Treasury bonds
t ry
defaulr Treasury notes
insolvenr yicld

the amount of capital making up a loan

an estimation of a borrower's solvency or abhty to pay debes

bonds issued by the British gaverament

non-payment of intcrest or a loan at the scheduled time

the day when a bond has to be repaid

long-term bonds 1ssued by the American government

the amount of interest that a bond pays

medium-rerm (2-10 year) bonds issued by the American governmenr
the rate of income an investor receives from a security

unable to pay debes

CO@EN®G A WN =

Are the following statements rrue or false? Find reasons for your answers in A, B and C apposite.

1 Bonds arc repaid ar 100% when rhey macure, unless the borrower is insolvent,

2 Bondholders are guaranteed ta get all cheir money back if 1 company goes bankoupt.

3 AAA bonds are a very safe investment.

4 A bond paying 5% interest would gan in value if meerest rates rose to 6%.

5 The price of lloating-rate notes doesn’t vary very much. because they always pay market
Inrerest races.

6 The owners of convernbles have to change them into shares,

7 Some honds do not pay interest, bur are repaid at above their selling price.

8 Junk bonds have a high credir rating, and a relarively low chance of default.

Answer the questions. Look at A, B and (C opposite 1o help you.

1 Which 15 che safesr for an nvestor?

A a corporate bond R a junk bond C a government bond
2 Which is the cheapest way for a company to raise money?

A a bank loan B an ordinary bond C a convertible
3 Which gives the highest porential retum ro an wvestor?

A a corporate bond B ajunk bond C a government bond
4 Which is the most profitable for an investor if interest rares rise?

A a Treasury bond B a floating-rare note C a Ireasury note

Over +o you

Is this a good time to buy bonds? Why/why not?




BY¥Y Futures
BEY commodity futures

Forward and futures contracts are agreements to
sell an asser ar a fived price on a fixed date in the
future. Futures are traded on a wide range of
agricultural products {incuding wheat, maize,
soybeans, pork, beef, sugar, tea, coffee, cocoa
and arange juice), industrial merals (aluminium,
copper, lead, nickel and zinc), precious metals
(gold, silver, platinum and palladium) and oil.
Phese products are known as commaoditics,
Furures were invented to enable regular buyers
and scllers of commodities to protect themselves against losses or to hedge against future
changes in the price. If they both agree to hedge, the seller (e.g. an orange grower) is
protected fram a fall in price and the buyer (e.g. an orange juice manufacturer) is
protected from a risc in price.

Futures are standardized contracts — contracts which are for fixed quantities (such as one
ton of copper or 100 ounces of gold) and fixed time periods (normally three, six or nine
months) - that are traded on a special exchange. Forwards are individual, non-
standardized contracts berween two parties, traded over-the-counter — divectly, between
rwo companies or inancial institutions, rather than through an exchange. The futures
price for a commaodiry is normally higher than its spot price — the price that would be
paid for immediate delivery. Somctimes, however. short-term demand pushes the spot
price above the future price. This is called backwardation.

Furures and forwards are also used by speculators — people who hope to profir from price
changes.

| BrE: aluminium; AmE: aluminum |

m Financial futures

More recently, Anancial futures have been developed. These are standardized conn
rraded on exchanges, to buy and sell financial assers. Financial assets such as currencies,
interest rates, stocks and scock market indexes flucuate — continuously vary - so financial
Futures are used to fix a value for a specified furure date fe.g. sell euros for dollars at a
rate of €1 for $§1.20 on June 30).

m Currency futures and forwards are contracts that specify the price ar which a certain
currency will be boughrt or sold on a specified date.

m Interest rate futures are agreements hetween banks and investors and companies to Issue
fixed income securities (bonds, cerrificares of deposit, money market deposits, etc.) at a
furure dare.

m Stock futures fix a price for a stock and stock index futures fix a value for an index (e.g.
the Dow Jones or the FI'SE) on a certain date, They are alternatives 1o buying the stocks
ar shares themselves,

Like futures for physical commadities, financial futures can be used both to hedge and o
speculare. Obviously the buyer and seller of a financial furure have different opinions
about what will happen to exchange rates, interest rates and stock prices. They are both
raking an unlimited risk, because there could be huge changes in rates and prices during
the period of the contract. Furures trading is a zero-sum game, because the amounr of
money gained by one party will be the same as the sum lost by the other
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34.2

343

Match the words m the box with the defiunons belows. Look ar A opposite o help you.

backwardation commodities forwards futures
o hedge over-the-councer spot price

the price for the immediace purchase and delivery of a commodicy

the situation when the current price is higher than the furure price

adjective describing a contract made berween ewo businesses, not vsing an exchange
contracrs for non-standardized quantities or time periods

physical substances, such as food, fucl and metals, thar can be houghe or sold with furures
contracrs

to protect yourself againse loss

contracts to buy or sell standardized quannries

[2 B SRR N

-~ o

Complete the sentences using a word or phrase from each box. Look at A and B opposite
1o help you.

A Commodicy futures allow u banks x food manufacrurers
B Interest rate fumres allow v companics ¥ 1mporters
C Cuorrency furures allow w farmers 7 investots

1 .. 1o charge a consisrent price for their products.

. . ... to be sure of the rate they will get on bonds which could be
different rare in the fucure.
... t0 know at whar price thev can borrow money ro Anance

4 . .. tomake plans knowing whart price they will get for their crops.
5. snrenns 10 Offer fixed lending races
6 s 10 TEMOVE CXChange rate risks from Furure mrerational

purchases.

Are the following statements true or false? Find reasons for your answers in B opposire.

1 Financia! furures were creared because exchange rates, mirerest rates and stock prices all
regularly change.

2 Interest rate furures are related to stocks and shares.

3 Financial furures conrraces allow companies to protect themsclves against shorr-term changes
in cxchange rates.

4 You can only bedge if someone who expects a price to move in the opposite direction 1
willing to buy or sell a coneract.

5 Borh parties can make money our of the same futures contrace.

Over +o Hou

Look at some commadity prices, and decide if you think they will rise or fall over the next

three months. Check in three months' time to sec if you would have made or lost money by
buying or selling futures.
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Derivatives

Options
atives are financial products whose value il Y

Deriv
depends on = or is derived from — another
financial product, such as a stock. a stock
market index, or interest rate payments. They
can be used to manage the risks associared with
seeurities, o protect against fluctuatons in
value, or to speculate. The main kinds of
derivatives are options and swaps.

REMEMBER:
ELEVATORS MAY 6O
DOWN AS WELL psup

Options are like futures (see Unir 34) excepr
thar they give the right — give rthe possibiliry, but
not the obligation — to buy or sell an asser in
the furure (c.g. 1,000 General Elecrric stocks on
31 chl. If vou buy a call option it gives you
the right 1o buy an assct for a specific price,
cither at any time before the oprion ends or on a specific future date. However, it you buy
a put option, it gives vou the right to sell an asset at a specific price within a specihed
period or on a specific future dare. Investors can buy put options to hedge against falls in
the price of stocks.

In-the-money and out-of-the-money

Selling or writing options contracts involves the obligarion either to deliver or to buy
assers, if the buyer exercises the option — chooses to make the trade. For this the seller
{writer) veceives a fee called a premium from the buver, But writers of oprions <o not
expect them to be exercised. For example, if you expect the price of a stock ro rise from
100 to 120, you can buy a call option giving the right to buy the stack at 110, Tf the
stock price does nor rise to 110, you will not exercise the option, and the seller of the
option will gam the premium. Your option will be out-of-the-money, as the stack is
trading ar below the strike price or excrcise price of 110, the price stated in the option, Tf,
on the other hand, the stock price rises above 110, you are in-the-money: you can

: the option and vou will gain the difference between the current marker price and
LLO, 1 the market moves m an unexpected direction, the writers of aptions can lose
enormaus amounts of money,

CXLT

Warrants and swaps

Some companies issue warrants which, like options, give the right, but not the obligation,
to buy stocks in the future at a particular price, probably higher than the current marker

price. They arc usually issued along with bonds, but they can generally be detached from

the bonds and traded separately. Unlike call options, which last three, six or nine months,
warrants have long maturities of up to ten vears.

Swaps are arrangements between nstitutions fo exchange interest rates or currencies (e.g.
dollars for yen). For example, a company that has borrowed money by issuing floating-
rare notes (see Unit 33 could protect itself from a rise in interest rates by arranging with
a bank to swap its floaring-rate payments for a fixed-rate paymeny, if the bank expected
interest rates to fall.
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35.4

Match the two parts of the sentences. Look at A opposite to help vou.

1 The price of a derivative always depends on
2 Oprtions can be used to hedge against

3 A call opron gives its owner

4 A put OpUOn gives 165 Owney

a future price changes.

b the right to buy something.

¢ the price of another inancial product.

d the right to sell something.

Choose the correct endings for the sentences. Some sentences have more than one
possible ending. Look at A and B opposite to help you.

1 If you expect the price of a stock o rise, you can call oprion.
sell a call option.
buy a put option.

sell a purt option.

buy :

an o

2 1f you expect the price of a stock to fall, you can buy a call option.
sell a call option.
buy a pur option.

sell a pur oprion.

on o

3 It an option is our-of-the-money ir will a be excrased.
not he exercised.

4 If an option is in-the-money the seller will a lose money.

gain money.

5 The bigger risk is raken by

©

writers of oprions.
buyers of oprions.

o

Complete the defininions. Look at A, B and C opposite to help you.

3 e an be used

ve the right to sell 0 speculate on interest
sceuriries at a fixed price rate movements.
within a specified period.
|

... are like call
npuunsﬂ but with much
longer time spans.

Complete these sentences using words from A, B and C opposire.

1 If your pur option is out-ot-the-money, the seller will gain the

’.7 You only exercise a call option it the marker price s higher dhan rh\ .

3 If Texpect a stock price to go up in the short term, | buy sisasiiioo, instead of
the stock.

4 If Texpeer a big company’s stock price ro go up in the long term, | sometimes buy their

5 We needed euros and had a lot of dollars in the bank, so we did a with a German

company which nceded dollars.

Buying and selling options and swaps is highly risky: one party in the deal is guaranteed to
lose. Would you like to have a job which required you to buy and sell these products?
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Asset management
Allocating and diversifying assets

These are a student’s notes from a lecture abour asset management.

’_WHM? Asset management is managing financial assets for
institutions or individuals.

WHO? Pension funds and insurance companies manage huge
amounts of money. Private banks specialize in managing portfolios
af wealthy individuals. Unit trusts invest money for small investors
in a range of securities, seourities: o general
HOW? Asset managers have to decide how to allocate funds they're wame for shares
respansible for: how much to invest in shares, mutual funds, bands,
cash, foreign cumencles, precious metals, o other types of invesiments,
WHY? Asset allocation decisions depend on objectives and size of
the portfolio (see below). The portfolio’s objectives determine the
returns expected or needed, and the acceptable level of risk. The
best way to reduce exposure to risk is to diversify the portfolio ~
easier and cheaper for a large portfolio than a small one.

allocate: tn dl
according to 4

bonsds

wid2

BrE: unit trusts; AmE: mutual funds

m Types of investor

Investors have different goals or objectives.

B Some want regular income from the investments — less concerned with size of their capital.

B Some want ta preserve (keep) their capital - avoiding rsks. If the goal is capital preservation,
the asset manager usually allocates more money to bonds than stocks.

W Qthers want to accumulate or build up capital — taking more risks. If the goal is growth or
capital accumulation, the portfolio will probably include more shares than bonds. Shares have
better profit potential than bonds, but are also more volatile — their value can increase or
decrease more in a short period of time.

it

Aclive and passive investment

78

Some asset managers (or their clients) choose an active strategy — buying and selling frequently,
adapting the portfolio to changing market circumstances. Others use a passive strategy - buying
and holding securities, leaving the position unchanged for a long time,

MNowadays there are lots of index-linked funds which simply try to track or follow the
movements of a stock market index. They huy lots of different stocks in the index, so if the index
goes up or down, the value of the fund will too. They charge much lower fees than actively
managed accounts - and usually de just as well. Investors in these funds believe that you can't
regularly autperform the market — make mate than average retuens from the market.

L T S A

i
il
!

i
!

BrE: index-linked fund; AmE: tracker fuJ
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36.1

36.2

36.3

Find nouns in A and B opposite that can be used 1w make word combinarions with the
verbs below. Then use some of the word combinations to complere the senrences.

o e
(_accumulate

( dIVL‘l’SIfy / T

g, F r
allocate ) - - {  manage
it B S

\ "

1 1 don’t want to pay a bank to | my . ... i Lean do it myself.
? | have lots of difterent rypes of securities, because | dmdrd o .. my
3 Asan asser manager, | discuss clients’ needs and abjectives and then we dmdc hun o
. their
alr my clients want to

. I take moare risks, and buy a lot of stocks,

Match the mvestment goals (1-3) with che statemenrs (a—c). Look at B opposite 1o help you.

ca L‘il{ll preserva ron
erowth
mcomnic

WA

a ¢
| 1'wanr to accumulate wealth, bur T know that this means raking risks and buving
| securities with volarile prices thar could go down as well as up.
e gy T R e

b - -
[ Iwanta regular return every vear, because I need that money, even if this means
1 might have ro risk losing some of my capital.

I definitely don’t want to risk losing any of my capital, even if this means that
some years | geta very low return.
\.

-

latch the two parts of the sentences. Look at A, B and C opposite to help you,

The value of index-linked funds will change frequently
Private banks

Asset managers buy mare bopds chan shares

Murual funds

Asser managers buy more shares than bonds

[T

it the client wants to avoid risks.
diversify the money of small investors,

it the whole market is volatile.

manage the invesements of rich investors.
if the client hopes to accumulate capital.

.o

(=%

Over 4o 4ou

What particular skills and abilities do you think an asset manager needs? Do you think you
have them? Would you like to do this job?
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Hedge funds and structured products

Hedge funds

Hedge funds are private investment funds for wealthy investors, run by parmers who
have made big personal invesrments in the fund. They pool or put together their money
and investors’ money and trade in securitics and derivarives, and try ro ger high rerurns
whether markets move up or down. They are able to make big profits, but also big losses
if things go wrong. Despite their name, hedge funds do not necessarily use hedging
rechniques — protecting themselves against future price changes, (See Unit 34) In facr, they
generally specialize in high-risk, shorr-term speculation on stock oprions, bonds,
currencies and derivatives. (See Unir 35) Because they are private, hedge funds do not
have to tollow as many rules as mutual funds.

Leverage, short-selling and arbitrage

Most hedge funds use gearing or leverage, which means borrowing money as well as
using their own funds, to increase the amount of capiral available for investment. Tn this
way, the fund can hold much larger positions or investments. Hedge funds invest where
they see opportunities to make short-term profits, generally using a wide range of
derivative contracts such as options and swaps. {Sec Unit 35} They take a long position
by buying securiries thar they believe will increase in valuc. Ar the same time, they sell
securities they think will decrease in value, bur which they have not yer purchased. This is
called taking a short posirion. 1F the price does fall, they can buy them at a lower price,
and then sell them at a profir.

Hedge funds also use arhitrage, which means simultaneously purchasing a security ar
currency in one market and selling it, or a related derivarive product, in another marker,
at a slighely higher price. In this way investors can profit from price differences between
the two markets. Because the price difference 1s usnally very small fand would be zero if
markers were perfectly efficient), a huge volume is required for the arbitrageur to make a
significant profit.

Structured products

Investors who do not bave sufficient fonds 1o join a hedge fund can buy stractared
products from hanks. These are customized — individualized or non-standard — over-the-
counter financial nstruments. They use derivative products (futures, forwards, options,
warrants, erc.} in a way similar to hedge funds, depending on the customer’s reguirements
and changes in the markets.

“The bad news is it's all our clients’ money.”
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37.1  Match the verbs in che box with the definitions below. Look at A and B opposite to help vou.

1o pool
to take a short position

1 to put several people’s resources rogether for shared use

2 1o purchase securines, expecting their price to rise

3 1o use borrowed money as well as ont’s own money 1o mcrease the size of one’s investmenis
4 to sell securities that one has not yet purchascd, anticipating thar their price will fall

37.2  Are the following statements true or false? Find reasons for vour answers in A, B and C opposite.

1 Hedge funds are so named because they prorect againse losses.

2 Hedge funds use their invesrors” money as well as borrowed money.

3 Hedge funds concentrare on making long-term tnvestments.

4 The face that investors can make a profit from arbicrage shows that markets are not perfectly
cfficient.

5 Structured producrs are individualized financial instruments offered by hedge funds.

37.3  Read the advertisemenr for strucrured products from the UBS website, and answer the
questions below.
alalal
el

&+ } -Q

The most widely used structured products can be classified into four broad categories
according to their intended purpose. Derivatives are used in order to achieve the desired
structures, either in combination with the underlying securities or other derivative securities.
The major groupings are:

Capital Protection — This may be in the farm of hedging, utilizing forwards, futures or
swaps contracts, or it could be in the form of insurance using options.

Yield Enhancement ~ This is usually achieved by writing (selling) options over an underlying
asset. The premium from the written option provides the additional income yield.

Full Participation — These are products that have similar risk characteristics as the I
underlying assets, but which allow the client the convenience of being able to trade
unusual baskets of assets such as foreign stock indices or a specific market sector index.

Leverage — These are generally products such as warrants, which require a low initial |
investment but which allow the buyer to participate in the purchase or sale of a |
significantly larger investment at a predetermined price in the future.

N.B. These products may carry higher risks than other classes of investment, They are not |
suitable and are therefore not available to every investor.

Which group of structured products would you use 1fs

1 vou wanted the chance of big returns with only a small investiment now?
2 you didn't wanrt to lose any of your money?

3 you wanted 1o trade in a particalar combinanon of assers?

4 you wanted the highest return?

Over o you

If you had a lot of money to invest, would you take the risk of joining a hedge fund? If n
why not?
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Describing charts and graphs
Increase and decrease

Upward movement

Nouns
l Lo nise O nCrease /-' a ri‘i{‘ an iI'ICJ'EEISE
10 grow o climb et a growth an improvement®
to improve® to ger hetrer* 7 * {only for positive situations)
l #{only for positive situations) S

The basic income tax rate ABC sales improved last | The UK inflation rate p}f:
will rise from 25% to 28%. year by 10% to $1m. M‘ has climbed to 3%. ’:{

il = ! s

Downward movement

Nauns

to fall 1o decline g a fall a decline

to degrease o drop g a decrease a drop

to deteriorate® o ger worse® \\ a deterioration®

*{only for negative situations) LS *lonly for negative siruanions)
Travel agents are expecting a 4% /f; CBA profits decreased from £4.5m to €4.2m i
fall in prices. y w,_,,f,,,,,,._,.,W.f,,.mmm.rf- as sales continued {o deteriorate. Wmmﬂ,,mw;r'ﬂ-
LT | Wy

m Rate of change

Adjectives and adverbs can describe both the quantity and the speed of a change.

Large changes Fast changes Regular changes

considerable — considerably abrupt - abruptly gradual - gradually

dramatic ~ dramatically quick — quickly | steady — steadily

sharp — sharply rapid — rapidly |
|

significant - significantly
substanrial ~ substanually
Small changes

moderate — maderately
slight — slightly

sudden — suddenly

Slow changes

slow = slowly

- High points, low points, and staying the same

To reach the highest point and then go down  To reach the lowest point and then rise

to hit bottom
to bottom out
to reach a low point

To stay at the same level on the graph or chart  To go up and down continuously

to remain stable _— —= to fluctuate N N L

o stabilize
to remain constant
82 to level off

to peak

TO [Op our ™~
o reach a peak \

ta reach a maximum




38.2

38.3

March the graphs (1-3) to the descriptions (a—c). Look at A, B and C opposire to help vou.

2 3
90

80
70
(8

105
90

- : - 404 T ¥ t
0l 02 03 04 0f 02 03 04

a After peaking early in 2001, Denrsche Bank shares declined for nearly two years, apart from a
slight rise in the autumn of 2001. They bottomed our in early 2003, and climbed steadily for
most of the year. They fell again in the summer of 2004, bur the end of the year saw an
improvement.

Following a sharp fall early in 2001, UBS shares were up and down for a couple of years,
reaching a low of CHF40 in Seprember 2002. They improved steadily in 2003 and after a
moderate drop in the middle of 2004 they began to increase again.

Barclays shares reached a peak in spring 2002, and then fell sreadily for six months, before
rising slightly and then dropping again antil the end of the year. However, 2003, saw an
almost uninterrupted growth, which despite a couple of moderate falls continued in 2004.

o

~

Complete the text describing the graph with

th of hedge d
words from the hox. Look at A, Band C Growiiobhedgeifnds

apposite to help you. Number {lin¢) Shn assets (bars)

9000 900

| grew slowly increased rapidly 4,000 'f()[l

remained stable risen regularly ,000 :’;?

sharp increases 5,000 640

| TN e = §,000 500

] 4,000 400

The number of hedge funds (1) 3,000 300

L 1991-92 but has (2) .. 2,000 200

» .. ever since. Although the number of 1,000 100
funds (3} . between 1992 and - QO

19497 the assets of the funds only (4) _
i, 5 Cherewere (8) o |
hedge funds’ total assers in 1999 and 2003,

Descnibe the graph showing the price 550.00
of gold. Lovk at A, B and C opposite ., S00.00
to help you. Z 450,00
=
2 40000
Z 350,00
o
v 300.00-
o

250,00

Over to you ‘l

Find a graph on the internct showing recent changes in the sales, profits or stock price of a
company you are interested in, and describe it using words from the opposite page.
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E1*] Mergers and takeovers
n Mergers, takeovers and joint ventures

In the modern business world, the ownership of companies often changes. This can happen in
different way

W a merger: this is when two companies join together to form a new one (e.g. Exxon and
Mobhil, America Online and Time Warner).

m 2 takeover or acquisition: this 1s when one company buys another one (e.g. Vodatone and
Mannesmann, Daimler-Benz and Chrysler). This can happen in rwo ways. Firstly, a
company can offer to buy all the shareholders’ s at a certain price (higher than the
market price) during a limired period of time. This is called a takeover bid. Secondly, a
company can buy as many shares as possible on the stock market, hoping o gain a
majority. This is called a raid.

Investment banks have mergers and acquisiions
(M&A| departments thar advise companies involved
in mergers and rakeovers,

Companies can also worl together without a
change of ownership. For example, when two or
more companies decide to work together for a
specific project or product, this is called a joint
venture. An example is Sony Ericsson, which makes
mohile phones.

"Well the merger is ovar, now
the takeover starts.”

Y Hostile or friendly?

There are two types of rakeover bid. If a company’s board of directors agrees 1o a
takeover, it is a friendly bid {and if the sharcholders agree to sell, it becomes a friendly
takeover). If the company does not want to be taken over, it is a hostile bid {and if
successtul, a hostile takeover), Companies have varions ways of defending themscives
against a hostle bid. They can try o find a white knight — another company that they
would prefer to be bought by. Or they can use the poison pill defence (‘eat me and you'll
die?”) which involves issuing new shares at a big discount. This reduces the holding of the
company attempring the takeover, and makes the takeover much more expensive.

Integration

Horizontal integration is when a company gets bigger by acquiring competitors in the
same field of activity. Vertical integration 1s acquiring companies involved m other parts
of the supply chain, usually to make cost savings. Therc are two possibilities: backward
integration is acquiring supplicrs of raw materials or components; forward imegration is
buying distributors or recail outlers, Companies can also buy businesses in completely
different fields, which is known as diversification. This can be done ro reduce the risk
involved in operating in only one industry — but diversifying into completely different
industries is a risk irsclf.
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39.1 Complete the sentences. Look at A opposite to help you.

T 1 wanr to work in the mergers and e, department of an investment bank m
New York.
2 Beverage Partners Worldwide isa ... berween the Coca-Cola and Nestlé

companies, making ready-to-drink teas and catfe
Afrer their o » Union Bank of Sw
combined assers of 56( 00bn,

We started witha ... , buving all the stocks available on the stock exchange.
Thar gor us [3% of their stocks. Then we made a . oftering, 20% above the
marker price, and bought another 40% of the company.

w

and and Swiss Bank Corporation had

FS

39.2  Complete the sentences. Look ar B oppesite to help vou.

! Telecom Walia is looking for o o wresene itfromoa
I.zlk:_'uu b\' rival Olivetti.
A TR o
2
_ takeover by Commonwealth Bank. 1
i T g P
3

Mackenzie Financial Corp is planning a huge rights issue as a
C. I. Fund Management’s takeover offer.

.. to fight off

A s AT AT, VTR iy, et e

39.3  Match the newspaper headlines (1-3) with the processes ta—e). Look at C opposite to help you.

horizanral integration
vertical integration
forward integration
backward mregration
diversificarion

Shell Purchases 30 Gas Stations |

fan oo

Hotel Chain to Buy Furniture
Manufacturer to Supply Ifs New Hotels

Electrical Retailer Dixons Bids /
for High Street Competitor Currys

Coca-Cola Acquires Columbia |
Pictures for $700 lelton

BP Now Controls the Entire Supply |
Chain, From the Oil Refinery to the
Petrol Pump

AT o o T T C— "
st i - ’ v

Over 4o Yyou

Look at some financial newspapers or websites. What kind of takeover bids are taking place
in your country?
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Leveraged buyouts

Conglomerates

A s of takeovers can result in a parent company controlling a number of subsidiaries:
smaller companies that it owns. When the subsidiaries operate in many different business
areas, the company is known as a conglomerate.

But large conglomerares can become inefficient. Top executives often leave after hostile
takeovers, and roo much diversification means the company is no longer concentrating on
its core business: irs central and most important activity. Takeovers do not always result
n synergy: combined production or productivity thar is greater than the sum of the
scparate parts. In fact, statistics show that most mergers and acqui
than increase a company’s value

ons reduce rather

An inefficient conglomerate whose profirs are too low can have a low stock price, and its
et capitalization — the total marker price of all its ordinary shares — can fall below
the value of its assers, including land, buildings and pension funds. If this happens, it
becomes profitable for another company ro buy the conglomerate and either split it up
and sell it as individual companies, or close the companies and sell the assets. This
practice, common in the USA but rare in Furope or Asia, is called asset-stripping. It
shows that stock markets arc not always efficient {see Unit 30}, and that companies can
somerimes be undervalued or underpriced: the price of their shares on the stock market
can be 100 low, Some people argue that asser-srpping is 2 good way of using capital
more efficiently; others argue that it is an unfortunate activity that destroys companies
and jabs.

Raiders

If corporate raiders - individuals or companies that want to take aver other companies —
borrow money to do so, usually by issuing bonds, the takeover is called a leveraged
buyout or LBO. Leveraged means largely financed by borrowed capital. Afrer the
takeover, the raider sells subsidiaries of the company in order to pay back the
bondholders.

Bonds issued to pay for takeovers are usually called junk bonds because they are nisk
may not be possible 10 scll the subsidiaries at a profic. But, because of the risk, these
bonds pay a high interest rate, so some investors are happy ro buy them.

GCARPS

FoR ALL OCLASIONS

Sometimes a Company’s own managers want o
buy the company, and re-organize ir. This is a
management buyout or MBO., [f the buyour is
financed by issuing preference shares and
convertibles, this is called mezzanine financing
as it is, in a sense, halfway between debr and
equity, (Sce Unit 28 for another use of

‘mezzanine financing’.) thEOVER BuyfouTs
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40.2

40.3

March the words w the box with the definitians below. Look at A aud B appostte to help you.

asset-stripping core business leveraged market capitalization
parent company subsidiaries synergy

4 company that owns or controls one or more orher companies

the main activity of a company

buying a company wn order to sell some of its assers

companies partly or wholly owned by another company

having a lot of borrowed money compared to one’s own funds

the total value of a company on the stock exchange

ewo things working rogether that produce an effect greater chan the sum of rheir individual
effecrs

N s LN =

Match the two parts of the sentences. Look ar A and B opposite o help you.

1 Large conglomerates formed by takeovers

2 If a conglomerate diversifies and doesn’t concentrate on its core business,
3 An inefficient conglomerate’s stock marker valuc

4 If a company is worth less than its assecs,

5 Raiders do nor need to have very much moncy of their own if

can be less than the sale value of all is assers.

can become inefficicnt, especially if they ave very diversified.
they use leverage, and issue junk bonds.

there might not be synergies among, all its different activiries,
vou can make a profic by buying it and selling the parts.

noe o

Pur the sequence of events in the correct order. The first stage is a. Look at B opposite to help you.

a Corporate raiders calculate rhar a large company is undervalued.
b Investors buy the bonds because they pay a high interest ratc.

¢ The new owners sell some of the company’s subsidiaries.

d The new owners repay the bondholders.

e The raiders buy the company.

f The raiders issuc bonds to raise capital to buy the company.

Over 4o You

What are the most diversified conglomerates you know of? Arc they successful? Why do
you think this is? ; T
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3B Fiiancial planning
n Financing new investments

Alia Rahal works in the financial planning
department of a large manutacturing company:

‘Financial planning involves calculating whether
new projects would be profitable. We have to
calculate the probable rate of return: the amount
of income we'd receive cach year from the
investment, expressed as a percentage of the total
amount invested. i we're going o finance a
project with our own money, the rate of rerurn
must be at least as high as we could get by
depositing, the maney w a bank instead, or by
making another risk-free investment, like buving
government hoﬂdfv.

1§ we need to borrow money to fnance o

new investment, its projected rate of

return has to be higher than the cost of

capital — the amount we have to pay to

borrow the money.”

m Discounted cash flows

“We ysually calculate the discounted cash flow value of an investment, This means
discounting or reducing future cash flows to get their present values — in other words,
caleulating the present value of money to be received in the future. This is becanse the
value of money decreases over time. Firstly, there’s nearly always inflation, so cash will
have lower purchasing power in the furure: you'll be able to buy less with the same
amount of money. And secondly, if vou had the money now, you could ger income by
using or fnvesting it. The return we could ger by investing the money in other ways is the
opportunity cost of capital. So waiting for money 15 also a cost. This is the time value of
money: how much more it 1s worth to recelve money now rather than in the furure.”

Comparing investment returns

‘If we have to choose among possible investments in new projects, we work out the net
present value (NPV] of gach project by adding up all the expected cash flows, discounted
to their present value, minus the initial investment. To do this, we have ro sclect a
discount rate or capitalization rate. This is usually the interest rate we pay for borrowing
the capital, but we could increase it i there’s a lot of wncertainty or risk.

Discounting sounds complicated, bur it isn’t. It's the opposite of compounding interest.
For example, if you invest $1,000 ar 10% for five years, it will yield 1.61 times its
original vatue. 50 you get back $1,610, including $610 compound interest. A discount
rate of 10% has a discount factor of one divided by 1.61, which is 0.62. So $620 invested
now will be worth $1,000 in five years if it’s invested at 10%.

When we're comparing alternative investments, we also calculate the internal rate of
return (IRR}. That’s the interest rate or discount rate that gives a net present value of zero
in today’s money values. In other words, the present value of the cash thar we're going to
receive from an investment is the same as the present value of borrowing that cash. We
normally choose the investment with the highest IRR.
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413

March the words m the box with the defininons below. Look ar A, B and C opposire o help you.

discount rate discounred cash flow internal rate of rerurn

purchasing power race ot return time value of money

-

a series of fumre earnings converied 1o their value wday

the annual percentage amount of income received from an mvestinent

the interest rate an investment carns when the present value of all costs equals the present
value of ail rerurns

the difference between the value of money held now, and irs value if it is received in the
future, becausc it could be invested during thar period

the value of money, measured by the quancity (and qualitv) of products and services it can
by

the interest rate nsed ro caleulare the present value of furure cash flows

w N

ES

2]

=)

Arc the following statements true or false? Find reasons for your answers i A and B opposite.

1 If a company uses it own money for a new project, there is no opporruniry cost of capital.

2 A project financed by horrowed money requures a rate of rerurn higher than the cost of
capital.

3 Becausc of mflanon, money will usually be worth more 1n the furare than at the present.

4 The longer you have to wait for investment returns, the less cheir presenr value is.

March the two parts of the sentences. Look at B and C. opposite to help vou.

1 Furvre cash flows are usually discounted

2 If a project scems to be particularly risky or uncertain,

3 Money you possess now is worth morce than money received in the future, because

4 The net present value of a project is the sum of all the requrns ir is expected to provide,
5 When choosing among potential investments,

a businesses look for the one with the highest incernal rate of rerurn.
b by the cost of the capital involved in the invesement.

¢ discounted to their current value.

d it can earn interest in chat time, and there might be inflacion.

e you can increase the discount rare you use in your caleulations.

Over to Hou

What return can a company get on risk-free investments in your country today? What is
the minimum rate of return a company would require on an uncertain new investment?
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m Financial requlation and supervision
m Government regulation

Mei Lee is the compliance officer at a large US bank with
subsidiaries in major hnancial centres: she has to make sure
that everyhody obeys government regulations and follows
internal procedures.

by
X

“The financial services industry was dercgulated in the 1980s:
lots of government controls were removed to make the market
freer and more efficient, But a lot of regulations still exise.
We're still regulared and supervised by government agencies.
For example, in Britain there’s the Financial Services Authaority
(FSA), and here in the Stares there’s the Federal Reserve (or the
Fed) and the Securities and Exchange Commission (SEC).

The Fed supervises banks, and the SEC wies to protect investors by requiring, full
disclosure: it makes sure that public companies make all significant financial informarion
available. And it rries to prevenr fraudulent or illegal practices in the securiries markers,
such as companies artificially raising their stock price by using dishonest accounting
methods or issuing false information.”

m Internal controls

‘I have ro make sure no one here does any insider trading or dealing - buying or selling
securities when they have confidential or secret information abour them. For example our
mergers and acquisinons department ofren has advance information abour rakeovers.
This information is usually pricesensitive: if you used it you could make the share price
change. This gives the people in M&A huge opportunities for profitable insider dealing,
bur we try to keep what we call “Chinese walls” around departments that have
confidential information. This means having strict rules about not using or spreading
information.

Another thing I have to deal with is conflicts of interest — situations where what is good
for one department is not in the best interests of another department. For example, if
banks want 1 win investment banking business fram a company, their analysts in the
research department could produce inaccurate reports exaggerating the client company's
financial sitvarion and prospects. This could Jead the fund managemenr and stockbroking
departments to buy seeurities in that company, or recomimend them to clients, because of
false informarion.”

Sarbanes-Oxley

*Because of lots of serious conflicts of interest in banks, the US government passed the
Sarbanes—Oxley Act in 2002, This requires rescarch analysts to disclose whether they
hold any securitics in a company they write a research report about, and whether they
have been paid by the company.

Another outcome of Sarbanes—Oxley was the establishment of a board to oversee or
supervise the auditing of public companies, and to prevent auditors doing non-audit
services while they're auditing a company. That’s because an auditing firm thar is also
doing, lucrative — profitable — consulting work with a company might be tempred nat o
audit the accounts very carefully, and to ignore evidence of illegal pracrices or “creative
accounting™. (See Unit 3

Another part of my job is making sure no criminal organization uses us for money
laundering ~ converting illegal or criminal funds into what looks like legitimate or legal
income, by passing it through a lot of transactions, companies and bank accounts.”
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42,1 March the words i the box with the definitions below. Look ar &, B and € oppowte 1o help von,

compliance disclosure fraudulent insider dealing
money laundering price-sensitive oversee

1 adjective meaning able to influence or change a price

2 behaving according o regulations, rules, policies, procedures, ere.

3 buying or selling scocks when you have confidential informanon abour a company
4 disguising the source of money acquired from criminal acriviries

5 adjecrive meaning dishonest and illegal (intending to get money by deceiving people)
6 giving investors and customers all the infonmation they need

7 ro watch somerhing to make certain thac it is being done correctly

42.2  March the ewo pars of the sentences. Look ar Band C opposite 0 help you.

1 Conunal organizations try to hide the origin of illegally recerved money

2 People with privileged, confidential information abour a stock could make money

3 Some banks might ry to get business from companics, e.g. issuing stocks and bonds,
4 Some companies might try to make their avditors less rigorous

5 Some companies try to raise their stock price

a hy acting on that information and buying and sclling the stock.

b by also paying them to do consulting work.

¢ by moving ir through lots of different companies and bank accounts.

d by nor following accepred accounting methods or by publishing false intormarion.
e by publishing reports thar overstate the companies' financial health.

42.3  Complete the newspaper headhines with words from the box. Look at A, B and €
apposite to help you.

Chinese walls compliance officer conflicts of interest
deregularion insider rraders faundering money
PR 4 3 D "
FSA warns that criminal gangs are 1 [SA says it's time to get lough on
still . ... through .
bureaux de change never prosecuted
BT T e r——" ] ” " e PP
5
Sarbanes~Oxley has greatly reduced V Fed Says i’
.. for auditing firms, // functioning in investment banks:
report says i suspicious trading is increasing /
/ Aurf’"’"”'-v"'"vvnmmlrm/m-lllm?n.u/ﬂrn-,.m'"--vm,,mmﬂ"""""9
3 6

Senator says even the smallest  § 25 years afrer
financial company needs a ) bankers say there’s stll too much
........ — 3 government control

o o AR Ty TPy ) & ™
T L S TOULITTL S e AT et

Over 4o you

Have there been any major cases of financiai institutions breaking the faw in your country
recently? What happened and what could be done to stop it occurring again?
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m International trade

92

Trade

Most economists believe in free trade — thar people and companies should be able to buy
goods from all countrics. without any barriers when they cross frontiers.

The comparative cost principle is that conniies should produce whatever they can make the
most cheaply. Countries will raise their living standards and income if they specialize in the
production of the goods and services in which they have the highest relative productivity:
the amount of outpur produced per unit of an input {e.g. raw material, labour).

Countrics can have an absolure advantage — so thar they are the cheapest in the world, or
a comparative advantage ~ so that they are only more cfficient than some other countrics
in producing certain goods or services. This can be because they have raw macerials, a
particular climate, qualified labour (skilled workers), and economies of scale — reduced
production cosss because of large-scale production.

Balance of payments

Imports are goods or services bought from a foreign
country, Exports are goods or services sold to a foreign
country.

A country that exports more goods than it imports has
a positive balance of trade or a trade surplus. The
opposire 1s a negative balance of trade or a trade
deficit. Trade in goods is sometimes called visible trade.
Services such as banking, msurance and tourism are
sometimes called invisible imports and exports. Adding
invisibles ro the balance of trade gives a country’s

balance of payments. /

E: merchandise tmd(-| f‘:ﬁﬁ_).f—.

“Good invisible export figures
this quarter, sir.”

Protectionism

Governments, unlike most economists, often wanr to protect various areas of the economy.
These inchude agricolture - so that the country is certain to have food — and other strategic
industries that would be necessary if there was a war and international trade became
impossible, Governmenrs also want to pratect other industries chat provide a lor of jobs.

Many governments impose tariffs or import taxes on goods from abroad, to make them
more expensive and to encourage people o buy local products instead, However, there
are an increasing number of free rrade areas, without any import tariffs, in Earope, Asia,
Africa and the Americas.

The World Trade Organization (WTOQ) trics to encourage free trade and reduce
protectionism: resericting imports in order to help local products. According to the WTO
agreement, countries have to offer the same conditions to all trading parmers. The only
way a country is allowed to try to restrice imports is by imposing tariffs. Countries should
not use import quotas — limits to the number of products which can be imported - or
ather restrictive measures. Various international agreements also forbid dumping - selling
goods abroad ar below cost price in order 1o destroy or weaken competitors or wo earn
foreign currency to pay for necessary imports.
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Complete the crossword. Look at A, B and C oppaosite to help vou.

Across

2 Culmtrifs that export a lot of oil or manufactured goods tend to have a positive
7,2:5)

5 "\ country exporting more than it imports has a wade . (7)

6 In a free trade area, LOVEINMENTS cANNOt IMpose a . on imports. (6]
£ A limig o the guansity of goods that can be impnr::d is 3
10 and 9 down Adding trade in services to trade in goods give

11 Billions of dollars leave the USA every vear because the u;un[rv has a big trade A7)
14 Attempting to reduce imports in favour of local production is called ... . (13)

15 The import and export of goods is cailed trade. (7)
Down

| Producing in large quantities becomes cheaper because of economies of . (5]

3 and 4 1t a country can produce something more cheaply than anywhere else in the world ic

hasan . .18.9)
7 Many economists encourage governments to abolish import taxes and have complerely
e - (45)
9 \‘:: 10 ACTOSS.
11 A number of international agreements make it illegal to ... goods on foreign markers at a

price that doesn’t give a profit. (4]

12 The compararive ... principle is that
countries should make the things they can
produce the most cheaply. (4)

13 The . has established rules of wade
herween nations. (3]

Over to you

What are your country’s major exports and imports? Which industries in your country
would find it difficult 1o compete if there was completely free trade?
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4

Exchange rates

Why exchange rates change

An exchange rate 1s the price at which one curreney can be exchanged for another (e.g.
how many ven are needed to buy a euro). In theory, exchange rates should be at the level
thar gives purchasing power parity (PPP). This mcans that the cost of a given selection of
goods and services (e.g. a loaf of bread, a kilowatt of electricity) would be the same in
ditterent countries. So if the price level in a country increases because of inflation, its
currency should depreciate — its exchange rate should go down in order to return to PPR
For example, if inflation increases in the US, the dollar exchange rate should go down so
that ir takes more dollars to buy the same products in other countries.

In fact, PPP does not work, as exchange rates can change due to currency speculation —
buying currencies in the hope of making a profit. Financial institutions, companies and
rich individuals all buy currencies, looking for high interest rates or short-term capiral
gains if o currency increases in value or appreciates. This means exchange rages change
due to speculation rather than PPP. Over 95% of the world’s currency transactions are
purely speculative, and not related to trade. Banks and currency traders make
considerable profits from dhe spread between a currency’s buying and selling prices.

Fixed and floating rates

For 23 years after World War 11, the levels of most major currencies were determined by
governments. They were fixed or pegged against the US dollar (e.g. from 1946-67, one
pound was worth $2.80), and the dollar was pegged against gold. One dollar was worth
one thiry-fifth of an ounce of gold, and the US Federal Reserve guaranteed that they
could exchange an ounce of gold for $35. This system was known as gold convertibility.
These fixed exchange rates could only be adjusted if the International Monetary Fund
agreed. Pegging against the dollar ended in 1971, because following inflation in the USA,
the Federal Reserve did not have enough gold to guarantee the American currency.

Since the early 1970s, there has been a system of floating exchange rates in most western
countries. This means thar exchange rates are determined by people buying and selling
currencies in the foreign exchange markers. A freely floating exchange rate means one
which 15 determined by macket forces: the level of sapply and demand., If there are more
buyers of a currency than sellers, its price will rise; if there are more sellers, it will fall.

Since the mtroduction of a common currency in 2002, flucruating exchange rates among
many Eurgpean countries are no longer a problem. But the euro continues to flucruate
against the US dollar, the Japanese yen and other currencies.

Government intervention

Governments and central banks sometimes try
to change the value of their currency. They
intervene in exchange markets, using foreign
currency reserves to buy their own currency -
in order to raise irs value — or selling to lower
The resulting rates are known as managed
floating exchange rates. But speculators
senerally have a lot more money than a
governmenr has in its reserves of foreign
currency, so central banks or governments only
have limited power w0 influence exchange vates.
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44.1

44.2

44.3

Are the following statements true or false? Find reasons for your answers i A and B opposite.
Purchasing power parity is a theory that doesn’t apply in reality.

Inflation should lead to an increase in the value of a country’s currency.

Specularors buy currencies when they expecr their value to increase.

Speculators generally sell currencies if their interest rate rises.

Currency rraders offer ditterent buying and selling prices.

A lot more currency is exchanged for buying or selling goods than for speculation.

The Federal Reserve will no longer exchange US dollars for gold

Most exchange rates used 1o be fixed; now they float,

If more people wane to buy a currency than sell ir, its price will go down.

DN e WL RN =

Complete the table wirh words from A, B and O opposite and relared forms. Put a stress
mark in front of the stressed syllable in each word. The first one has been done for you.

Noun(s)

conv urwd

preciate S N P .
A A h e
L_ spe anve

Complete the newspaper headlines with the correct forms of words from 44.2 above.

US inflation will cause dollarto . .. » economists warn !;
e T s e e oimatiniincemoni e
2 . i
Top economists say currency undervalued, call for government |
to allow it to 5-10% /
AT 08120, EUTFY gt L, Wotsgpitot e ‘_.mmH.,..‘.,m.‘”,,,,,"
3 . /
Increasing currency . v
i
more voIatlle /
S SR - IEM——
4 . /
Common currency: Economic consultant says ... .. f
b
puund to euro would cost British husmesscs £12hn )

5 +
Chinese experts say the {
threatemng the economy ;

6

Central bank not expected to

L LT

in currency crisis E
0

RTS8 10000 ses OBl BT

Over 4o you

What has happened to thc value of your currency in the past few ycars? What do you think
were the probable causes of any changes?
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Financing international trade

Documentary credits

A company which sells goods or services to other countries is known as an exporter. A
company which buys products from other countries is called an impaorter. Payment for
imported products is usually by documentary credit, also called a letter of credit. This is a
writren promise by a bank to pay a certain amount to the seller, within a fixed period,
when the bank receives instrucrions from the buyer.

Documentary credits have a standard form. They generally contain:
® a short descriprion of the goods
m a list of shipping documents required to obrain payment (see C below)
m o final shipping date
m a final date {or expiration date) for presenting the documents to the bark.

Documentary credirts are usually irrevocable, meaning that they cannot be changed unless
all the parties involved agree. Irrevocable credits guarantee thar the bank which
estahlishes the letter of credit will pay the seller if the documents are presented within the
agreed rime.

Bills of exchange

Another merhod of payment is a bill of exchange or draft. This is a payment demand,
written or drawn up by an experter, instructing an importer to pay a specific sum of
moncy at a future dare, When the bill marures, the importer pays the money w its bank,
which transfers the money to the exporter’s bank. This bank then pays the money to the
exporter after deducting its charges.

A bank may agree to endorse or accept a bill of exchange before it matures. To endorse a
bill is to guarantee to pay it if the buyer of goods docs nor. If a bill is endorsed by a well-
known bank, the exporter can sell it at a discount in the financial markets. The discount
represents the interest the buyer of the bill could have earned between the date of
purchase and the hill's maturity date. When the bill matures, the buyer receives the full
armount. This the exporter gets most of the money immediately, and docsn't have to
wait for the buyer to pay the biil.

Export documents
Lxporters have to prepare a number of documents ro go with the shipment or
transportation of goods.

m The commercial invoice contains details of the goods: quantity, weight, pumber of
packages, price, rerms of delivery, terms of payment, and information about the
Lransportation.

m The bill of lading is a document signed by the carrier or transporter (e.g. the ship’s
master) confirming that the goods have been received for shipment; it contains a brief
description of the goods and details of where they are going.

m The insurance certificate also describes the goods and contains details of how to claim if
they are lost or damaged in transit — while being transported,

m The certificate of origin states where the goods come from.

m Quality and weight certificates, issued by private inspection and testing companies, may
be necessary, confirming that these are the correct goods in the right quantiry.

m  An export licence giving the right to sell particular goods abroad is necessary in some
cases.
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45.3

Are the fullowing statements true or false? Find reasons for your answers in A, B and € opposite

1 With a letter of credir, the buyer tells che bank when ro pay the seller.

2 Letters of credit are only valid for a cerrain length of rime.

3 An exporter usually has the right to change a letter of credir.

4 The bill of lading confirms that the goods have been delivered ro the buver.

5 With a bill of exchange, the scller can ger most of the money hefore the buyer pays.
6 Bills of exchange are sold at less than 100%, but redeemed ar 100% ar maturiry.

Pur the sequence of evenrs in the correct order. The last stage is b. Look at B opposite to

help vou.

a A bank aceepts or endorses the bill of exchange.

b The accepting bank pays the full value of the bill of exchange to whoever bou

¢ The exporter sells the bill of exchange at a discount on the monev marker.

d The importer receives the goods and pays its bank,

e The importer’s bank transfers the money to the accepring bank.

t The seller or cxporrer wiites a bill of exchange and sends it to the buyer or importer (and
ships the goods).

[T Tz ]

Find vetbs in A, B and C opposite thar can be used ro make word combinarions with the
nouns below. Then use the correct forms of some of the verbs ro complere the sentences,

ht it

( "2 bill of Exchanrg_;ﬁéﬁ:)

Gy
(fi:)cuantj/
1 Exporters can get paid sooner if a bill of exchange is i, by a bank,
2 The bill of lading and the insurance cerrificate both .. the goods,
3 Lxporters o 200ds to foreign countries.
4 The transporter ... a document confirming thac it has . the goods.
5 In order to be paid, the exporter has to . the shipping documents w a specific

bank.

Over 4o you ‘K-

Which banks in your country specialize in trade finance? Which aspects of trade finance
would be the most interesting if you worked in this field?




m Incoterms

Transport and additional costs

98

Companies exporting or importing goods use standard arrangements called Incoterms —
short for International Commercial Terms, established by the International Chamber of
Commerce (TCC) = that state the responsibilities of the buver and the scller. They
determine whether the buyer or the seller will pay the additional costs — the costs on top
of the cost of the goods. These include transporration or shipmenr, docurnentation -
preparing all the necessary documents, customs clearance — completing import documents
and paying any import duties or taxes, and transport insurance.

The E and F terms
There are 13 different Incoterms that can be divided into 4 different groups: an E Term
{Departure), the F Terms (Free, Main Carriage Unpaid), the C Terms (Main Carriage
Paid), and the I} Terms (Delivered/Arrival). Each group of terms adds more
responsibilitics to the seller and gives fewer ro the buyer.
The E term is EXW or Ex Works, This means that the buyer collects the goods at the
seller’s own premises — place of business — and agranges insurance against loss or damage
to the goods in transit.
In the sccond group, the F terms, the seller delivers the goods to a carrier appointed by
the buyer and locared in the seller’s country. The buyer arranges insurance.
® FCA or Free Carrier means that the goods are delivered to a named place where the
carrier can load them onto a truck, train or acroplane.
m FAS - Free Alongside Ship means that seller delivers the goods to the quay next to the
ship in the porr.

® FOB - Free On Board means thar the seller pays for loading the goods onto the ship.

The € and D terms

In the third group, the C terms, the scller arranges and pays for the carriage or
transportation of the gaads, but not for the payment of customs duties and taxes,
Transportation of goods is also known as freight,

® In CFR - Cost and Freight (used for ocean freighr} and CPT — Carriage Paid To ... (used
for air freighr and Yand freighr), the buyer is responsible for insurance.

m In the rerms CIF - Cost, Insurance and Freight (used for ocean freighr) and CIP —
Carriage and Insurance Paid To ... (used for air freight and land freight), the seller
arranges and pays for insurance,

In the fourth group, the D Terms, the seller pays all the costs involved in transporting the
goods to the country of destination, including insurance.

= In DAF — Delivered At Frontier, the imparter is responsible for preparing the
documentartion and gerring the goods through customs.

1f the goods are delivered by ship to a port, the two parties can choose who pays for
unloading the goods onto the quay. The two possibilities are:

m DES - Delivered Ex Ship - the buyer pays for unloading the goods from the ship

m DEQ - Delivered Ex Quay — the seller pays for unloading the goods from the ship to the
quay, and for che payment of customs duries and raxes.

1E the goods go through customs and are delivered o the buyer, there are two possibilities:
m DDU - Delivered Duty Unpaid — the buyer pays any import taxes

m DDP - Delivered Duty Paid — the seller pays any import taxes.
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46.1  Label the diagram using the ahbreviarions for Incoterms. Look at A, B and C opposite to
help you.

..

H ;'
o | I <+ | .oeiiee Buver collecrs

Seller delivers taa
carrier in it country

Seller delivers to a port of shipment

Seller delivers to a porr of destination

i il

Sellér delivers ta the costoms by air ot land 9.

Seller delivers ta buyer (RIS |- SN

Over to you
How do imported goods normally arrive in your country? Are there taxes on imported
products? 1f you were an importer, would you prefer o organize transport yourselT, or let
the seller do it?
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Insurance

Insuring against risks

Insurance is protection against possible inanaal losses. Individuals, companies and
nizations can make regular paymenrs, called premiums, to an insurance company
which accepts the risk {or possibility] of loss. When you buy insurance you make a
contract, called a policy, with the insurance company — also known as the insurer. The
contract promises that the company will pay you if you suffer loss of or damage to
praperty, or sickness or personal injury.

There are various losses which people or businesses can insure against:

M theft — someone stealing their goods or possessions

®  damage from fire or orther natural disasters such as floods, carthquakes and hurricanes.
If property is stolen or damaged, the person or company who is insured makes a claim ~
requests compensation — from the insurer. The msurer will then indemnify or compensate
them: rthar is, pay them an amount of money cquivalent to the loss. As the number of
natural disasters seems to be increasing, so are the claims for damage to property, and this
will lead o higher insurance premivim:

In the past, many people buying insurance used independent brokers - people who
searched for insurance at the lowest cost, or agents — people working for the insurance
company. But like retail banking, the insurance industry has changed in recent years. A
lot of insurance is now sold direct, by telephone or on the internet. This can be cheaper
than insurance bought over the counter from a broker or an agent.

Life insurance and saving

Life insuran¢e (also called assurance) will pay an agreed sum to someane else, for
example your hushand or wife, if you die before a certain age. People also use life
msurance policics as a way to save for the future: you can buy a policy that pays a certain
sum on specific date, such as when vow retice from work. As with pension plans, life
urance policies arc tax shelters, or a way of postponing payment of tax. You do not
have to pay income tax on life insurance premiums. However a lump sum — a single,
large amount of money pad out when an insurance policy matures — will be taxable.

Insurance companies

Insurance companies have to invest the money they receive from premiyms. Like pension
funds, they are large institutional investors that invest huge sums in securities, especially
low-risk ones like government bonds.

The largest insurance markert in the world is Lloyd’s of London, This is an association of
people called underwriters, who guarantee to indemnify other people’s possible losses.
Lloyd's spreads risks among, a number of syndicates: groups of wealthy individuals,
commoenly known as ‘names’. These peaple can earn a lot of money from insurance
premiums if the clients never claim for compensation, but they also have unlimited
liability or responsibility for losses.

If insurance companies consider that they have underwritten too many risks, they can sell
some of thar risk o a reinsurance company. This is a company that will receive some of
the premiom and also bear, or take, some of the risk.
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47.1

Complere the crossword. Look ar A, B and C opposite to help vou,

Across
1 and 10 across Seme people buy life
msurance thar pavsa .. ... on
retirement. (4,31
4 Many insurance companies now scll
-y over the phone or the internet. (6)
8 1 have a thefr policy, so the insurance
company will _____ me if my mobile
phone is stolen. (9)
9 If vou make a big claim from your
msurance company, the cost of vour
will probably go up. (7)
10 See 1 across.
12 When I insured my house, T used a
to find me the hest deal. (8)
13 Exporters have to insure goods in rransic

.. them. (6}
..., tor an insurance
stopped buying

in case somehody
14 1lost my job as an .

company when peopl

over the counter. (5]
15 Lloyd's spreads the risks ir insures among
_.made up of groups of underwricers.

(10)

17 The individual underwrirers ar Lioyd's are
commonly called (5]

19 Natural disasters are expensive for
inblll’AllCL‘ \.'UI'[IPJ!IiL'S hL‘LJU‘{L‘ [“L‘" cause a

| G| — ta buildings and their conrens. (61
Down
2 Llovd’s . risks worth over £14 hillion. (11)

3 You should always read the small prine — all the details — before you accept an insurance

5 There a
companies. (11)

& Life insurance can beatax . —a way of
purting oft paying rax tll later. {7)

7 Mast people insure their personal
against loss, fire and theft.

11 .. of London is the world's largest
insurance marker. {6}

16 Formunarcly, T've never had a car accident, so
I've never had ra . anyvthing from the
INSUrance compan;

18 Life insurance is also a way to
and pay less rax. (4]

e IOTIEY

Over 4o you

companies that take on part of the risks underwricren by smaller

“Hello, I'd like to apply for some
property insurance.”

How many different insurance policies do you or your family have? Are there any risks you
cannot insure yourself against? What insurance does your company or employer have?




The business cycle

Expansion and contraction

All marker economies have periods when consumption - spending on goods and services
— rises. Consumers buy more, companies invest more, and production, income, profits
and employment increase. These periods are always followed by periods when spending
and mvestment fall, and unemployment rises. This 1s the business cycle.

A period during which economic activity increases and the economy is expanding is an
upturn or upswing. If it lasts a long time it is called a boom. The highest point of the
business cvele is a peak, which is followed by a dowaturn, during, which the amounr of
economic activity decreases. If the economy keeps contracting for more than six months,
the downswing is called a recessian. A serious, lang-lasting recession is called 2 depeession
or a slump, The lowest point of the business cycle is a trough, which is followed by a
Tecovery, when economic activity increases again, and a new cvcle begins.

Note: A downturn is also called a downswing or a period of contraction; a recovery is also called an
upturn, an upswing or a period of expansion.

Fiscal policy
CGovernments and central bavks use fiscal palicy, which involves changing the levels of
government expenditure and taxation to try ro limit the extent of the business cycle.

If an cconomy is moving into a recession, the government might have a reflationary fiscal
policy. This means trying to stimulate the economy by increasing government spending,
or by cutting levels of direct or indirect tax so that individuals and companies have more
money o spend.

If an economy is overheating ~ expanding too quickly ~ it means that industry is working
at full capacity and producing as much as it possibly can. Because demand is grearer than
supply, leading ro rising prices and inflation, the government might have a deflationary

v, This means tryving to cool dowa the ceonomy: reducing the amount of
economic activity by raising tax rates or cutting government expenditure. This reduces the
level of demand in the economy and helps to reduce inflasion.

fiscal poli

Monetary policy

Governments or central banks can also use monetary policy ~ changing interest rates and
the level of the money supply - to influence the level of economic activity. {See Unit 27)
They can boost or increase cconomic activity if the economy is in a downturn by reducing
interest rates and allowing the rate of growth of the money supply to increase. Alternarively,
if the economy is growing too fast and causing inflation, they can slow it down by
increasing interest rates and reducing the rate of growth of the money supply.

The main reason for having an independent central bank {see Unit 23} is to prevent
governments from creating a political business cycle — a cycle that will be at a high point at
the time of the next election. Governments can do this by beginning their periods of office
with a couple of years of policies designed to stop the economy from growing, followed by
tax cuts and monetary expansion in the two years before the next election. This policy,
sometimes called boom and bust, helps the government ger re-clected but is not good for
economic stahility. An independent central bank makes this less likely to happen.




48.1

48.2

Label the graph with words from the box. Look at A opposite to help vou.

i boom dawnswing peak fecession recavery rraugh

[

[ERFS)

=2}

/1

- T

4

March the rwa parts of rhe

neences. Look ar B and € opposite t help vou.
If the government thinks the cconomy 1s contracting too much,

Fiscal poli
If there isn't

involves

an independent central bank, govermments can
If the government thinks the cconomy is growing too quickly,
Monetary policy involves

(LS KR

interest rates and the money supply.

it can raise tax rates and cut its expenditure.
manipulate the business cycle to their own advanrage.
it can cut taxes and increase its spending,

raxarion and government spending.

Find verbs in A and B opposite with the following meanings.

to get bigger or make bigger to get smaller or make smaller

“I've learnt not to worry.”

Over 4o you "“‘

Has the economy in your country expanded or contracted over the past three years? What
do most economists think were the causes of these changes?

N
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Taxation

Direct taxes

Governments finance most of their expenditure by taxation. If thev spend morce than they
levy or charge in raxes, they have to borrow money.

Direct taxes are collecred by the government from the income of individuals and businesses.

m Individusls pay income tax on their wages or salaries, and most other money they receive.

m  Most countries have a capital gains tax on profits made {from the sale of assers such as
stocks or shares. This is usually imposed or levied at a much lower rate than income tax.

W A capiral transfer tax {commonly called death duty in Britain) is usually impased on
inherired money or property. Other names for this tax are inheritance tax or estate tax.

m Companies pay corporation rax on their profits, Business profits are generally taxed
twice, because after the company pays tax on its profits, the sharcholders pay income tax
on any dividends received from these profits,

m Compames and their employees also have to pay taxes (called national insurance in
Britain} which rhe government uses ro finance social security spending — unemployment
pay, sick pay, e

Indirect taxes

Indirect taxes are levied on the production or sale of goods and services. They are included in
the price paid by the final purchaser
®m In most Furopean countries, companies pay VAT or value-added tax, which is levied at
each stage of production, based on the value added to the product at that stage. The
whole amounr is added o the final pme paid by the consumer. In Canada, Australia,
New Zealand and Singapoee, this tax is called goods and services tax or GST.

m [0 the USA, there are sales taxes, collecred by retailers, levied on the retail price of goods,

m Governments also levy exeise taxes or excise duties — addirional sales taxes on
commodnies like tobaceo proiucs, alcoholic drinks and pewrol.

m Special taves, called tariffs, are often charged on goods imported from abroad. (See Unit 43)

Income tax for individuals is usually progressive: peaple with higher incomes pay a higher
rate of tax jand therefore a higher percentage ot their income) than people with lower
incomes. Indirect taxes such as sales tax and VAT are called proportional taxes, imposed
at a fixed rare. Bur indirect raxes are actually regressive: people with a low income pay a
proportionally geeater pare of thewr income than peaple with a high incame.

Jsmm:l

BrE putm Am

Non-payment of tax

To reduce the ameunt of income tax that employees have to pay, some employers give their staff
advantages instead of taxahle money, called perks, such as company cars and free health insurance.

Multinational companies often register their head offices in tax havens — small countries
where income taxes for foreign companies are low, such as Liechtenstein, Monaco, the
Cayman Islands, and the Bahamas.

Using legal methods to minimize your tax burden — the amount of tax you have to pay — is called
tax avoidance. This often involves using Joopholes — ways of getting around the law, because of
an crror or a technicality in the law itself. Using illegal methods — such as not declaring your
income, or reporting it inaccurately — is called tax evasion, and can lead to big penalnes.
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49.1

49.2

49.3

What are the standard names for the tax or raxes paid on the following? Look at A and ¢
opposite to help vou,

aleoholic drinks and tobaceo products

company profits

goods bought in stores

money received from relatives after their deach

salaries and wages

goads made in other countrics

money made by selling stocks at a profit

[XR I

~Noun s

Find words in A and B opposite wirh the following meanmgs.

1 an adjective describing raxes on revenue or income

2 a tax that has one rare thar is the same for everybody

3 money paid by the governmenr o sick and unemployed people
4 a tax that has a higher rare tor taxpayers with a higher income
5 an adjective describing raxes on consumption or spending

1 Capital gains are generally raxed at a higher rate than income.

2 The same sum of money can be raxed more than once,

3 Sales taxes can be both proportional and progressive at the same time.

4 Excise duties are extra sales taxes on selected products.

5 Many international companies have their registered headquarters in small countries where
they do only a small proportion of their business,

6 Employees will generally pay less tax if their employer reduces their salary a lietle and
pravides them with a car,

7 Tax avoidance is illegal,

8 Perks and loopholes are forms of tax evasion.

Find five verbs in A and B opposite that can be used to make word combinations with ‘rax’.

Over 4o You

In your country, what p{‘rnentnge of national income goes to the government as tax? Do
you know how this compares with other countries?

Professional English in Use Finance

¢ statements true of talse? Find reasons for vour answers m A, B and C opposite.
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m Business plans

Market opportunities

If vou have a brilliant idea for a new product or service, or a better or cheaper way of
supplving an existing product ot service, you will probably require finance: money to start
up a company to take this market opportunity, or to expand an existing company. If you
wailt to interest venture capitalists (see Unit 28) in your project, you will have to write a
business plan,

iness plans begin with a summary, often called an Executive Summary, which explains
One or pwo pilgk

| what sort of company it is
what the producr or service is, and whar is special about it

who the managers are

haw much money vou need. and what you will use it for.

m The company, the product and the market

If the company already exists, the first chapter of the business plan explains how it was
started and how ic has grown, and gives a history of sales and profits. It describes the
company today, and the plans for the furure.

The second chapter describes what you already scll or want to sell. It explains what
differentiates the product or service from orher existing ones — what makes it different or
unique. [t focuses on the benefits or advantages for customers — how it will improve
people’s lives!

The chapter on the marker describes the industry you operate in, the market segments,
the other firms in the market (your comperitorsl, changes in the industry, and projected
trends — forceasts for the future — and technological opportunities. It outlines what the
customers need, where they are, and how you plan to reach them. It explains how you
will make sure that customers know about vour producr or service and why they will
prefer it to the competition. It gives details of your marketing strategy, including sales
tactics — the ways you plan to achieve sales, advertising, publicity and sales promotions —
incentives ro encowrage customers 1o buy.

The chaprer on the management team gives details about the most important staff. The
chapter on strategy outlines your strategies for marketing, pricing, distriburion, sales, etc.,
and how vou are going to implement them or carry them out.

The financial analysis

The financial analysis gives details of the historical performance, if it is an existing
company, and describes existing finance and assets. It explains why the business needs
funds, and gives sales forecasts {the sales the business expects to achicve in a particular
period of time), projected or expected financial statements (profit and loss account, cash
flow statement, and balance sheet), and projections for furure income. It will probably
include a breakeven analysis, and an analysis of financial rarios.

Various appendices can come at the end of the business plan, including the curriculum
vitae (CV) of each top manager and promerional materials for your products.

B urriculum vitae; AmeE: résumé
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50.1

50.2

50.3

Make word combinanions using a word from each box. Then use the word combinations
o complete the sentences helow. Look ar A and B opposite o help you.

implement customers
reach finance
require services
supply strategies
1 Are you sure you can . . these 8 . more efficiently than vour competitors?

we

2 This business plan gives details of the |
do with ir.
3 We'll hire two experienced managers to help us our

4 We're convinced our innovative adverrising will allow us to .

L and whar we're going ta

our potential

Complete the sentences. Look at A, B and C oppaosite to help vou.

j T S WIl——

7 S
We're convinced this is a grear ... oot peOple will really want what we ‘
plan ro offer.

L

2.7 -
| Qur __ 15 Over 100,000 units a vear,

I'he producr is ..

: there’s absolutely nothing else like it on the marker.

Our

.. is essennially o advertse a lot and sell ar a very low price.  /

P -
’ The advertising will stress the

.. the consumers will get from the product —
how it will save them time and money.

5
We'll also use a few .
otfering discounts.

L

Use the words below ro make word combinations with ‘marker” thar have appeared in
this book. Then sorr the word combinations: which are concerned with finance and
which with marketing?
bear value
capiralization stock

Currency o skimming

P .
equity [ market
maker T~ segment

share

OVE['ThC'(UU]'I[Er price
sccondary primary

penetration

Over 4o you

v
If you were starting up a new company, what product or service would it offer? What
would you include in your business plan to try to convinee venture capitalists to invest?




- Language reference — market idioms

108

Tinancial journalists and people working in finance use lots of different expressions to describe
price changes in financial markets. These are the most comman ones, (Some of these wards alsa
appear in Unit 38.)

Small or slow upward movement

to advance © gain
| to firm > to bea lirde stronger
| to be firm T to be shghtly stronger

to be firmer

Large upward movement

Verbs Nouns

o jump to soar I‘ ajump
to leap to strengthen e a leap ‘
to rocket to surge /

| to shoor up to take off | // |

to skyrocket

Upward movement following previous downward movement
Verbs Nouns
to stage a comeback

\ ta rehound \
to recover
to revive \

to rally

a rally
a rebound
a 1'L'\.'U\'Er)'

\ a comeback

Small or slow downward movement
Nouns

to weaken
to slip or slip back
to be or come under pressure

| o dip to lower a decline
| o decline to slide a slide
| to drift down to gase s }

Large downward movement

Nouns

to crash o dive to drop a crash

| to sink to skid o slump \ a dive
| w plummer to fall sharply ~ a drop }

to go or fall through the floor

to go south l \\

to plunge or take a plunge

| to suffer a drop or a sethack

to take a beating or a knock \
to tumble or rake a rumble

|
™~ |
|

No change

to be or remain steady or stable —_— to be or remain unchanged

Note: Some verbs have irregular past forms, for example fegp - feapt - leapt; shoot - shot - shot,
foll - fell - fallen

Professional English in Use Finance



Language reference — numbers

Saying and writing numbers

Everyone working in finance uses a lor of numbers. Saying and undersranding numbers or
figures in a foreign language can be difficulr.

This is how numbers above 100 are said, and written in legal conrracts and on cheques:

100 a hundred or one hundred

200 two hundred (rof ewo hundreds)

1,000 alone thousand

1,100 alone thousand one hundred or eleven hundred

1,234 a/one thousand rwo hundred and thirty-four
or rwelve hundred and thirty-four

2,200 two thousand rwo hundred

100,000 alone hundred thousand

1,000,000 afone mitlion

1,000,000,000 alone billion

1,000,000,000,000 a/one crillion
BrE: uses ‘and’ in figures - a hundred and twenty-five thousand;
AmE: doesn't use ‘and’ in figures - a hundred twenty-five thousand

English uses a comma {,) ro separare large numbers into groups of three digits, counting
from the right.

12,345 awelve chousand, three hundred and forry-five
12,345,678 twelve million, three hundred and forty-five thousand, six hundred and seveniy-cighe.

Note: English does not use a raised comma (12'345).

Saying amounts of currency

The name of a currency is said after rthe number (or m che middle of the number), but is
written before the number.

€10 en curos

$10.95 ten dollars ninety-five
¥50,000 fifty thousand yen

£3.50 three pounds fifty or rhree fify

The smaller currency unit (v.g. cents ot pence) is not usually sad.

Decimals
English vses a point () for decimal numbers. The numbers before a decimal point are said
normally. All the digies after a decimal poinr are said separately.

1.25 one point two five
12.45 twelve point four five
3.14159 three point one four one five nine

1t the decimal is a unit (of money, for example), both pares can be said like normal numbers.

87.65  eighty-seven point six five
$87.65 The stock is trading ar eighry-seven sixey-five.



Fractions

Yis  ahalf She  hive sixteenths

' a third / one third ", seven thirty-seconds

Yy a quarter / one quarter '/, one and a half e ————]
Yy three quarters 2y two and two thirds BrE: a quarter;

U a fifth | AmE: a quartm_r. a fourth
Ordinats

To put things in an arder, use ordinal numbers,

v 47th floor -

Ist  (the) Arst 60ch (the) sixtieth
2nd  (the) second 61st (the) sixty-first
3rd  (the) third 62nd (the) sixty
4th  (the) fourth 100th (the) hundredth
5th {the) hifth 1,000th {the) thousandch
ath  (thel sixth

This is the forty-seventh floor

Saying sequences of numbers
(15 called zero (or sometimes m Britain, noughtl.

After a decimal point and in telephone numbers, room numbers, bus numbers, etc.,
British English uses oh.

oo Seven oh four ihe one oh six bus

For telephone numbers, fax numbers, bank accounr numbers, credit card numbhers, passport
numbers, etc., people usually say each digit separately, bur in groups of rwo, three or four digits.

0202-454-14 14 oh twa oh twa, four five six, one four one four _rBrE g{; AmE: zero |

An exception is double numbers:

0235-226-35344 oh two double five, double two six, double three double four

ouble oh; AmE: zero zero
N e e e )

A rising intonation is used at the end of cach group of numbers excepr the last one, which
has a falfing rone, showing thar the end of the number has been reached.

EOr- AT A
D0 44 1223 325 S66
Mumbers as adjectives

When a number is used as part of an adjective, ir is always singular (i.e. it doesn’t have an
-s ar the end).

a twenty-minute walk a tour-syllable word a ten-thousand euro bonus
a two-hour flight a five-person ream a ffry-thousand dollar car
a three-day holiday a six-hgure number

If you find saying long numbers difficult, practise reading numbers aloud from a business

newspaper, or using vour personal documents, telephone book, ete.




Language reference — word stress

Long words can be divided into different parts, each of which is a unit of pronunciation.
These units are called syllables. The word sylla-ble has three syllables, ##it has two,
pro-nun-ci-a-tion has five.

In spoken English, syllables are cither stressed or unstressed (or accented and unaceented).
In the following examples the syllable tollowing the (') mark is stressed.

m  One syllable of nouns ('business), verbs (in'vest), adjectives (ex 'pensive) and adverbs
(‘quickly) is stressed.

W Prepositions (i, at, Lo), pronouns (he, me), and arricles (a, the) are usually nmseressed.

1 The usnal rule for two-syllable words is to stress the first syllable.
‘asset ‘budget ‘credit

2 Most three-syllable words arc also stressed on the fiest syllable.
‘auditor  ‘capital  'corporate

3 Most words of four or more syllables arc stressed on the third syllable from the end.
col'lateral  ¢'conomy  lia'bilities

4 Because not all syllables are pronounced in English, some words which look like they have
three syllables are reduced ro two, and some words which ook like they have four syllables
are reduced to three. This means that these words are stressed on the first syllable. [n the
examples below, the lewters marked [ | are not pronounced.
buslilness ntfelrest intfelresting  sccretfalry  dictionfafry

5 However, there are lots of exceptions to these rules. The most comumon one is thar most (1atin}
prefixes are nor stressed, bur even this rule has an exception since the pre- in ‘prefix” is stressed.
co-  collect con-  con'nect pre- pre'dict
com- com'ponent ex-  ex'pect pro- pro'vide

6 There is a large group of rwo-syllable words which arc both a noun and a verb, or an
adjective and a verb, which arc stressed on the firse syllable of the noun or adjective, and the
second syllable of the verb.
We're looking for “finance — we need someone to fi'nance the company.
We're using a new “transport company to trans'port the goods from China,

Two-syllable words thar follow this stress patrern include:

conduct decrease fncrease refund
conflict dhscount pernut reject
contras! export present survey
convert mport produce transfer

Because of this rule, and the large number of verbs that begin wich a prefix, more two-syllable
verbs are stressed on the second syllable chan the first (despite rule 1 above).

Where these words are also adjcctives (@ ‘perfect product, an ‘import barrier), they are stressed
Jike the noun. Where rhe adjecrive is the same as the past participle of the verb (per'fected,

im ported), 1t is stressed on the second syllable, like the verl.
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7 Mosc suffixes are unstressed. Exceprions inchide:

on

-orion
-ution
-ec
-ees

allo' carron
po'sition
pro'maotion
msti'tution
employ'ee
car'cer

depreci‘ation
acqui'sition
pro‘motional
so'lution
traf'nee
engin'ver

ntleg'ration
con'ditional

distr'bytion
puaran’tee

Suffixes do not normally change the three-syllable rule, sa 'advertising and 'organizer are
stressed on the firse syllable, although they are tour-syilable words.

@®

2 stressed syllable.

There are varions regular parterns of syllables {often at the end of 2 word) that come jusc after

M Most words ending in -ic, -feal and -irally are stressed on the previous syllable.

auto‘matic

ec'omic

his‘torical syste'matically

m Most words ending 1n ~ial, -ially, -ual, and -ually are stressed on the previous syllable.

com'mercial

fi'nancially

‘annual

inds'vidually

W Most words ending in -ifile, -ity and -ify are stressed on the previous syllable.

con'vertible

convert'hility

di‘versify

M Most words ending in -ious, -cous and -wous are srressed on the previous syllable.

‘obvious

simul'taneous

am'biguous

9 The lasc letter of a group of inidals is usually stressed.

AG'M

AT'M

EP'S

Iro LB'O
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Language reference - British and American vocabulary

British English

aluminium

Annual General Meeting (AGM)
Artcles of Association
balance sheer

base rate

building society

cash dispenger
chairman

cheque:

convertible share
COrparation tax

cost centre

creditors

current account
debrors

depreciation
Extraordinary General Meeting (EGM)
financial year

fixed assets

flar

flotation

gearing

index-linked fund
labour

managing director
Memorandum of Association |
merchant bank

net profit

note or banknote
ordinary shares
averheads

own shares

petrol

PLC

preference shares
profit and loss account
shareholder
shareholders’ equity
shares

shopping centre

social security

stack

stock take

traveller’s cheque

true and fair view
visible trade

American English

aluminum
Annual Meeting of Stockholders
Bylaws
balance sheet / statement of financial position
prime rate
savings and loans association
ATM (Automated Teller Machine)
president
check
convertible bond
| income tax
cost center
accounts payable
checking account
accounts receivable
depreciation / amortization
Special Meeting
fiscal year
property, plant and equipment
apartment
initial public offering (TPO)
l;:ver;lgi:
wacker fund
labor
chief execurive officer (CEO)
Certificate of Incorporarion
| investment bank
net income
bill
common stock
averhead
. treasury stock
gasoline
listed company
prefeceed stack
income statement
stockholder
stockholders™ equity
stacks
shopping mall
welfare
inventory
count of the inventory
traveler’s check
fair presentation
merchandise trade
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- Answer key

1.1

12

2.1

3.1

3.2
3.3

4.1

1 social security, salary 4 mortgage 7 tax

2 carn, cCommission 5 currency 8 rent

3 bonus 6 overtime 9 pension

1 false — most money ... consists of bank deposits

2 true — salarics are usually paid monthly and wages are usually paid weekly

3 false — commission is a percentage of the income they generate, which can change

4 true — money paid by a company or the government to a retired person is a pension

5 false — maost people pay one or the other, depending on whether they are buying or renting

their home

1 bookkeeping, a hookkeeper

2 external auditing, an independent auditor

3 management ilCCULlHtiﬂ;_.',, a rnrmzlg{‘rncnr accountant

4 financial accounting, a financial accountant

5 accounting, an accountant / internal auditing, an internal auditor

1c, 2e, 3a, 4b, 5d

carry out an audit
do an audic
establish rules
follow rules

make rules

ser rules

apply standards
establish standards
use standards
record transactions
summarize transactions

1 debit 3 debtors 5 stock
2 ledger 4 credit 6 crechtors



4.2

4.3

5.1

5.2

6.2

6.3
7.1
7.2

1 Double-entry hookkeeping, account, debic
2 day books, journals

3 nominal ledgers, boughr ledger

4 trial balance

1 debit 3 debit. credhr
2 debit 4 credit, debir

1 falsc — a company ... has a scparare legal existence from its owners. the shareholders

2 false ~ the owners are not fully liable for — or responsible tor - the business’s debrs ...
Their liabiliry is limited co the value of their share capical

3 true — tmanagers and execucive dixectors Tun the company for its owners

4 true — Non-execurive direceors are often more objective

5 false — parmers are fully liable or responsible for any debrs the business has

6 false — parmerships are not legal entities, so in case of a legal action, it is the individual
partners and nor the partnership that is raken o court

corporate governance
audit committee
limited Liability
non-executive direcrors
share capital

1 audit conumittee 4 limited liabilicy

2 non-executive directors 5 corporate governance

3 share capital

a Memorandum € purposc

b registered office d authorized share capital

1 private 4 quored 7 quarterly

2 stock exchange 5 interim 8 annnal report
3 limited & lisred 9 AGM

1 misconduct 3 ner profic

2 gross profit 4 turnover

Tc, 2a, 3b, 4c. 5, 6d
1¢, 2¢, 3d, 4a, 5b

1 false = Companics can choose their accounring polictes ... There are a range of methods of
valuation ... and measurement

2 false — accounting policies ... have to be consistent, which meany using the same methods

every year, unless there is a good reason to change a policy

true — Arcas in which the choice of policies can make a big difference include deprecianon ...

[and] the valuation of stock or inventory

false - companies have ro give a troe and fair view of their financial sitsation — meaning there

are various possibilities ~ cather than the crue and fair view — meaning only one is possible

true — in many countries accounting follows the historical cost principle: the original purchase

price of assets is cecorded in accounts, and not their (estimated) current selling price

true — sonie councries with regular high mflation ... use inflation accounting systems thac rake

account of changing prices

w

~

o

o
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1.3

8.1
8.2

8.3

9.1

9.2

9.3
10

16

Verb Noun(s)

‘calculare caleu'larion

Adjectiv

- con'sistency

con'sistent

- con'venton

con'venrional

'measurc 'measurement -
pre'sent presen‘tation -
value 'value, valu'anon valuable

1f, 2d, 3¢, 4¢, 5b. 6a

1 financial year / fiscal year
2 subsidiary

3 consolidared Anancial statements
4 verifable

Adjective
. \ . !
as'sume as'sumption o —
dis'close dis'closure —
- obijec'rivity ob'jective
‘recognize recog nition -
- subjec’uvity sub'jective
‘verify verifi'cation 'verifiable
1 venfy 3 objecriviy
2 disclose 4 assume
1 revalue 4 obsolete
2 currenrassers 5 fixed asscts
3 appreciare 6 wear our

deduct costs
depreciate fixed assets
record marker value
record purchase price
reduce profirs

reduce vahie

1 record, purchase price
2 fixed assets, deduct, coses
3 reduce. value

1e, 2¢, 3a, 4b, 5d

1d, 2¢, 30, 4b
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10.2

10.3

1.1

check accounts
check stock take

check systems of control

comply with laws

comply with policies

comply with procedures
comply with regulations

€xamine accounts

examine systemns of control

give advice
give opinions

Ve

Noun

‘accuracy

com'ply

com'pliance

tecom’mend

recommen'dation

re'cord

ex'amine

‘record

exami‘nation

recom'nmiended

i~

1 examine, accurate, comply

2 recommendarions
3 recorded

1 true = American and contnental European companies usually put asscts on the lefr and
capital and liabilicies on the right ... mosr Brirish companies use a vertical format, wich assets
at che top, and habilides and capital below

2 false — A balance sheet does not show how much money a company has spent or receved

during a ycar

3 true - Since assets are shown as debits ... and the total muse correspond with the roral sum of
the credits ... assers equal liabilities plus capital (or A =L + ()

4 true — shows the company’s liabilities, and its capiral or sharcholders’ equity ... Part of ¢his s
share capital — the money the company raised by selling irs sharcs

5 false — assets equal liabilities plus capital

6 true - Liabilities are obligations to pay other organizationy or people: money thac the
company owes, or wifl owe at a furure date

1 Supplier«
2 Rerained earnings
3 Assers

distribute profits
grant credit

owe money

pay liabilidics
retain earnings

4 Luabilities

5 Sharcholders’

1 retain, carnings, distribure, profits
2 owe moncy, grant, credit

3 habilicies, pay

equity
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12.1

12.2
12.3

141

14.2

14,3

1 bad debe 6 rrade mark

2 net worth / net assers 7 wrire off

3 patent 8 o make provisions

4 net book valve 9 work-in-progress

5 goodwill 10 debrors / accounts receivable

1¢, 2b, 3a, 4t, 54, 6¢

Current assets: cash in rhe bank. debrors, stock
Fixed assets: buildings, land, investments
Intangible assety: goodwill, hurman capital, repucation

1 false — Current liabilities are expecred to be paid within a year of the date of the balance sheet
(if it has been paid, it is no Jonger a fiabilicy and will nor appear on the balance sheer)

2 true — curtent is defined as within a year of the date of the balance sheet

3 true — accrued expenses are charged against income — that is, deducted from profirs — even
though the bills have not yer been received or the cash paid

4 true — Sharcholders’ equity includes: the originat share capiral ... share premium: money made
if the company sells shares at above sheir face value - the valne written on them ... recained
earnings

§ false - shareholders’ equity includes retained carnings - 1t is money belonging co the
shareholders and not the company

6 true - share premium is money made if the conpany sells shares ar above their face value ~
the valac wricren on themn

1 cutrent liabiliries 3 deferred

2 share prenuuwm 4 accrued

Assets: Acconngs recewvable, Cash and cquivaleas, Inventory, Investments, Land and buildings
Liabilines: Accounts payable, Acerued expenses, Deferred taxes, Dividends, Long-term debe

1 sales revenue 4 pre-tax income
2 gross profic 5 net profic

3 EBITDA

1 Operations 5 financing,

2 Investing 6 operations

3 Financing 7 invesnng

4 operations

Operating activities: Changes in operating assets and liabilirics, Depreciaton and amortizavon
expenses, Jncome taxes payable, Net income

Financing activities: Dividends paid, Tssuance of sk, Payiments to repurchase stock,
Repayment of debt

Investing activities: Purchase of plant and equipment, Sale of properry

1 hquidicy 3 ratio
2 ¢fficiency 4 solvency



15.2

17.3
18.1

18.2

acd vest

current ratio
dividend cover
liquid asscts
quick ratio

1 liquid assets

2 dividend cover

1h, 2d. 3a, 4¢
1¢, 24, 3b, 4d

1D.2E.3A,4C,58

3 acid test, quick rabo
4 current ratio

1 overheads 4 profitable
2 cost cenrre 5 fixed costs
3 variable costs 6 breakeven point

Adverrising expenses
Bad debts

Direct Variable

Indirect

Components

Electriciry to run machines |

Flecrricity for heaung

Equipment repairs

AN

Facrory canceen

Qvertime pay

Raw macerials

ANIAN
AN <
NS SISNISISIN S
—

Properry rax v
Rent v
13, 2b

charge prices
cut prices
lower prices
pay prices
raise prices

wN o~

pay

1 presrige pricing
2 odd pricing

3 market skimining
4 mark-up pricing

cut/lower 4 charge
raise 5 cut/lower

5 going-rate pricing
6 loss-lcader pricing
7 marker pencrration
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19.2

20.1

20.2
20.3

21.1

21.2

21.3

120

- R WN =

ERRR S BN

[

direct debit
statements
foreign currency
traveller’s cheques

CULLENL decounts
SAVIIgs accounts
debit card
credit card
standing order

interest 5 morrgage

loan 6 private pension plan
collareral 7 repossess

overdrafr

false — a savings account or deposit account ... pays more lnterest

true — If the borrower doesn’t repay the mortgage, the bank can repossess the house or flat
true — traveller’s cheques ... are protected against loss or theft

true — Comimercial banks ... discovered that most of their customers preferied 1o go w
branches

false ~ customers preferred to go ro branches ... especially vnes ... which were conveniently
situated in shopping centres (bur nor all branches are)

bank account 3 granf loans
corperate customers 4 conditions, pﬁl'§(1n3| CUSTOMETS

1f, 2e, 3h, 4a, 5c¢, 6d

charge inrerest

pay mteresr

transter money
withdraw money
assess risks
caleulate risks

(R

W=

[ R S T

[T

charged

withdraw

ASSeSS

financial institution 4 conglomerate
capiral 5 deregulation
merger 6 takeover bid

investmentg/merchant hanks

msuranee companies

mvestmengmerchant hanks

building societies / savings and loans associations
commercialfrerail/High Sereer banks
investment/merchant banks

investment/merchant banks

insurance companics

central bank 4 clearing bank

mvestment bank 5 remilicommercial/High Srreet bank
privare bank
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231
23.2

233

24.1

24.2

24.3

ol

Noun for people Adjective(s)

a'cquire acqui‘sition ! - o
ad'vise I adwice ad'viser or ad'visor -
- SR
‘analyse a'nalysis | 'analyst | ana'lytic, ana'lytical
| ‘institute msti'turion [ - - ‘ insti'tutional
in'vest ) | in'vestment in'vestor | -
"value | "value, valu'ation = aluab

1 underwritten 4 fres
2 advised 5 merged
3 divesting, acquiring G IPOs

1 consulting firm

2 pension fund

3 strategic planming
4 forecasters

subsidiary
insticutional investor
financial restructu
valuation

= ~Nm o

1b, 2a, 3d, 4e, 5¢

a monerary ¢ stabiliry
b supervising  d hnancial
hank run

currency markets

l'.\L'I!'JTIE’E‘ rare

financial system

financial stability

monetary policy

monetary policy, financial stabiliry
bank run, financial system

[N}

3 currency markets, exchange rate

1 interest rare 5 creditworthy
2 solvency 6 spread

3 labour 7 ourput

4 floating rare 8 invest

1 ¢ discount rare 4 d averdratr

2 ¢ base rate or prime rate 5 b hire purchase
3 a mortgage

false — The discount rare is the rate that the central bank sets ... When this rare changes, the
commercial banks change their own base rate ... This is the rare from which they calculate all
their other deposit and lending rates

irue = When interest rates fall, people borrow more, and spend rather than save

false — The higher the borrower’s solvency, the lower the interest rate they pay

true — Borrowers can usually get a lower interest rate if the loan is guaranreed by securities or
other collateral

truc = The rate that borrowers pay depends on their credivworthiness ... The higher the
borrower’s solvency, the lower che interest rare they pay (the bigger the risk, the higher the
INECTest rate)

w

6 true — mortgages often have floating or variable interest rares thar change according ro the
supply and demand for maoney
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25.1 true — a business or government thar needs cash for a few wecks only can vse the money
market

false — to borrow or invest shorr-term capital

false — T-bills are ... usually sold ar a discount ... rather than paying interest ... Commercial
paper is ... also sold ar a discount

false — Certificates of deposir are issued by banks

false -~ Commercial paper ... is unsecured

true — Certificates of deposir ... are issned by banks to large depositors who can then trade
them in rhe short-term money markers

woN

o !

discount 4 short-term 7 marturity
compednve S unsecured 8 cash flow
hyuidiry 6 redeemied 9 par value

W =

25.3 1D, 2¢, 3a, 4¢, 5d
26.1 1d. 2 3a, 4b, S¢

26.2  Customers of Islamic banks: 2, 3, §
Customer of conventional banks: 1, 4

26.3  investment account
scrvice charge
risk capiralists
working captial

1 working capital 3 nisk capiralises
2 service charge 4 invesement account
27.1 1 oue - currency n crculanion ... makes up only a very small part of the money supply. The

rese consists of bank deposirs

false — aume deposits [are] bank depowits that can only be wichdrawn aftes a cerrain period of

ome

3 rruc — To measure money you also have ro know how often ir is spent in a given period ... the
quantity of money spent 1s the money supply times its velocity of circuladion

N

4 truc — the cenrral bank ... use[s] monerary policy to fry to control the amount of money in
circuladon, and ws growth
5 false - [che monctary authorities] can change commercial banks’ reserve=asset ratio ... the

percentage of deposits a bank has to keep in its reserves
27.2  hroad money
money supply
DAFTOW money

moncy supply
narrow money
Broad monev

(XN

)
~J
w
-

moncrary authorities
moncrary policy
monctary growrh

woN



28.2
29.1

29.3

30.1

30.2

L
[v] eluleu] [clefome]aln]v]
Fl ™ 3 L T
M (wleleti]s] [l ARE
HNE Iﬂ E (€]
] [7] B
(| [alvIelr[s]E] R E[7]un ][]
e| v T E
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N R £
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1e, 2f, 3b, 4a, 5d, 6¢

G AN -

No—=

oA w

prospectis 6 o underwrire
stock exchange 7 prefercnce shares
investors 8 ordinary shares
going public 9 hankrupt
floration 10 ligwdaton

false — only successful existing companies can go public

truc — An investment bank underwrites che stock issue: guarantees to buy the shares if there
are nor enough other buyers

false — The company gets independent accountants o produce a due dihgence reporc

false - preference shares ... holders receive a fixed dividend

false — holders of preference shares are repaid before other shareholders, bue afier owners of
bonds and other debes

otfer shares

go public

produce a prospectus
underwrite an 1ssue

ENEEECEE BN =

[ I N AR N

g0 5 produced

public & prospecrus

offering 7 underwnting

shares 8 1sue

rights issue 5 market price
nominal value 6 own shares

to capitalize 7 primary market
secondary market

talse ~ newly 1ssued shares [are] sold for the firss time [on| the primary market

false = over-the-counter markets such as NASDAQ ... and AIM ... have fewer regulations
true — marker price ... depends on supply and demand - how many sellers and buyvrs there are
cruc — automaric mrading systems ... march up buyers and sellers

true — The spread or difference berween these prices is their profit or mark-up
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30.3

32.1
32.2

32.3
33.1

1 vahue stock S ncome stock

2 dcfensive stocks 6 rghts issue

3 blae chips ? scrip/capitalizanon/bonus issue
4 groweh stocks 8 own shares

1 bear marker

2 bull marker

3 crash

Possible answers:

1 They buy stocks in issues thar are over-subscribed, so they can immediately re-sell them at a
profit.

Because if a company makes a profit bue does not pay dividends, its stock price will rise, and
stockholders can make a capiral gain by selling the stocks. Capital gains are raxed at a lower
rate chan dividends, which are income.

By agreeing o scll something at a fixed price, and then buying it at a lower price.

N

[

make a capital gain
make 2 profic

own sccurities

pay a dividend

pay tax

receive a dividend
retain carnings
cake a position

1 pay, tax, receive, dividend, rerains, earnings, make, capital gain
2 make. profi, raking, position, securities, own

1d, 2b, 3a, 4c

1 false — Fundamental analysis ... ignores the behavionr of investors and assumes that a share
has a true or correct value

2 true - Fundamental analysis ... assumes thar a share has a true o correct value, which ...
reflects the present value of the future income from dividends

3 true ~ Investors can reduce these by having a diversified portfolio

4 false = Unsystematic risks are things thar affect individual companics (and cheir shaces)

1h, 2¢, 3a

1 pruncipal 6 Trcasury bonds
2 credit ranng 7 coupon

3 gilt-edged seack 8 Treasury hotes
4 defaule 9 yield

S maruaty date 10 insotvent



33.2

333
34.1

34.2

343

35.1
35.2

353

35.4

true — The holders of bonds ., ger their money ... back on a given matunty dace

false — if a company ... declared bankrupt ... buldholders will probably get some of cheir

money back

true — The highest grade {AAA or Aaal means that there is alimost no nsk thac che borrower

will default

4 false - if interese rates rise, so that new borrowers have to pav a higher rate. exisung boncls
lose value

5 truce - floating-rate notes ... whosc interest race varies with market interest rates

6 false — converribles ... are bonds thac the owner can later change into shares ... the buyer gets
the chance of making a profit with the convertible option

7 true - zero coupon bonds ... pay no interest buc are sold at a big discount on their par value

N

w

8 false — Bonds with a low credit rating (and a high chance of default) arc called junk bonds

1C,2C 3B, 48

1 spot price 5 commodities

2 backwardarion 6 ro hedge

3 over-the-counter 7 futures

4 forwards

1A s 4 A w

2B 5B, u

3By 6C, v

1 rrue — currencies, nterest races, stocks and stock market indexes flucruare .. so financial
futures are used o fix a value for a specified furure dace

2 false — Interest rate furures arc agreements to issuc -.. bonds, certificates of deposit, money
marker deposits, erc.

3 true - Interest rate furures are agreements berween banks and investors and companies ta
issue fixed income securities ... at a furure date

4 rrue - the buyer and seller of a financial furure have different opinions abont whac will
happen to exchange rates, interest rares and srock prices

5 false — Futures ecrading is a zero-sum game, because the amonne of money gained by one parry

will be che same as the sum [ost by che other

1c, 2a, 3b, &d

ad 4a
2 b 5a
3b

Warranes
Put options
Swaps

[ANY

p}'emium 4 warrants
2 strikefexercise price 5 swap
3 call opnions
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361

36.2
36.3
37.1

37.3

38.1
38.2

38.3

126

accomulare capiral
allocate asscts
allocate funds
allocate money
diversify portfolios
manage accounts
manage assets
manage money
manage portfolios

1 manage, assets/money/portialio 3 allocace, money/funds/assets
2 diversify, porrfolio 4 accumulate capital
L, 2a, 3b

T¢, 2d, 3a, 4b, 5¢

1 o pool 3 to leverage
2 1o take a long position 4 1o rake a shorrt position

1 false — Despite their name, hedge funds do not necessarily use hedging rechniques

2 true — Most hiedge funds use gearing or leverage, which means borrowing money as well as
using their own funds

3 false — they generally specialize in high-risk, short-rerm specularion

4 true — investors can profit from price differences berween the two markets ... the price
difference is usually very small {and would be zero if markers were perfectly efficient)

5 false — structured products from banks ... are cuscomized ... financial inscruments

1 Leverage 3 1ull Participarion
2 Capital Protecrion 4 Yield Enhancement
1c, 23, 3b

1 remained stable 4 grew slowly

2 risen regularly 5 sharp increases

3 increased rapidly

Possible answer:

The price of gold rose steadily during 1985-7, reaching a peak of $500 an ounce ar the end of
1987. The price fell again in 1988-9. The price fluctuated rapidly in 1990, and declined slowly
during 1991-2. After a sharp nise in 1993, it remained stable for four years before falling
dramanicalty herween 1996 and 1999. Gold bortomed our ar nearly $250 in borh 1999 and
2001. Since 2001 there has been a steady rise to over $400.

1 acqusmitions 3 merger
2 jownt venture 4 raid, rakcover bid

1 wihite kaight, hosoke
2 friendly
3 poison pill

T, 2d, 3a, 4e, 5b
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40.1

40.2
40.3
41.1

41.3
42.1

42.2
423

43.1

1 parent company 5 leveraged

3 core business 6 market capitalization
3 assct-stripping 7 synergy

4 subsidiaries

1h, 2d, 2a, 4¢, 5¢

1a, 21, 3b, 4¢, 5¢, 6d

1 discounted cash tlow A ame value of money
2 rate of return 5 purchasing power
3 internal rare of return 6 discount rate

1 false — The rerurn we could ger by investing the money in other ways is the opporronity cose
of capiral

2 true ~ the rare of return muse be ac leas as high as we could get by deposiring che money in a
bank mstead, or by making another risk-free investment

3 false ~ there’s ncarly always inflacion, so cash will have lower purchasing power m the future:
you'll be able ro buy less with the same amount of money

4 ruc — the value of money decreases over time

1D, 2e, 3d, 4c, 5a

1 price-sensitive 5 fraudulent
2 compliance 6 disclosure
1 insider dealing 7 oversee

4 money laundermng

1¢, 24, 3¢, 4b, 5d

1 laundering money 4 insider traders
2 conflicts of interest 5 Chinesc walls
3 compliance officer 6 deregularion
[s]
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442

443

45.1

45.2

1 true ~ In theory, cxchange rates should be ar the level thar gives purchasing power pariy (PPP)
... In fact, PPP docs nor work
2 false —if the price level in a counry ncreases hecause of inflation, its currency should

depreciate
3 truc ~ Financial insututions, companies and rich individuals all buy currencies, looking for ...
shorr-term capital gains if a currency gains in value
false — currency speculation [is] buying currencics in che hope of making a profit
for high interest rates

>

looking

5 true ~ currency traders make considerable profits from the spread berween a currency’s buying
and selling prices

6 false — Over 95% of the world’s currency transactions ate purely speculative, and not relared
to trade

7 true - gold convertibility ... ended in 1971, hecausc ... rthe Federal Reserve did not have
cnough gold o guarantee the American currency

8 rrue - For 25 years after World War 11, che levels of mosr major currencies .., were fixed ...

Since the early 1970s, there has been a syseem of floating exchange rates in most western
countries

false - If there are more buyers of a currency than sellers, irs price will rise; if there are more
sellers, it will fall

©w

Maun(s) Moun for people Adjective(s)

ap precidee J apprecs anon - -
con'vert | converti'bility, con'version | - con'verted
de'preciate \ depreci‘ation - -
inter'vene J inter'vention - inter'vendonary
'speculace specu'iarion ‘specularor 'speculative
1 depreciate 4 converung
2 appreciate 5 speculators
3 speculation 6 intervene

1 true — a lerter of credir ... is a written promise by a bank o pay a certain amount to the seller

... when the bank receives instructions from the buyer

2 true ~ a letter of credic ... is @ written prowise ... © pay a cerrain anoune ... within a fixed
pertod

3 false - Documentary credits are usuaily irtevouable, meaning thar they cannot be changed
unless all the partics involved agrec

4 falge - the bitl of lading is a document ... confirming, thar rhe goods bave been received for
shiprient

5 truc ~ If a bill is endorsed by a well-known bank, the exporter can sell it ... 1n the financial
matkets ... This way the exporter gets most of the money immediarely, and doesn’c have to
wait fur the buyer o pay the bill

6 true — the exporter can sell it ar a discount ... When the bill marures, the buycr recetves the
full amoune

1f, 2a. 3¢, 4d. Se. 6b



45.3

46.1

471

accept a bill of exchange
draw up a hill of exchange
endorse a bill of exchange
sell a hill of exchange
write a bill of exchange
prepare documents
present documents

require documents

sign documents

sell goods
rransport gaods

1 accepred/endorsed 4 signs, received
2 describe 5 present

3 sell

1 EXW 6 DEQ

7,8 CFR/ CIF
9,10, 11 DAF/ CPT/ CIP
12,13 bbu/ DDr

5 DES
fu
N
B
| |
loji|r
w
(el [&]
k| [
0 T
BRE
£ 5
R
}'—_T E]a
A
s [y




48.1

48.2
48.3

49.1

49.4

50,1

130

1 peak 4 trough
2 downswing 5 recovery
3 recession 6 hoom

1d, Ze, 3¢, 4b, 5a

to get higger or make bigger: boost, expand, increase, inflate, raise, rise, reflate, simulate
10 get smatler o1 make smalier: comract, cool down, cur, decrease, deflate, reduce

1 excise taxes [ excise duries

2 wcome tax { corporation @ax
3 sales tax / value-added rax / goods and services tax

4 capital transfer tax / inheritance tax / estare tax / dearh dury
5

6

7

ncome tax and social security tax / natonal insurance
tariffs
capital gains tax

1 direer 4 progressive @ax
2 proportional tax 5 indirect
3 soaal secunty

1 false — Most countries have a capital gains rax ... at a much lower rate than income rax

2 truc - Business profits are generally taxed rwice, because after the company pays tax on its
profits, the sharcholders pay income rax on any dividends received from these profits

false — Indireer taxes such as sales tax and VAT are called proportional taxes, imposed ar a
fixed rare, But indirect taxes are actually regressive

4 rrue — excise duties [are] addimonal sales raxes on commodities like tobacco producrs,
aleoholic drinks and petrol

5 true — Multinational companies often register their head offices in tax havens — small countries
whert income tises for foreign companies are bow

6 true — some employers give their staff ... perks, such as company cars

7 false = Using legal methods to mimimize your tax burden ... is called tax avoidance

8 false — perks ... loophales jage] ways of gering around the law . called tax avoidance

charge rax
collect rax
impose rax
levy tax
pay fax

implement strategies

reach customers

require finance

supply services

1 supply, services 3 implem strategies
2 finance, require 4 reach, customers

Professional English in Use Finance



50.2

50.3

1 market opportunicy 4 marketing strategy
2 sales forecast 5 benefits
3 unique & sales promotions

Finance: bear market, currency market, equity market, over-the-counter markert, primary
market, secondary marker, stock marker, market capitalization, marker maker, marker price,
market value

Marketing: market penetration, market segment, market share, marker s

mming

Professional English in Use Finance
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The munbers v the index are Unit numbers not page members.
&

abrupt />'brapt/ 3§

abropthy [ o'braptii 38

absolute advanrage /o
ad'varntids! 43

absorprion eosting (ab'zaplen
knstig/ 17

accelerared depreciation
fak, selareitnd i pri:

unt /a'kaunt/ 4

accountancy ‘a'kaontantsi’ 3

‘kavntant/ 3

aceount book /a'kaunt buk! 10

accounring /a'kaunti/ 3

accounting period fa'kauntig
prariad! 4

accounting policies /2 kaont g
Jolasiz’ 7

accrned expenses (o kruwd
tk'spentsizs 13

accumulare /a'kjuzmjaleit/ 34

10 9

accountant 2

aceumulared depreciation
jolertrd

charges /2 kjuzr

drprizfierfon lru-
aceuracy Mwkjarasis 3
wkjoratlis 32
estd test! 13
acquire fa'kwatoy 21, 22
acquisition /ickwi'zifnd 22, 39
ACHIVE strateg)

activity-based costing
ek'tivati berst kpstig |

addidonal costs /3'difanal
JRosis! 4

adequare Medikwat/ 10

advice fad'vars! 22

agent Meidzant/ 47

allocate Mwlakeil/

analyst fenalist

angel investor Meindsal
nvestal 28

annual accounrs [ anjual
akaunts/ 3

annual general meeting (AGM}
{&njual dzenaral 'mistuy e
dsit'em/ &

anmual repurt |

anricipare a loss fn usipert a
‘Ins/ 12

enjual 1 pmy 6

apply fa'play’ 3

appreciare /a'prifien/ Y. 44
appreciation 3, prizfitetf>n: 9
arbitrage {atbi'tratz’ 37

{37

arbitrageur

arricles of assaclation / w:tiklz
av asaufietf . §

assess (a'ses/ 20

Professional English in Use Finance

asser allocation / zeset
selakerfoni 36

assel management /'wesel
ma‘md'imm.’ 36

msetsd 2,11, 20

&\L‘I“\Inpn]f

astets |
RsSeL-stripping
40

assumprion /a’samp[n/ §

assurance /2 forants/ 47

audit commirree a:dit ka,nutif
&

auditing /' ditn/ 3

auditor /aditar 10

auditors’ report / aucditaz
n'pat! 6

authorized share capiral
/aBarmizd fea kiwpital/ 3

autornatic rading system
fHostemaetik 'rreadin Sistam/
30

backwardation { bakwa'deyfn!
34

backward integration
Sbwekwad ntr'greifan/ 39

bad 'det/ 12

bail our{/,berl aut; 23

halance of payments / bielants
av 'permoants’ 43

balance of trade / haelants ay
trerd’ 43

balance sheet Mhielants Jit/ 2,
4,11

bank account /'bepk 2, kaont/
20

bank—customer relations {, biengk
Kkastoma ri'leifang/ 26

bank deposic /bagk dupozid |

banknote ‘teegknaut/ 1

bank run /'benk ran/ 23

bank rransfer / baegk
‘traentsi 14

base rate “beis reir/ 24

bear (noun) /beat 31

bear (verbi /bear! 47

bear marker 'hea mas

benefit benifit! 50

i fmdl 30

bill bul 1

bill of exchange /,bil av
sks'tfeinds! 45

hill of lading /,bil av ‘lerdin/ 43

Dblue chip /blus tfip/

hoard of directors / har
di‘rekraz §

bond fbond/ 2

bonus /"baunas

bonus issue /'bavnas 1furf 30

bad debt /,

hookkeeping

boom ‘burm/ 48

boom and bust / buim and
'bast/ 48

boost fbuist! 48

borrow from /*bprav from/ 2

borrower /“boravas’ 20

bottom line / botam "lamnd 144

bortom out /botam ‘avt! 38

boughr ledger / haat 'ledzar 4

branch fbramt [/ 19

brand name /'breend ,neim/ 12

breakeven analvsis
I'bretk,izvon anzlasis/ 17

breakeven point /bret
Jpamt! 17

broad money Mbraid manii 27

broker fhraok

budger badzut/

building sociery /'bildin
w2 saaty 211

bull /bl 31

bull marker “bol mazkrt/ 31

husiness cvele /'bizmis saikl! 48

business enrity / bizars ‘entiti/ 8

business plan /bizms plan/
28,50

call option /'katl jopfan/ 35

pital /'kaprealf 211

L.\Fll'ﬂi .lLf.ulllull‘[l(Jn { kaepreo]
akjumjaleif-n/ 36

capital adeguacy rario / kaepiel
‘redikwasi rerfiaol 27

capital gain / Kepnet ‘gemd 31,
i3

€

capital gains rax / kaepisl
‘gewmz. tacks’ 49

capiralization issue

£ kaepitlar'zedfan 1Juy 30

capitalization rate
fkapitzlay'zerfan rent/ 41

capitalize /'kapitelarz/ 30

capital preservation / kaepital
Jpreza‘vefon/ 36

capital transfer rax fkapital

3w Leks/ 49

carner kaeriar 43

¢ out / kaeri "aut/ 3

ka [/

cash disperser kaf
dr,spentsar’ 19

cash flow kel flau/ 235, 32

cash flow statement /'kae | flows
stewrmant/ 11, 14

central bank /sentral 'baenk/ 21

certificate of deposit /53, Lifikat
av d'pozit/ 25

cash /




certificare of ongin /sa,ttf1kal
av'ondzin/ 45

CFR = cost and freighr / si: ef
‘a: kost and 'frei/ 46

chaitman /"tfeaman/ §

charge Atfaid3/ 20

charge against /'t fuzdz
a,qencst/ 13

charge against profis /,tfo:d3
2,9cntst ‘profits/ 9

chart ftfazt/ 32

chargist /'tfustisy/ 32

cheque /tJek/ 19

chequebook /1 fekbuk/ (9

Chinesc walls /,t[aimirz 'waslz/
42

CIF - cost, insurance and
freighr /;si: ar 'ef kost
n fuoronts and 'freit/ 46

CIP — carriage and insurance
paid to ... /,si; a1 'pir kendz
and 1n,Juarants 'peid tu:/ 46

clearing bank /'kliar1p ,bank:
21

climb /klaim/ 38

coin /kmn/ 1

collaceral /ka'lctarali 19

commercial bank 7 ka'mazJl
bank/ 20

commercial invoice ka,mazf>l
'Tnvars/ 45

commercial paper /ka,ma: )|
'petpat/ 25

commussion /ka'mifan/ 1, 31

commaodiies /ka'modatiz/ 34

common currency / knnian
‘karantsi/ 44

company /'kampani/ 5

comparadve advantage
/kom,prerativ ad'varnndsi 43

compararive cost principle
/Kam,prativ 'knst
printsapl/ 43

compensate /'komponselt/ 47

competitive /kam'petitiv/ 25

compliance /kam'plasonts/ 42

comply with /kam‘plar wtd/ 10

compounding /kam'paondin/ 41

confidennal / konfi'dent {sl/ 42

conflicr of inrcrest / konflik( sy
‘ntrast/ 42

conglomerate /kan'glomarat!
21, 40

conservatism /kan’savatizsm:
8,12

considerable /kan'siderabl/ 38

considerably /kon'sidsrabli/ 38

consistency /kon'sistontsi/ 7

consolidated financial
statement /kan,solidertd
tar,nent = ‘steitmant/ 8

consuling /kan‘saltig/ 10

consulring firm /kan'saltin
Sfaim/ 22

consumption /kan’samp[*n’ 48

contimmry /konti'njusati/ §

controller /kan'travlad 10

convenpon /kan'vent (=n/ 7

convertible /kan‘vaitabl/ 33

converrible bond /kan‘vartabl
.bond/ 28

ool down the economy / ku:l
,daun i t'’konami/ 48

core bosiness / kot 'biznus/ 40

corporate bonds /'kaiperat
,bondz/ 33

corporate customer /'kazparat
kastama/ 20

corporate governance
7 katporat 'gavanants’

corporare raider / kaiparat
'rerdar/ 40

corporauon / koipar'erf=n/ 6

corporarion tax /,karper'esfon
JAeks/ 49

cost accounting /'kpst
a,kavnny/ 17

cost centre 'kpst senter! 17

cowr of eapital / kst av
‘kepitol 41

cost of goods sold 7 knst av
\gudz 'savld/ 14

cost of sales /,kpst ov 'setlzy |4

cost-plus pricing 'kpst,plas
praism/ 18

coupon /'kupon/ 33

cover costs /,kava 'knsts/ 17

CPT ~ carriage pawd to.. /5
pit 'ti: k=ridz 'peid tui/ 46

crash /krz]/ 31

create credic /krient 'kredn/
20

creative acconnnng 'kric1iiv

3

credic /'kredit/ 4
credic card /'kredit kaid: 19
credicor /'kredrtas 3
creditors /'kreditaz: 4, 13
credir ratig /'kredrt reity?
24,33
credins Pkredits/ 19
credir standing /'kred1t
stendiy/ 24
creditworthiness
Skredn, wardinasi 24
Crerms 'Sz tmz 46
cuom dw “kant devi 31

currency /'karsntsi/ 1

currency forward /Xarntsi
'faiwad/ 34

currency furure /,karntsi
'fufori 34

currency market /'Karentsi
ma:kit/ 23

currency specularion /Xarantisi
spekja'ledf

current aceount 'Karant
akaomt/ 19

current assers /,karant “wsets!
9,12

corrent liabilines 7 karant
Jaia'hilatiz 13

currenr ravio / kAront 'reriso/
15

current replacement cose
7 karont ri'plersmont kost/
7,9

curticulum virae (CV)
fka rikyalom 'viitar si
50

customized /'kastomarzd/ 37

customs clearance /'kastamz
kliarants/ 46

DAF - delivered ar frontier /,di:
e1 el dy,ivad ol fran'tiarf 46

damage o properey / demrd;
t3 ‘propaty 47

day book /'der buk/ 4

day trader ~det treidar’ 31

DDP — dehvered dury paid /,di
di: 'piz drjivad djuzti 'peid/
46

DDU - delivered dury unpaid
2dit diz 'ju dglivad djusti
an'perd/ 48

dealer /*dislay/ 25

dealing /dizliy/ 22

dearh dury de® djuzti/ 49

debir 7debit/ 4

debir card /'debit kaid/ 19

dehirs debits? 19

debr ider? 2

debt mstrument /' ded
Antstrapant/ 235

debrors /'detaz/ 4, 10, 12

declare bankrope /drklear
'baznkrapt/ 33

decline /di'klam/ 38

decrease (n) /'dizkriis/ 38

decrease (v) /'dr'krits/ 38

defaule /dr'fait/ 33

defenstve stock /di'fentsiv
stok/ 30

deferred raxes Jo1,£3:0 h1eksiz)
13

deficie i'defist) 43
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detlationary /di'flei[-nari/ 48
demand /di'muind/ 23, 30
deposit /di'pozit/ 20
deposit account (di'pozt
akavm! V¢
depuositor /di'pozit
depreciate idi'priz
depreciation /di,pi
depression /di'pref
DEQ ~ delivered ex quay
it 'kjur di livad eks
deregulare / di
deregulation / di
21

jaleLfan/

decivative /di oivatie? 35
DES — delivered ex s
ey dilivad ck
deteriorate /di'tiariareir! 38
dererioration /di,traria'rerf>n/
38
direct /di'rek/ 47
divger cost ida'rekt kest 17, 18
dircer debir /drrekt 'debit! 19
dircet tax /di'rekt racks/ 49
direcror /di'rekta
disclose /dis'klauz/ 7, 10
disclosure /dhs'klavzas 42
'diskaont/ 23

discount (n

discounted

discount factor /'diskaunt
Jakta 41

discounting /dv'skavnting! 41

diskaont reit/

discount
24,27, 41

distribute /drstribjust/ 11

diversification
Mdar,vasafi'kerf>n/ 32, 39

diversified pocttalio
fdan varsifand | pasntfauliau!
32

diversity /dar'varsifay 36

divestiture /dai*vestt [ar/ 22

dividend Mdividend/ 2

dividend cover /'dividend
kavar 13

documentary credic
‘dokjamentari 'kredit/ 45

documentation
fdokjomen'teifan/ 46

double-entry bookkeeping
Ldabl entri 'buk

downswing /*daoi

downiurn Mdaonta

draft /dru:fts 45

dramaric /dra'mictik/ 38

dramatically ‘dra'maetikalil 38

draw up /,draz 'ap/ 5

drop /drop/ 38

D terms Mdir tsrmzs 46

Professional English in Use Finance

due diligence / dju: 'dilrdzants/
28
dumping /"dampim/ 43
earn fmnd 1
varnings CoimpE’ 1
earnings per share /,2mnmz pa:
‘fearl 15
e-banking /"i: bankiy/ 19
EBIT /izbut/ 14
EBITDA / itbitday 14
cconomics of scale /i, konamiz
av 'skeil 18§, 43
cfficiency /r'fifantsi/ 15
efficient market hypothesis
L fifant ‘mazkit hai,potas
32, 36
elastic M'lestik/ 1R
employment /im'plarmant/ 24
endorse /in'dozs/ 45
entrepreneur /,ontrapra‘na’ 28
equities ekwitiz/ 2, 29
equity "ekwatil 29
equity market Mekwiti mazkit/
30
cstablish 'steblif/ 3
¢ /'stert teks/ 49
tam/ 46
cthical /"eBikal/ 3
evaluare ' vaeljueit/ 10
ex div /'eks ,drv/ 31

cxamination /ig,zemi'ner['n/
10

exchange market /iks't fernd3
mazkit! 44

exchange rare /1ks't [emnd3
Jrert? 23, 44

exeente arders /
‘aidaz/ 22

exccutive director /1g,zekjativ
di'rektas/ §

executive summary /1g,zekjativ
'samari/ 28, 50

exercise an option /,eksasaiz
o 'opfan/ 35

exercise price /'eksasaiz  pras/
35

exit strategy /'eksit stretadsi
28

expense (Th'spents/ 4

expenses A1k 'spentsiz/ 2

export {n) /'ckspat) 43

export (v) fek'spart/ 43

exporter /1k'spaztar’ 43

export licence /"ekspail
Jaisants/ 45

external audic 1k st3:mne] ‘adit/
3

external auditor /ik,st3:n°l
arditard 10

extraordinary gencral meeting

(EGM) A1k strazdonri dse
‘miztiy 3izfem! &

EXW — ex works
‘dablju: eks 'w

face value /'fers v §

fair presentacion / fea
Jprezan'teifan/ 7

fall /Tazlf 38

fallen angel /fazlon 'eind3zel/
33

TAS — free alongside ship /ef 1
‘e fris 2 lonswd 'fipd 46

FCA - free ca it 'er

fee /iy 22

fees fMizz/ 1, 36

financial accounting /far'nan/=l
2 kauniin’ 3

fimancial future fai n@nf#
fjustfof 34

financial institution /far, naen f*1
anistr'tjuzfan/ 21

financial instrument /far nien =1
'intstramant/ 25

financial planning
‘plenigd 41

financial restructuring
Aarnenfel rir'strakt forg/
22

financial results /far,naenf>l
r‘zalts) 29

financial stability /farnenf2|
sta'bilati/ 23

financial statement /fat nienfsl
'steitmant/ 2, 3, 4

financial system /fay nenfai
'sistam/ 23

financial year /Tar nzenfl 'jrar/
8

financing /'fainentsin/ 14

fiscal policy /fiskal 'polasi/ 48

1 frkst ‘esets/ 9,12

kst kosts) 17

fixed dividend 7, Fikst
‘dividend’ 29

fixed exchange rate /\fikst
iks'tfemnds rert/ 44

fixed interest payment / fikst
Jintrast ‘permant/ 33

fixed-term /'fikst tam/ 26

floating exchange rate / flavt i
iks'tfeinds reit/ 44

floaring wierest tate ! [lautig
"Intrast rert/ 24

floating-rate noee Mfloutig rert
naut/ 33

flotation /flav'teif>n/ 29

1nien [l




fluctuate #flaktjuens 34, 38
FOBR — free on hoard /ef au
bi: [ri: on 'basds 46
follow rules / folao 'ru:lz! 3
[aikamstas 22

forecaster ¢

farcign curreney /form
karantsi/ 19

forward /'farwad

forward contract /"farwad
Kkontraekt 34
forward mnregration /|
mti'gretfane 39
found /faond’ 3
tounder M Taonda
fraud fArowds 3. 10
frandulent “frardjalant: 42
freely floatng exchange rate
fricli flawtry tks't femnd:
rert 44
free trade / fri: 'treid/ 43
freight /fiTert! 46
friendly bad frendli bd/ 39
friendly takeover /Mfrendli
Lletkouvar 3Y
Frerms Mef t
full capacity
full-disclosuce / ful dis
fundamenral analysis
L Eandamental o'nazlasts: 32
funds fandz’ 2
tunds How statement /'fandz
[Mau steitmant/ 14
oz

farwad

futures contract /1]
JKontrakt/ 34
gearing /'qiaring/ 16, 37
get better fget 'betay 38
get worse [ get 'wa

pile-edped stock /
'stoks 33

ailts fanlts’ 33

give the right /. guv &2 'mant/ 35

go bankrupr / gao 'biegkrapt/
15,29

go inro liquidation /
JQikwi'derfan/ 29

go public [ gat 'pablik; 29

going concern /,gavin kan'ssin
7,8

going-rate pricing / gaoim rent
‘pratstd 18

gold /gauld/ 23

gold convertibility /gaold
kan vaira'hilatil 44

goods ‘gudzs 12

goods and services tax (GST)
fgudz and 'sarvisiz Licks
(dzires il 49

goodwill igud'wils 12

Jau nta

government bond S'gavonmant
hond 3

wernment expenditure
gavenmant 1k'spendit [an

48

gradual /‘grasdzuall 38

gradually /"gredsualic 38

prant a loan /gruint 2 laun 20

grant credir / gra:nt ‘kredits 11

gross profitgraus profin’ &, 14

gross profit margin / gravs
profit maxdizm 1o

prow fgraw’ 38

growth ‘graot 36, 38

growth stock /grautd st

health insurance /'helt
i, [uarant

hedge against heds 2 gentst) 34

bedge fund heds fands 37

hedging Chedzips 37

high net worth individual / hat
et wath mdr'vidzual/
21,28

highly- il ‘grod/ 16

highlv-leveraged / haili
Tivaridsd! 16

hire purchase / hata 'pait fas:
24,26

historical cost /hi storikal
'knst! 7

hit bottom /it 'botamy 38

cared ¢

horizontal integration
‘horrzontal anti'arerf=n/ 39

hostile bid Mhostarl bidd 39

hostile takeover “hostarl
Jerkauvar 39

image pricing imids  prasim
18

implement (v} /'impliment/ 30

import (n) fimpaits 43

import (v) im'paits 43

umporter /umn'paia 43

impose im'pauz 49

improve im'pruve 38

improvement /im'pruzvimant
38

in circulation /in %
27

in transicAn ‘trenzi’ 43

incentive /n'sentivi 9

nkam/ 1

income and expenditure

count {,1nkam and
tk’spendit Jar o kaunt/ 14

income stock /'inkam stnk/ 30

income tax ipkam ticks: 49

incoterms STkan tame 46

increase (n 138

increase (v) ‘m'kris/ 38

indemnify in'demnifar’ 47

independent auditor
andipendant

Ja'lerfan

meome

a

iror! 3

index-linked fund
mdeks'lipkt fand’ 36
indirecr cost fndirekt kost
17,18
indirect tax /mdirekl ks 49
inelastic /i 'lesuks 18
intlarion ‘tin*flerfn’
inflation accounting an'Terf+n
2 kaontig! 7
inheritance tax /in'heriants
licks, 49
imtial pubhc offering (1,m 2l
pablik ‘ofarms 2
insider dealing /1n sarda 'dithn/
42
msider trading /10 saida
“rerdigs 42
msolvent /m solvant) 33
insniutional investor
mtstitjui el m'vesta! 22
mstrument intstramant/ 3§

msurance ‘' [varants: 47
msurance cornificare

‘' Juarants sa hfikat! 4
msurance company

m' [oarants kampani’ 2
msure against 1n'[var

a,gentsty 47

mwisurer an' [uaras 47
intangible assets fin tend3abl

selsf 12
mterest Cmirasty 2, 19
nterest cover fintrost kavay

&
interest-free s ntrast oz 26
niterest rate future Simirast
rert Tjut [ar 34
IEETIm FepOLt /Intarim r1'paits
o
mtermediary fnta‘mizdiari; 22
mternal audit fingramal g
3, 10
internal auditor iin,
acditas 10

nel

mternal rate of return
nts:nal rert av ri'tamy 41

internet hanking #1ntanct
Jankigs 19

intervene / mialviind 23, 44

in-the-money /'in 02 mani’ 33

mversely fm'vastic 33

invest in'vesty 2, 24

mvesting /m'vestind 14

mvestment ‘in‘vestmant/ 19

mvestment account
in'vestmant o kaont; 26

investment bank fn‘vestmoant
hienks 21

IMVESTTENT COMPAy
m'véstmant  kampoani
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jnvestment fund /in*vestmant
fand/ 22

investor /in'vestar/ 2, 22

invisible exporr /in*vizobl
ckspait/ 43

nvisible imporr /in'vizabl
Jmpo:t/ 43

ircegularidies 1 reqya'leratiz/ (Q

irrevocable /1'revakabl/ 45

irrevocable crediv fy revakobl
‘Eredit/ 45

issue frfu 21

ssuc currency /1 fut 'karantsi/
23

issue sccorirics /,1fuz
st’kjuaratiz/ 22

joint venrure ! dzomt ‘vent [ar
39

tournal i‘d3anal/ 4

junk bond /'dzapk ,bond/ 33,
40

labour /'letba/ 24

launch Aot ff I8

laws /15:2/ 3

leasing /Mitswy/ 24, 26

legal entity /,lizgel 'entti/ 5

legitimare Ar'dziamat/ 42

lend Jlend/ 20, 28

lend ro /'lend tu:/ 2

lender of last resorr /Jendor av
Jasst rr'zszt/ 23

lerter of credic / letar av
kredrt/ 45

level off /leval 'aff 38

{everage /lisvond3/ 16, 37, 40

leveraged fMitvandzdl 40

leveraged buyour / lizvaridsd
‘baravt/ 40

levy /levi/ 49

liabfliries / lata'bilatiz/ 2, 14, 20

hability /iara'bilati/ 47

liable for /arebl fatd/ 5

life insurance /laif m,foarants/
47

limited liabiliey 7 umitnd
Jdara'bilati/ 5

liguid assets /ikwid 'gsets’ 1S

Liquidiry /li'’kwidati/ 15, 20, 25

\isted company /,hsid
'kampani/ &, 29

living standards Mrvig
Standadz/ 43

Llvyd’s of London /,la1dz av
landan/ 47

loan /lobn/ 2, 19

long position /'lory paz1f=n/
34,37

long-eerm liabulicies /,lon ta:m
Jara'bilatiz/ 13

loophole Zluzphavl/ 49

foss /los! 47

loss-leader pricing /Ins lizda
prasiy/ 18

loss of property /Ips av
‘prpati/ 47

lower of cost or marker /,lavar
Y kost o ‘mankit/ 12

lucrative /luzkratrv/ 42

fumnp sum /lamp ‘sam/ 47

make a claimy /,merk o 'kjeim/
47

make a profit /,merk 3 'profu/
31

make provisions /, meik
pra'vizanz/ 12

managed fluaring exchange
rate /,mentd3d flavtiy
ks't{eradz rect/ 44

management accounting
'mEmdzmam 3 kavntsy 3

manageneent buyour
fmzud3zmam baavt/ 40

management legger
Lmanidzmant 'leta” |

managing director / manrdzig
di'rektad §

margin /'ma:dzm/ 24

marker capitalization /,mozkr
keprtolai'zerf=n/ 40

market forces / mazkit ‘fazs1z/
44

market maker /‘muskit metkar/
30

market opportunity /,mazkit
Dpa'tjunsty 30

market penctracion pricing
}maxt penr'treifon
,praisiy/ 18

marker price /'muikit prais/ 30

market tisk /,muskit "osk/ 32

markes segment /mazkit
'segmant! 18

market share /mazkit 'feay 18

market skimming /'mazkt
,skimip/ 18

warker valoe i motki 'vacljny/
9,25

marketing policy fma:kitig
polasi/ 17

marketing strategy /'morkitig
Stretadzi 50

mark-up /'matk ap/ 30

mark-up pricing /ma:k Ap
prasin/ 18

marching /'mietfuy 8

materiality /ma trari’elati/ 8

matucity /ma‘tjuaratt! 20, 23

maturity date /ma'tjuarati
Jdedt/ 33

measurement /'me3amoant/ 7

mcmorandum of association
/memar,zndom av
assaufl'erfee/ 3

merchane bank /,ma:tsnt
‘bzyks 21

merger /'mazdze’/ 11, 22, 39

merpers and acquisitions
deparment /, ma:d3az and
ckwr'zi[onz i, paitmant/ 35

merge with /'m3:dz wid/ 21

mezzanine financing
/'metsanitn fTamzntsig/ 28,
40

middleman /midlmen/ 47

misconduct /mrs'knndakt/ 6

maderate /moderat/ 38

moderately 'modaratli/ 38

mbRetarist /manvernisy/ 27

monetary authoricies /,mamtari
aroratiz/ 27

moncrary growth / mantori
'graub/ 27

maonetary policy /,manteori
‘polasi/ 23, 48

money lanadering /'mant
Aa:ndarmy/ 42

money marker /'maai mazkit/
25

tmoney supply /'mani sa,plal/ 27

monopolist /ma‘nopalist/ 18

morigage f'mogidy 1, 19,24

mutuzl fand /'mjuzt fusl Fand/
36

names /neimz/ 47

narrow moncey /NErav ,mani/
27

nactional insurance /,n:efon=l
n'[yarants/ 49

natvral disaster /,met fars]
dvzamstard 47

net asscts /,ner 'zscts/ 12

net book value /,net bk
wvaljur/ 2

net income / net Wgkami 2

net present valuc /et 'prezent
wvreljuy 41

net profir /,net ‘profit/ 6, 14

net realizable valve /,nct
r1a'larzabl \vaijui/ 9

net worth /,net 'w2:0/ 12

nominal ledger /nomin3t
'ledza 4

nominal value fnomrnst
wvaljur/ 25



nen-hank fnancial
intermediary / non benk
Fan ent 21 imta‘mizdiane: 21

non-cureent assets /,non karul
feselst 12

non-current liabilities / non
karnr Jama'hilatiz 13

nun-executive director { non
1g,zekjativ di'rekrar 5

non-profir organization / non
.prolit oiganar'zerfo-n’ 14

non-standardized /,non
'stazndadarzd! 34

note fnaut! 1

not-tor-prohr organization
/,not fa profrt
Jganan‘zer[n! 14

objective iab'dzektiv/ 5, 17

objectivity /,pbd3ik tivati/ §

fobsali:t/ 9

d “ivon

absolete

add-even pricing
prarsm/ 18

odd pricing 'nd pratsin/ 18

offer / 29,30

on credic /,on “kredit/ 2

online broker / onlam 'braokar,
3l

on paper {on 'pepar 1

ot

Gpen-ng lrku operations ! ,nu[ﬂn
;makit ppor'erfong’ 2

operations {oper'er[fns 14

OPPOITUNILY COsL/,Dpa'tjusnati
Kosu 41

option opfan/ 35

ordinary share [ordenari fear
29

ourgaings / aul ‘gavimz’ 1

out-of-the-money faut av da
\manif 33

outperform faotpa'fam/ 36

output favtpot! 24

overdraft /'avvadra:ft! 19, 24

overdraw /oova'droy 19

averheads C':uvahcdy 17

overheating / auva

aversee / aUva'siz/ 42

aver-subseribed
fauva sab'skraib

over-the-counter
Jauvata'kaunt > 30, 34,

overtime Mauvataim/ |

owe lanl 2,11

OWn A security fatn 2
si'kjuarati!

own shares Maon | [eaz’ 30

par value Mpar vgljuy 25

parent company /'pearant
Kkamponi/ 40

31

partn
partnership Cpastnalips 3

o S painay 3

passive stratepy
stretadzy 36
patent /'pertnt’ 12
patony 32
pay a dividend / per a
vidend 31
pay interest ' per intrast 20
peak /pitk/ 3%, 4%
pegged against /!
44
pension Spen =/
pension fund “penfon fand’ 22

sy

pattern

pegd 3, gentst

period of contraction * prariad
av kan'trek fan/ 48

pertod of expansion 7 prarid
avik'spant [~ 48

perk fpacks 49

personal customer Mpaisonel
JKastamar’ 0

p:(‘-::lnl injury
findzari’ 47

personal loan / p
20

place an arder

Lpaisene]

sl lavny

{plets an “andas?

30
poison pill /paizen 'pill 39
pulicy “polasi/ 47

political business cycl
ipa‘hitikal brznis smikl/ 48

pool ‘puill 37

P

portfolio t'foolian/ 36
position /pa‘zifen; 37
predicr /fpri'dikt/ 32
preference share "prefarants
Jeaw 28,29

premises ‘premisiz 46
premium prizmiam’ 35,
prepare (pri'peas/ 3
preserve (pri'zavi 36
ing /pres'ti:z

price ‘(pratst 18
price difference
(difaranes” 37
pricefearnings rato ¢ prows
siminz reifisn’ 15
price-sensitive [ prais
sentsiv: 42
price-sensitive information

pras

Jprats sentsitiy
anfa'meifon/ 32

prive variations / prais
veari'erfanz! 18

primary marker 'praimeri
Jmazkit/ 30

principal “prinsapal’ 33

private bank “praivit benks 21

private company /'pravit
Kampani’ 6, 28

priviate penston plan 7 pramv
‘penfon plend 149

29

produce (v pra'dj
productivity f prodak tivati 43

profic “profits 2
profitabilicy / profita‘bihti’ 16,
26

profitable ‘profitabl 17
profr and lass account ¢ prof
and ‘Ips 2 kaonts 2,4, 11, 14
profit and loss sharmg / profit
andd los Jeariyd 26
profic target profit taxgi/ 18
progressive ‘pra‘gresivy 49
projected trends pra,dzektid
'trendzd S0
property, plant and equipment
/propati plunt and
Vkwipmant/ 12
proportonal (pra‘pazfanclf 44
pectus /pra‘spekias’ 29
protect /pra'tekt/ 43
prorecrionism /pra‘tek f=nizam
43
provisions /pra'‘vizanz! 7
'pabhik

prov

public company
Kamponic 2§

public limired company
pablik hnutid 'kamponis 6

purchasing power /‘pat fasim
pauay 41

purchasing power parity
Cpsitfasig paoa 'pierati’ 44

purpose “pa:past 3

put oprion ¢ pat opfon 35

qualified report /'kwolifard
[A N RHERRT

quality cernificate “kwolati
satiftkat/ 43

quarterly reporr / kwart=li
r'pat 6

quick kwik: 38

guickly “kwiklic 3%

quick ratio “kwik reifiaoe 15
kwootal 43
kwauvtid

Juot
guored company
Kampani’ 6, 29

raid /rerds 39

raise capital / rete 'kaepit

rawse funds /rerz "fande! 2.

random riendams 32

random walk hypothesis
criendam 'watk har, potoases!
32

apid Mreprdd 38

rapidly Arepdli/ 38
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rate of refurn /,rert oy n'(3mn/
26, 28,41

ratio /'rerjiov/ 15

raw materials /,ra: ma'tiarislz
12

reach a low point /rizt[ 3 'lou
point/ 38

reach 2 maximum /,riitf o
‘micksimam/ 38

reach a peak /;rizt[ 5 'pizk/ 38

receive /r1'sizv/ 31

recession /ri'sef>n/ 48

recommend / reka‘mend/ 10

record (v) /rr’katd/ 3, 10

recovery /ri'kavari/ 48

redeem /ri'dizm/ 25

reflarionary /,fiz'fleif>neri/ 48

registered office 7 red3rstad
'olas/ S

regressive /ri'gresiv/ 49

regular income /,regjalar
'pkany 36

regulare /'regjslert/ 23

remsurance /,rim' furrnts! 47

Temain constant /ri,memn
‘koatstant! 38

remain stable /rimem 'steibl:
38

renr /rent/ 1

replacement cost accounting
rr'plersmant kost
9 kauntig/ 7

repossess /,rizpa‘zes/ 19

repurchast agreement {1epo)
/yriz'pa fos a,grizmant/ 25

research (v) /ri'saxt [/ 22

reserve requiremenr /r1'zacy
ri,kwararaant} 20

Teserve—asser ratio /ry zaiv
\@set 'rerfiou/ 27

ceserves /r1'zarvz/ 13,20, 23, 44

rcrail bank /'riztenl haepk/ 20

rerain /ry'tein/ 2

retain earnings /ri,lewn '3mrgz/
31

retained earnings /rr teind
"s:nige/ 1

feturm on asscrs /r1,(3:1 on
‘wsets/ 16

recurn on cquiry /i, (3:n bn
‘ckwiti/ 16

revalue /riz'veljuy/ 9

revenue /'revanjui/ 2, 4, 28

revenue recognition /revanju:
rekag'nifn/ 8

rights issue /'rarts ,1Ju:/ 30

risc /ratz/ 38

ok /risks 20, 47

risk assessment Srisk
asesmant/ 20

risk-averse /'risk a,va:s/ 28

risk capital /'nsk kacpital/ 28

risk capitalist /,risk 'kaeprtslist/
26

rules fruzle! 3

run on the bank / 1An bR 03
‘bapk/ 23

safekeeping /,serf‘kuiipin/ 26

salary /'seelori/ 1

sales forecast /'se)l7 fatkarst/
50

salcs promorion /'sellz
pra,mouf°n/ 50

sales revenue /seilz ,revonju:/
14

sales warget Msetlz taxgny L&

sales tax /'sellz taeksi 49

sales volume /'serlz volju:m/
17

save (sewv! 2Q, 24,47

savings account /'scivinz,
o kaont/ 19

savings and loans assoctation
1 seavinz and 'launz
asaufierfan/ 21

scrip issue /'skrip WJu/ 30

secondary marker /'sek-ndsri
Toutki 30

securicies /sT'k juaratiz/ 36

sell an optien /'sel 2n ,pp[en/ 15

selling, general and
administrative expenses /,selm
,dzenrl ond ad'ministrativ
1k spentsrz/ 14

separare enticy /,sepirat ‘entini’

service charge /'s2:v1s tfords/
26

set up/ser'ap/ 2

setdlement day /setlmanr ,dei?
31

share /fear 2, 21,29

share capital /' fea kapitali 2,
5,1

sharcholder /" jeo hauldav 2,
29

shareholders' equiry
/ Jeahavldaz 'ekwiti/ 11, 15

share preminm /*fed  prizmisny
13

sharp /Jasp/ 38

sharply /'faipli 38

shipment /' {ipmant/ 45

short position /' [a:t pa,zifn/ 37

short-term / fant'tazmy/ 25

sickness ('siknay/ 47

sight deposic /'sail dr,pozit/ 27

significant /sig'nrfikont/ 38

significancly /s1g'nifrkant)i/ 38

slight /slart/ 38

slighdy /'slaitli/ 38

slow /slau/ 38

slowly /'slauli/ 38

slump /slamps 48

sacial security / 5302
si'kjoarati/ 1, 49

sole trader / s30l 'treide S

solvency /'solvantsi/ 15, 24

source and application of funds
sratement /,sa:s and
zplikeifsn av 'fandz
steitmoni/ 14

speculacion /,spekja'lerf=n/ 37

speculative /'spekjolativ/ 44

speculator /'spek jaleitard 31

spend /spend/ 1

spor price /'spot ,prars/ 34

spread /spred/ 24, 30

seabilize (stetbalary) 38

srag /stieg/ 31

standard /'stazndad/ 3

standardized /'stiendadanzd/
20,34

standing order /,stzndiy 'ardoay/
19

seart-up /'stoitap/ 28

start-up capitat /'stoitap
kepu=l/ 28

starement /'stetmant/ 19

statement of cotal recognised
gains and Yosses /,srenmont
av Laute] rekagnarzd \gemnz
and 'Instz/ 14

steadily i'stedidi/ 38

sready /'stedi/ 38

steal /stizl) 47

stimulate the economy
/stumjaleit @i 1'konami/ 48

stock /stok/ 4, 21, 29

stockbroker /'stok,brauka/ 30

stockbroking /'stok, braukiy/ 22

stock exchange /‘stok
1ks,tfeindz/ 4, 29

stock furure /'stok fjuzfar/ 34

stockholder /'stok haulday 29

stock index /stok indeks/ 31

stock mdex fueure /,stok
Jndeks 'fjuztfa’ 34

stock marker /'stok mazkit/ 29

stock rake /'stok 1e1k/ 10

straight-line method /,strent
"lan ;mebad/ 9

strategic industrv /5(ro,titdsrk
‘mdostri/ 43

strategic planning /stra,rizdzik
'plaeny/ 22




strike price stk prins 39

structured product “straktfad
prodakls 37

subjective

submit isab'nur 10

subsidiary Sob'sidiorif 8, 22,
40

substantial ‘sah'stantfalf 38

subsrantially ‘sab'staent [=li¢ 3%

sudden “sadon 38

suddenly “sadenlif 38

supervise Cfsipavanz) 23

supplier ~a'plarard 11

supply /sa'plail 23, 30

surplus “sarplas! 14

cwap ‘swop 15

syndicare 'sindikats 47

sviergy Cstnadzil 40

systemaric risk /sistamaetth
nsks 32

systems of control /S1Sram7 an
kan'traol’ 10

ractics Ctekirks! 50

rake a shore position / 1eik 2
'fait pa 31

takeover fterkaova/ 39

takeover bid /'terk,aova brd!
6,21, 39

tangible assers / endszabl
‘wsersd 12

rarget customer /, taigil
'kastamar’ I8

rariff Suenifl 43, 49

tax ‘ks! 1, 2,49

seifan/ 48, 49

raxation ‘i
tax avoidance

tax bueden Mieks hadon! 49

rax evasion /'teks 1,verzont 44

tax haven Mticks henen! 49

tax shelter ks Jeltar! 47

technical analysis / teknik?!
a'maclasts! 32

telephone banking Mtelfatn
Jzpkig! 19

terms and conditions / Lsmz

and kan'dif=nz/ 20

theft Meft/ 4

time deposic
24; 27

m di,ppzie/

rime-period !
rimes dividend covered /
Jdividend 'kavad/ 13
times interest earned /, Liumz
antrast 'smd! 16
time value of money

aim prariad! 8§
armz

tanm

Jvaelju: av mani
top our /iop ‘autd 3
tracker tund

reade mark Trend mazh 12 wentht cortiteate weit
trade surplus e Vo tifthat A5

43 white kaught © wart 'nan
transaction ien'ach oo 3, 4 withdranw wid'dia 19
transi traenisfse 20 withdriaws

rraveller’s chegque ‘tranvalas
ek 19

v M (T=Rilly "tregard

il 25 'R ]

World Trade
33 I

Ereasury notc iresant nout 33 43

rrend /trend’ 32

rrial balance tratal balonts
4 write off - rain ‘of 12

trough Aol 48

truc and fair view

Treas

stk

rreasury bond 1 rration

WrITe an Opren ;L rat an
'pplend 35

wrongdeing “ron,dunngs 6

vield “jizlds 20, 3.

Jeatvijuif 3,7, oo coupon hond ' ziaran
turnover 1B, oL hizpon bond' 33
underpriced | anda'praist’ 40 Zern-sum Ziarat ,Sam
undervalued  anda'vietjusd’ yerm

40

underwrite / andarms 22,29

underwrirer ' andar artan 47

unique Sui'nizhe 30

unir cost / jumnn 'kpsts 18

unit-of-measure | juinir av
'mezar 8§

LD trust / Jusnar ftrastd 36

unsecured fanstkjoad! 25

nnsystemarnic risk
lansistameetik risks 32

upswing "apswin’ 48

upturn M'aptain/ 48

valuation / vaelju'cif-n! 7.

value stock /veelju: stoks 30

value-added tx (VAT)

Jutaeded fteks vit ey

49

variable cosrs /'veariabl kpsts
It

varlable mterest rate / veariabl
“intrast reit/ 24

velocity /vi'lnsat

velociry of cirenlarion vi fpsan
av szkjaleifns 27

venrure capial Jvent[a
‘kweprtelr 28

venture capi
'Kaepit=lisi

verifiable /!

list / vent[a

RLY

erifaiabl’ 8

vertical inregration / vartiks|
antr'grer[sn/ 39

visible trade /'vizabl trewd’ 43

volatile fvolatwil, 36

wages ['werdziz/ 1

warrant “worant! 35

wear out /,wear ‘ant! ¥
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