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B Voney and income
m Currency

The money used in a country — euros, dollars, ven, cte. =15 its currenc

(banknotes) and coins is called cash. Most money, however, consists of
bank deposits: money that people and organizations have in hank
accounts, Most of this is on paper — existing in theory only — and only

about ten per cent of 1t exists in the form of cash in the bank.

s

onal finance

Money in notes

| B¢E: note or banknote;

| AmE: bill

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

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

hour, usually recerved weekly

overtime: money received for working extra hours

commission: money paid tw salespeople and agents — a certain percentage of the income

the employee generates

a bonus:

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

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

| securit

money paid by the government to unemploved and sick people

a pension: money paid by a company or the government ta a retired person,

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

penst

Amounts of money that people have to spend regula

on contributions.

living expens
transport

v arce outgoings. These often include:

money spent on evervday needs such as tood, clothes and public

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

telephone connections

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

a morigage: repaymens of money borrowed t bay a house or flat

health insurance: financial protecrion against medical expenses for sickness or accidental

mnjurics

tax: money paud to hnance government spending,

A financial plan, showing how much money a person or

organization expects to carn and spend is called a budget.

‘ BrE: social security; AmE: welfare

| BrE: flat; AmE: apartment
sl b bt a2 b

Planned monthly budget for next year (€)

Income Qutgoings

Salary (after deductions) | 3,250 | Rent 900

Comm’iss’lon}average) 600 | Bills 250
Living expenses | 1,200
Health insurance 130
Tax 800

Total 3.850 | Total 3,280
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1.2

Complete the sentences wich words from the bos. Look at A and B opposite t help you.

commission banus CUFTEngy camn mortgage Lax
overtime pension rent salary social security

. for three months. This was difficulr,
.. | had before.

because the amount was much lower than the

1
After T lost my job, Twas living on

Tused 1o work as a salesperson, bur [ wasn't very successful, so 1 dudn'
much

2
[ If the company makes 10% more than last vear, we'llall geea . ar the end of

the year.
.o my hous

.+ The curi.

D

7
Nearly 40% of everything | carn goes to the government as s

Y

[ The owner has just increased the

4
( Il cake mie ar least 25 years ca repay the

&
[ Many Enropean countries now have the same __

G
My wages aren't very good, so Tdo a lot of

on our flat by 15%. )

... will be 60% of my final salary.

g
( When | recice, my ..

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

1 Bank deposits arc not classified as money.

2 People earning wages get paid more often than peaple 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 Muost people pay a rent and a mortgage.

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

Professional Enplish in Use Finance



W4 Susiness finance
- Capital

When people want to set up or start a company, they need money, called capital.
Companies can borrow this money, called a loan, from 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 company. ($
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 institutions, called investors, can also lend money to companies by buying bonds
- loans that pay interest and are repaid at a fixed future date. (See Unit 33}

Money that 1s owed — thar will have to be paid - to other people or businesses is a debt.
In accounting, companies’ debts are usually called liabilities. Long-term liabilities include
bonds; short-term lLiabilirics include debts to suppliers whe provide guods or services on
credit — thar will be paid for later.

The money thar a business uses for everyday expenses or has available for spending is
called working capital or funds.

1 BrE: shares; AmE: stocks
BrE: shareholder; AmE: stockholder |

B Revenue

All the money coming into a company during a given period is revenue. Revenue minus
the cost of sales and operating expenses, such as rent and salarics, is known as profit,
carnings or net income. The part of its profit that a company pays to its shareholders is a
dividend. Companies pay a proportion of their prohts to the government as tax, to hnance
government spending. They also retain, or keep. some of their earnings for future use.

share capital revenue dividends

e

capital company (—| profits |———= rax
|
. ¥ . ‘
debt (bonds and loans) exXpenses retained carnings

Financial statements

Companies give information ahout their financial situation in financial statements, The
balance sheet shows the company’s assets — the things it owns; its liabilities - the money it
owes; and its capital. The profit and loss account shows the company’s revenues and

expenses during a particular periad, such as rhree months or a year.

BrE: profit and loss account; AmE: income statement
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2.1 Complere the crossword. Laok ar A, T and C opposite to help you.

:

EE

Across

3 Small companies often try to get bank loans when they need to ... money. (6)

3 We don’t have sufficient ... to build a completely new factory. (3)

7 and 6 down Details of a company’s liabilities are shown on the

8 We’re going to raise more money by selling new shares 10 our existing
12 e had ro raise €350,000 in order to start 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 a 510,000 ... instead of shares, as it's probably safer. (4]
16 Another term for profitis net . . (6}

18 1 think rhis is a good investment: it pays 8% ... . (8]

200 When they saw our financial statements, the h'mk rcrmed to ... usany more money. (4)
21 Profitis the difference between revenue ;md . - (8)
Down

1 The profitand _ ... account shows if a company is receiving more money than it’s

spending. (4)
2 1 you don’t like taking risks, you sheuld only .. in very successful companies. (6}
4 A company’s retained carnings belong toits ... (6)

6 Sec 7 across.

9 Anything a company uses 1o praduce goods or services is
an e 2B

10 The company made such a big profit, | expected a higher

[Prorrss]

L (8) | O—

11 \'\e :nhl a lot more last year, so our ... went up. (7)
15 We ... oursuppliers $100,000 for goods bought on
credit. (3)

17 ¥veryome who buys a share . patt of the company. i4) v/
19 Thirty per cent of our profits goes scraight to the M
government in ... . (3)

"It's been a great year — let's hope we can
keep the shareholders from finding out.”

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

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

Professional English in Use Finance 1



Accounting and accountancy
m Accounting

m  Accounting involves recording and summarizing an organization’s transactions or
business deals, such as purchases and sales, and reporting them in the form of faancial
statements. {See Units 11-14) In many countnies, the accounting or accountancy
profession has professional organizations which operate their own training and
examination systems, and make rechnical and ethical rules: these relate to accepted ways
of doing things.

m Tookkeeping 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 decisions.

m Auditing

Auditing mecans examining a company’s systems of control and the accuracy or exacrness
of its records, looking for crrors or possible fraud: where the company may have
deliberately given false information.

m An internal andit is carmed oot by a company’s own actoumants or internal anditors.

m  An external andit is done by independent auditors:
company.

auditors who are not employees of the

The external audit examines the truth and fairness of financial statements. It tries to prevent
what is called ‘creative accounting’, which means recording transactions and values in a way
that produces a false resulr — usually an artificially high profit.

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 situarion. This means that 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 relaring to accounting,
established by the government. In the US, companies whosc stocks are rraded on public stock
exchanges have to follow rules ser by the Securities and Exchange Commission (SEC), a
government agency. In Britain, the rules, which are called standards, have been established by
ndependent organizarions such as the Accounting Standards Board (ASB), and by the
accountancy profession itself. Companies are expected w apply or use these standards in their
annual accounts in order to give a true and fair view.

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

individuals and financial institutions. In these countries, the financial statements are prepared for
shareholders. However, in many continental Furopean countries businesses are largely funded by
banks, so accounting and hnancial statements are prepared for creditors and the tax authoriries.

12 Professional English in Use Finance



3.1

3.2

3.3

What rype of work does each person do, and whar is the name of cach jub? Look ac A
and B opposite to help you.

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

&

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

G

1 analyse the sales figures from rhe different departmients and make decisions abour our
furure activities.

I am responsible {or preparing our annual halance sheet. j

alm

When the accounts are complete, Tcheck them before they are preseated to the
external auditors.

ﬁ

Match the two pares of the sentences. Look at C opposire to help you.

1 In Britain

2 [n most of continental Europe and Japan
3 In the USA

4 In Brirain and the USA

5 In much of continental Furope

a accounting rules are established by a government agency.

b companies are mainly funded by shareholders or stockholders.
© accounting rules are set by an independent arganization.

d the major source of corporate finance is banks.

e accounting rules are set by the government.

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

nouns below,

T

Over 4o Hou #

Is accounting in your cou.ntry based an standarﬂs, tules, laws, ot a mixture of these? What
accounting system do international companies in your country use?

standards

transactions

Professional English in Use Finance




Bookkeeping

Double-entry bookkeeping

Zaheer Younis works in the accounting department of a trading compar

‘I began my career as a bookkeeper, Bookkeepers record
the company’s daily transacrions: sales, purchases, debrs,
expenses, and so on. Fach type of transaction is recorded
in a separate account — rthe cash accounr, the liabilities
account, and so on. Double-entry bookkeeping is a system
that records two aspecrs of every transacrion. Every
transaction is both a debit — a deduction - in one account
and a corresponding eredit - an addition — in anather, For
example, if a company buys some raw materials — the
substances and components used o make products — thac
it will pay for a month later, it debits its purchases account
and credirs the supplier’s account, If the company sells an
item on credit, it credits the sales aceount, and debits the
customer’s account, As this means the level of the
company’s stock — goods ready for sale - is reduced, it
debits the stock account. There 15 a corresponding increase
in its debtors — customers who owe money for goods ar
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 bookkecepers da their work
correctly, the total debits always equal the total credies.”

BrE: debtors; AmE: accounts receivable
BrE:
i BrE

sreditors; AmE: accounts payable
tock; AmE: inventory

Day books and ledgers

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

In Brirain, they call the main books of account nominal ledge
whom the company owes money for purchases made on credin
ledger. They still use these names, even though these days all the
compurer.”

Creditors — suppliers to
are recorded in a bought
formation is on a

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.

Balancting the books

‘At the end of an accounting period, for example a year, bookkeepers prepare a trial
balance which transfers the debit and credit balances of different accounts onto one page.
As always, the total debits should equal the toral eredits. The accountants can then use
these balances to prepare the organization’s financial stacements.”
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4.1

4.2

4.3

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

credit ledger debir
creditors stock debtors
1 an amount entered on the left-hand side of an account, recording money paid out
2 a book of accounts
3 customers who owe money for goods or services not yer paid for
4 an amount entered on the righe-hand side of an account. recording a payment received
5 goods stored ready for sale
6 suppliers whao are owed money for purchases nort vet paid for

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

it is alwavs
as a

- . shows where money comes from and where it go
transferred from one o to another one. Everv event is entered twice — once
credit and once asa i

2 Most businesses record very frequent or numerous transactions in
or . -

3 The main account books are called e e _, and the book relating to
creditors is called the e

4 In order to prepare financial statements, companies do ¢
copies all the debit and credir balances of different accounts onto a single page.

which

Complere the sentences using ‘debit’ or “credit’,

Loak at A opposite to help you.

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

2 1f you pay some bills, vou ... the
liabilities account.

3 If 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 the sales account
and ... the customer’s account.

Over 4o you ‘&-

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

Professional English in Use Finance 15



5
]

Company law 1

Partnerships

A partnership is a business arrangement in which several people work together, and share
the risks and profirs. In Britain and the US, parmerships do #ot have limited ha f
debrs, so the partners arc fully liable or responsible for any debts the business has.
Furthermore, parmerships are not legal entities, so in case of a legal action, it is the
individual partners and not the partnership thar is taken to court. In most continental
Furopean counrries there are various kinds of parmership which are legal entities,

A sole trader business — an enterprise owned and operated by a single person - also has
unlimired liability for debts.

Limited liability

A company s a busimess that 15 a legal enory. In other words, it has a separate legal
existence from its owners, the shareholders, It can enter into contracts, and can be sued
or taken to court if it breaks a contract. A company can (in theory) continue for ever,
even if all the staff and owners change. Maost companies have limited liabilicy, which
means that the owners are nor fully liable for — ar responsible for — the business’s debts.
These companies are known as limited companies. Their babibiny is limited to the value of
their share capital: the amount of cash thar the shareholders have contributed to the
company. This limitation of hability 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 directors.

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 o the
shareholders. 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 not
work full-time for the company but can offer it expert advice, Non-exceutive directors are
often more objective: less influenced by their opinions and beliefs. There is also an audit
committee, containing several non-executive directors, to which the auditors report.

Br
&

chairman; AmE: president

- managing divector; AmE: chief exceutive officer (CE%

Founding companies

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

m the rights and duries of the shareholders and directors
m  the relationships among ditferent classes of sharcholder (See Unit 29)
m the relationships between shareholders and the company and 1ts direcrors.
The Memorandum of Association states:
m the company’s name
m the location of the company’s registered office — where to send official documents
| the company’s purpose — its aims or objecrives

m the authorized share capital - the maximum share capiral it can have,

BrE: Articles of Association; AmE: Bylaws
Brk: Memaorandum of Association; AmE: Certificate of Incorporation |
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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 shareholders to court.

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

3 Many companies are not owned by their managers.

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

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

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

corporate committee
audit directors

limited governance
non-executive capital
share liability

1. » i a group of directors to whom the external auditors present
their report

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

of the company

3 nwners’ money invested in a company

7. SR : responsibility for debts up to the value of the company’s
share capital

5 + the way a company is managed for its owners

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

@ of Association

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

The (b) _ of the Company will be in Australia.

3. Thelo) _ 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.

A i
- i

L LT Y S s ———

QL L —

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

3
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m Company law 2

Private and public companies

Private companies usually have ‘Limited” or “Lid” at the end of their name. They are not
allowed 1o sell their stocks or shares on an open market. Most companies are private;
there are about one million private companies in Britain, compared to around 2,000
public limited companies (PLCs). These companies have ‘ple’ at the end of their name,
and their shares arc 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 to make quarterly
reports (L.e. cvery three months). They report on:

m sales revenue or turnover - the money received by the company in that period from
selling goods or services

W gross profit — turnover less cost of sales

m net profit — gross profit less administrative expenses and tax.
Companies on the London Stock Exchange, known as quoted companics, have to
produce a half-yearly interim report which informs sharcholders about the company’s
progress. These reports are not audited.
All companies with shareholders or stockholders have to send them an Annual Report cach
financial year. This contains a review of the year’s activity, and an examinaton and
explanation of the company’s financial position and resulrs. There are also financial
statements and notes (see Units 11-14), and the auditors’ report on the financial statements.

BARCLAYS PLC interim Report 2004

based contributions by business and
by income type.

1

Group performance was very strong: All busingsses had higher profits, /
— profit before tax up 23% 10 £2,411m demonstrating good progress across ;
— earnings per share up 25% al 26.7p the whele portiolio. i
— dividend per share up 17% 1o 8.25p Income growth was particularly I
return on equity of 20.4% strong, up 14%, with good broad a

/

|

Ji

P L} ————————

|

Public companies have to 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 dircctors, and vote on replacements for retiring members of the
hoard. The meeting can also carrv out any other business stated in the company’s
Memorandum of Association or Cerrificate of Incorporation, and Articles of Association
or Bylaws.

LT e —

I 10t O

T

If there is a crisis, the directors or the sharcholders can request to hold an Extraordinary
General 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.

lBrE: Annual General Meeting [AGM); AmE: Annual Meeting of Slm-kl'mide"r?
BrE: Extraordinary General Mecting (EGM): AmE: Special Meeting
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6.1

6.2

6.3

Complere the table. Look at A and B opposite o help you.

(1)

companies

| m can't sell shares on the in the UK in the US
(2 e m are called public | m are called SEC-
| z . companies registered companies
|

companies companies.

..... or (6) ..
I

m produce (5) m produce (7)

reports. reports.
[ m publish an (8) o, and hold an (9)

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 deduenons for administration expenscs, interest
charges, etc.

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

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

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

1 Only quoted or listed companies

2 American corporations publish derails

3 Companies” financial statements, and the auditor’s report,
4 Quarterly and six-monthly reports

5 Shareholders can ask company directors questions

6 Companies can hold an emergency general meeting

a about their sales and profits every three monehs.
b are contained in their annual reports,

¢ are not checked by external anditors,

d if there is a crisis.

e can have their shares traded on a stock exchange.
f at an annual mecting.

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?
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20

Accounting policies and standards

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 labilities. Companies also have to
calculate their profits or losses: their managers need this information, and so do
shareholders, bondholders and the tax authorites.

Companies can choose their accounting, policies — their way of doing their accounts.
There are a range of mechods of valuation — deciding how much something is worch —
and measurement ~ determining how big somerhing is — that are accepted by law or by
official accounting standards. Tn the USA, there 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 year, 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’ that mentions any changes that have been made. This enables
sharcholders to compare profits and values with those of previous years.

Areas in which the choice of policies can make a big difference to the final profit fgure
include depreciation — reducing the value of assets in the company’s accounts (see Unit 9},
the valuation of steck 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 ning 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: a fair presentation

Historical cost and inflation accounting

The aim of accounting standards (see Unit 3) 15 to provide shareholders with the
information 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 purchasc price of assers, 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 assets 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 ar their current replacement cost — the amount
that would have 1o be paid to replace them now.
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7.2

7.3

March the twa 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 but companics have to be consistent,
3 Companies have to disclose or make known

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

A going concern usually doesn’t

LS

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

d which accounting 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 1o use.

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

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

4 There is only one correct interpretation of a company’s financial position, and company
accounts must show this.

5 In a lor of countries, companies do nort record the currenr value of rheir assers.

6 In counrrics wich high inflation, companies value their asscts at their current replacement cost.

Complete the table 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 ane has been done for you.

Noun(s) Adjective

caleu’lation | =

- consistent

= | conventional
measure -
e e TR
N present | i |

| valuable }

Over o you

Which are the most important accounting standards or rules in your country — GAAP, IFRS,
1AS, or something else?
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m Accounting assumptions and principles
m Assumptions

When writing accounts and fimancial statements, accountants have to follow a number of
assumptions, principles and conventions. An assumption is somerhing that is generally
accepted as being true. The following are the main assumptions used by accountants:

m The separate entity or business entity assumption is that a business is an accounting unit

separate from its owners, creditors and managers, and their assets, These people can -
change, but the business continues as hefore.

m 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 guarter of it.

m The continuity or going concern assumption savs that a business will continue into the
furure, so the current marker value of its assets is not important. (See Unit 7)

®  The unit-of-measure assumption is thac all Ainancial transactions are in a single monerary
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
companics.

m Principles

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

BrE: financial year;
AmE: fiscal year

m The full-disclosure principle states that financial reporting must include @/l significant
mtormation: anything that makes a difference to the users of financial statements,

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

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

m  The objectivity principle says that accounts should he based on facts and nor on personal
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: depreciation or amortization, and provisions for bad debts, for cxample, are
necessarily subjective = based on opinions.

® The revenue recognition principle is that revenue is recognized in the accounting period in
which it is earned. This means the revenue is recorded when a serviee 1s provided or
goods delivered, not when they are paid for.

m The matching principle, which is i
related to revenue recognition, stares J‘ B u
that each cost or expense related to R
revenue earned must be recorded in s
the same accounting, period as the
revenue it helped to earn.

Treo and o is four again”
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8.1

8.2

8.3

Match the accounung assumpnions and principles (1-6) to the activities they prevent
Look at A and B opposite to help vou.

fa-

1 conservatism principle

2 matching principle

3 separare entity assumption

4 revenue recognition principle
5 rime-period assumption

6 unit-of-measure assumption

a showing a profit divided into US dollars, euros, Swiss francs, erc.

b publishing financial statements for a 15-month period, because this will show better profits
¢ waiting until customers pay before recording revenue

d waiting until customers pay before recording expenses

e listing the owners” personal assets in a company’s financial statements

[ valuing assets and estimating future revenue at the highest possible figures

Complete the sentences. Look ar A and B opposite to help you.
A company’s
calendar year.

2 If an American company owns a company in Britam, thisisa

3 Multinationals, with companies in lots of different cauntries, combine all thur results in one
set of |

4 Lvery entry in a u)mpan\ 5 accounts must h(‘
showing that it is true.

does not have ro begin on 1 January, like the

Complete the able with words from A, B and C opposite and related forms. Pur a stress mark
in front of the stressed syllable in each word, The first one has heen done for you. Then
complere the senrences below with words from the rable.

Adjective

as'sume -

disclosure e

- objectivity

recognize

|
| - subjectivity
i verification |

1 Bath the internal and the external auditors have to . the accounts.

2 Companies have to . all relevant financial information in their annual repores.

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

4 Even if a cnmp_m\ is going through a bad period, for accounting purposes we
a %,(ll]]g coneern.

Over 4o you V‘»

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

Fixed assets

A company’s assets are usually divided into current assets like cash and stock or inventory,
which will be used or converted into cash in less than a year, and fixed assets such as
buildings and equipment, which will continue ro be used by the business tor many years.
But fixed assets wear out — become unusable, or hecorne obsolete — out of date, and
eventually have litle or no value. Consequently fixed assets are depreciated: 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 asser is deducred from the profits each year.

The accounting rechnigue of depreciarion makes it unnecessary ro charge the whole cost
of a fixed asser against profits in the year it 16 purchased. Instead it can be charged during
all the vears it is used. This is an example of the matching principle. (Sce Unir 8)

BrE: fixed assets; AmE: property, plant and equipment

Valuation

Assers such as buildings, machinery and vehicles are grouped together under fixed assers.
Land is usually not depreciated because it tends to appreciate, or gain in value. British
companies accasionally revalue - calculate a new value for — appreciaring fixed assers like
land and buildings in their halance sheers. 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 for. This is not allowed in the USA. Apart from this exception,
appreciation is only recorded in countries thar use inflation accounting systems. (See Unit 7)

=

Companies in countries which use historical cost accounting — recording only the original
purchase price of asscts ~ do not usually record an escimated 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 assers is not
important. (See Units 7 and 8}

Depreciation systems

The most comman svstem of depreciation for fixed assets is the straight-line method,
which means charging equal annual amounts 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 years).
Many conrtinental European countries allow accelerated depreciation: businesses can
deduct the whole cost of an asset in a short time, Ac ated depreciation allowances are
an incentive ro investmen
way to encourage it. For
example, if a company deducts
the entire cost of an asser in a
single vear, it reduces its profits,
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 not
be considered a true and fair
view of the company

assers.

see, it says here that yoi've had g
!u! of corporate acconnimg experieice ..
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9.1  Maich the words in the box with the definitons below, Look at A and B opposite 1o help you.

appreciare Current assers fixed assets |
absolete revalue wedl aut

to record something at a different price

assers that will no longer be in the company in 12 months’ time
to increase racher than decrease in value

our of date, needing o be replaced by something newer

assers that will remain in the company for several years

to brcome used and damaged

(S

@ v B

9.2 March the nouns in the box with the verbs below ta make word combinations. Then use
some of the word combinations to complete the sentences below. Look at A, B and C
opposite 1o help you.

C0sts fixed assets market value

profits value purchase price

ol N
‘\,fu_]ri/
& = N
-~ dff’_rff"ff?/ N rfdi“i/

1 Because we .., we don’t have worry abourt the market
value of fixed &

2 'To depreciare ......
each vear.

3 Because land usually appreciates, companies do nor generally . Sl
the balance sheet.

L we

_part of their _ from profits

. on

9.3 Match the two parts of the sentences. Look at B and € opposite to help vou,

1 All ixed assers can appreciate if there is high inflation,
2 Accelerated depreciation allows companies to

3 Fixed assers generally lose value, except for land,

4 The srraight-line merhod of depreciation

5 Accelerated depreciation reduces companies” tax bills,

a which usually appreciares.

b charges equal amounts against profits every ve
¢ remove some extremely valuable assets from their balance sheets.
d which encourages them to invest in new factorics, erc,

¢ but historical cost accounting ignores this.

Are companies in your country allowed to record huge assets, such as their headquarters, as
having zero value on their balance sheets? Is this a good idea?
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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 examinaton 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
accounrs comply with, or follow, established policies, procedures, standards, laws and
regulations. {See 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 thar
these are adequare or sufficient and, if necessary, recommend changes to existing policies
and procedures.

External auditing

Public companies have to submit their Anancial statements to external auditors —
independent auditors who do not work for the company. The auditors have to give an
opimion about whether the financial statements represent a true and fair view of the
companty’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 transacrions have been recorded correctly. They check whether the
assess mentioned on the balance sheet actually exisy, and whether their valuation is
correct. For example, they usually check that some of the debrors recorded on the balance
sheer 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 boeks
Or starements,

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

BrE: stock take;
AmE: count of the inventory

Irreqularities

P . -
Auditors produce

Yes | ——» | Aud
/ | qualified report,

Are control
systems

adequate, i

4 rding to | .

aceord l': | No - auditors find

st : :

oL | irregularities: systems

audirors? Have are not adequare,
accounting principles have not A

produce an |

audit report. | stating that the
financial statements

do not give an

entirely true and

fair view and there

are some 1]]")1’]5!‘”5,

-
fm”‘""’ki, d been applied correctly
ap| ;
peen appuic or consistently.
| correctly

Y Does the company
T — Ji follow the advice
E E = -

given in the
management letter to 3
. management letter? |

directors or senior

managers explaining |

what needs ro be

changed.
e
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10.1

10.2

10.3

March the job titles {14 with the descripuions {a—d). Look ar A and B opposite 1o help you,

1 bookkeepers a company employees who check the financial starements

2 accountants b expert accountants working for independent firms who review
L:nmpnmes‘ ﬁnanciu] statements :1ﬁd (lC\'.'E!L'lE'Iﬂllg l'ECOl'd.‘v

3 internal auditors ¢ people who prepare financial srarements

4 external auditors d people wha prepare a company’s dav-to-day accounts

Match the nouns in the box with the verbs below to make word combinations. Some
words can be wsed fwice. Look at A and B oppusite w help you.

accounts procedures opinions
svstems of conrrol regulatons olicies 1
\_Stod\ take advice w

) (\fxammt_)-
<§9rnp|y With/\/ ¢ give _1‘ )

Complete the table with words from A, B and € opposite and related forms. Puta stress mark
in front of the stressed syllable i each word. The first one has been done for you. Then
complete the sentences below with the correcr forms of words from the table.

Verb Noun Adjective
= | 'agcuratc

FEC()I] imend
| recor

1 I'm an internal auditor. T e, The COmIpany’s accounts, ro make sure that they
are " . and that they with company policies and general
accounting principles.

2 1f the control systems aren’t adequare, [ make . ... CONCErNINg changes.

3 The external auditors check ro sce if eransacrions are being ... correctly.

Over to 4ou

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?
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m The balance sheet 1

S /scts. liabilities and capital

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

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

Company law in Britain, and the Securitics and Exchange Commission in the US, require
companies to publish annual balance sheets: statements for sharcholders and ereditors.
The balance sheet is a document which has two halves. The totals of both halves are
always the same, so they halance, One half shows a business's assets, which arc 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 its capisal or shareholders’
equity (see below). Liabilities are obligations to pay other organizations 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, furure pension payments to emplovees, and bills from
suppliers: companies which provide raw materials or parts. If the suppliers have given the
buyer a period of time before 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
purchase them}, and the total must correspond wich the total sum of the credits — thar is
the liabilities and capital — assets equal labilitics plus capital jor A =L + C).

American and continental European companies usually put assets on the lefr and capiral
and liabilities on the right. In Britain, this was traditionally the other way round, but now
most British companies use a vertical formart, with assets at the top, and habilities and
capital below.

| BrE: balance sheet; AmE: balance sheet or statement of financial position
“BrE; sharcholders’ equity; AmE: stockholders’ equity

m Shareholders' equity

Shareholders’ equity consists of all the money belonging to sharcholders, Part of this is
share capital — the money the company raised by selling its shares. But sharcholders’
cquity also includes retained carnings: profits from previous years that have not been
distributed = paid out to sharcholders — as dividends. Shareholders’
the company’s net assets, or assets minus liabilities.

quiry is the same as

A balance sheer does nat show how much money a company has spent or received during
a year, This information is given in other Anancial statements: the profit and loss account
and the cash flow statement. {Sce Unir 14)
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1.2

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

1 British and American balance sheets show the same information, but arranged differently.

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

3 The rwo sides or halves of a halance sheer 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 labilities total.

6 The bhalance sheet tells vou how much money the company owes.

Complete the senten,

s. Look at A and B opposite to help you,

are companies that provide other companies with materials, components, etc.
are profirs that the company has not distributed to shareholde
are things a company owns and uses in its business,
_consist of everything a company owcs.
consists of money belonging to a company's owners.

O

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

distribute
grant
owe

liabilities
morney

profits
earnings
credit

pay
retain

1 We _calotatour . hecause we don't ... any of our _
1w the shareholders.

2 Most businesses have customers who
them 30 or 60 days’
3 We have ator of

... because they

later this year,

aid our accountants are being investigated for
fraud — on the brighter side, our financial statements
have made the New York Times best-seller fiction list.”

Over 4o 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?
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The balance sheet 2: assets

Fixed and current assets

LT G T T (0 B Gaiance Sheet 31 December 20__ (5°000)

Current assets

Cash and equivalents 3,415
Accaunts receivable 8,568
Inventory 5,689
Other current assets 5,562
Total current assets 23,244
Non-current assets
Property, plant and equipment 4,500
Goodwill 950
Long-term investments 6.265
Total non-current assets 11,715
Total assets 34,959

In accounting, assets are generally divided into fixed and current assets, Fixed assers (or
non-current assets) and investments, such as buldings and equipment, will continue to be
used by the business for a long nime. Current assets are things that will probahly be used
by the business in the near furure. They include cash — money available to spend
mmediately, debtors — companics or people who owe money they will have to pay in the
near future, and stock,

It a company thinks a debr will not be paid, it has to anticipate the loss — rake action in
prepararion for the loss happening, according o 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 year’s profits.

Valuation

Manufacturing companies generally have a stock of raw marerials, work-in-progress —
partially manufactured products — and products ready for sale. There are various ways of
valuing stock or inventory, but gencrally they are valued at the lower of cost or market, which
means whichever figure is lower: their cost — the purchase price plus the value of any work
done on the items — or the current marker price. This is anorher example of conservatism: cven
if the stock is expected to be sold at a profir, you should not anticipate profits.

Tangible and intangible asscts

Asscts can also he classified as tangible and mtangible. Tangible assets are assets with a
physical existence - things vou can touch - such as property, plant and equipment.
Tangible assers are generally 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 protected 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
campanies. Networks of contacts, loyal customers, repuration, trained staff or *human
capiral’, and skilled management can also be considered as intangible assers. Becausc it is
difficult to give an accurate 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 its net worth or net assets: assers minus labilities, 1f 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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12.3

Find words and expressions in A, 5 and C opposite with the following meanings.

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

2 the accounting value of a company (assets minus liabilitivs)

3 a legal 1ight to produce and sell » newly invented product for a cerin peviod of vime

4 the historical cost of an asset minus depreciation charges

5 the amount a company pays for another one, I excess of the net value of its assers

6 a legally protected wovd, phrase, symbol or design used to identify a producr

? to accept that a debe will not be paid

8 to deducr money from prohis because of debrs thar will nut be paid

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

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

1
2
3
4
%
&

-0 an o

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

Brand names, trade marks, patents, customers, and qualified staff
Cash, money owed by customers, and inventory

Companies record inventory at the cost of buying or making the items,
Companies write uff bad debrs, and make provisions

Land, buildings, factories and equipment

are current assers.

are examples of intangible asses.

are examples of tangible, fixed assets.

by deducting the amount from profirs.

higher than the valug of its net assets.

or the current market price, whichever is lower

Sart the following, into current, fixed and intangible assers. Look at & and € opposite to
help vou.

buildings cash in the bank debtors
goadwill human capiral investments
stock land TepUtaLion

Current assets Fised assers Intangible assets

Over +o Hou

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?
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MEEJ The balance sheet 3: liabilities
n Liabilities

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

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

creditors — largely suppliers of goods or services to the business who are not paid at the
time of purchase

planned dividends

deferred taxes — moncey that will have ro be 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 8,583
Total current liabilities 15,197
Non-current liabilities

Deferred income taxes 950

Long-term debt 3,402

Other non-cuirent liabilies 1,201
Total non-current liabilities 5,553
Total liabilities 20,750
Shareholders’ equity

Common stock 10,309

Retained earnings 3,900
Total 14,209

Total liabilities and Shareholders’ equity 34,959

m Accrued expenses

Because of the marching principle, under which transactions and other events are reported
i the periods to which they relate and not when cash s received or paid, balance sheers

32

usually include s
during the accounting year but will not be paid undl the follow

cumulated or built up
g vear, after the date of

cerued expenses. These are expenses that have .

the balance sheet. So acerued expenses are charged against income — that is, deducted

from profits — even though the hills have nor yet been rec

ed or the cash paid. Accrued

expenses could include taves and wdlity bills, for example electricity and water.

Shareholders’ equity on the balance sheet

Shareholders” equity is recorded on the same part of the balance sheet as liabilities,
because it is money belonging to the shareholders and not the company.

Shareholders” equity includes:

the original share capital (money from stocks or shares issued by the company: see

Units 29-30)

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

rerained carnings: profiss from previous vears thar have not been distributed to sharcholders

reserves: funds set aside from share capital and earnings, retained | BrE: share premium;
for emergencies or other future needs. AmE: pai

-in surplus
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13.1

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

1 A current hability will be paid before the date of the balance shect.

2 A liabiliry that must be paid in 13 months time is classified 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 If companies retain part of their profiss, this money no longer belongs to the owners.

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

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

1 money that will he paid in less than 12 months from the balance sheer dare

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

4 built up or increased over a period of time

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

ounts payable Land and buildings
| Accrued expenses [nvestments \
Dividends Cash and equ
Tnventory Deferred taxes
Accoums receivable Long-rerm debr
B s e RR T |
Assets Liabilities

“Ob, that three bilfion 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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The profit and loss account
Companies’ annual reports contain a profit
and loss account. This is a fAinancial statemenr
which shows the difference 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 museums Cost of Sales 33,436
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,
At the top of these statements is total sales Depreciation and amotteanoh; 31237
;"umuc: S— (hc sl Ou‘n[ ‘[ Depreciation and Amortization 1,368
EVE r £ otal amy 0l .
: 4 TOH Earnings befare Interest and Tax 3,889
money received during a specific period. Nexr
! : Interest expenses 257
is the cost of sales, also known as cost of
oods sold (COGS): the costs associated with INCOME o 1,064
o - s Net Profit 2,568

making the products that have been sald,
such as raw marerials, 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 (SG8A |

The statement also usually shows EBITDA (carnings before interest, tax, depreciation and
amortization) and EBIT (earnings before interest and rax). The first figure 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, ofren called the bottom line. This profit can
be distributed as dividends {unless the company has to cover past losses), or transferred ro reserves.

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

The cash flow statement

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

m opcrations — day-to-day acrivities

W investing — buying or selling property, plant and cquipment

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

The cash tlow statement shows how effectively a company gencrates and man
Other 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 revaluarion of fixed assers.
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14,1

14.2

14.3

Which figure in each of the following pairs is higher for a profitable company? Look at A
apposite to help you.

1 cost of sales / sales revenue 4 net profit / pre-tax income

2 gross profit / ner profit 5 income tax / net profit

3 EBIT/ EBITDA

Complerte the text with words from the hox. You will need 1o use cach word more than
once. Look at B opposite to help you

financing Investing operations

L1 . 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 h_\ issuing stocks and bonds (and also
paving dividends and interest and repaying bonds). It is berrer for the company if it can
pay tor furure growth our of moncey from (4) .. , without having ro use
e . So a *healthy’ cash flow means thar the amount of cash provided by
16) e 18 greater than the cash used for (7)

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

Changes in operating assets and liabilities Payments to repurchase stock
Dividends paid Sale of properry
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 Earnings 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 i 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
statemnents, They allow investors and creditors to compare a company’s present situation
and performance with its past performance, and with other companies. Ratios measure:

= liguidity: how easily a company can torn some of ity assets into cash

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

m cfficiency: how well a company uses its resources.

Liquidity and solvency ratios

current assets I'his is the current ratio. whicl is a caleulation of current assets
divided by current liabilities. It measures liquidity and shows how
much of 2 company’s assets will bave 1o be converted into cash in the
next vear to pay debts. The ligher the ratio, the more chance creditors have of being paid. For
example, if MacKenzic Inc (sce Units 12-13) has current assets of $23,244,000 and current
liabilities of $13,197.,000, its current vatio is 1,53, which is acceptable. It is often argued that
the current rario of a healthy company should be closer to 2.0 than 1.0, meaning that it has
nearly twice as many asscts as liabilinic

current liabilities

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

liquid assets This is the quick ratio or acid test, which is a caleulation of liquid
Fowes assces divided by current liabilities. It measures short-term solvency.
Liquid assets are current assets minus stocks or inventory, as these
might be difficult to sell. MacKenzie In¢’s quick ratio is 1.13.

carrent liabilities

Earnings and dividends

Sharehalders are interested in ratios relating to a company’s share price, earnings, and
dividend payments,

total carnings for the year T'his is earnings per share (E It tells investors how
much of the company’s profit belongs to each share. If
a company makes a post-tax profit of € 1.5 million,
and i has issued 2 milhion shares, EPS = €0.75.

the number of ordinary shares

the marker price of an ordinary share This is the price/earnings ratio or P/E ratio. It
T e . shows how expensive the share is, If a company
has EPS of €0.75 and che share is sclling for
£9.00, the P/E ratio 15 12 (€9 per share divided by €0.75 carnings per share = 12 P/E.) A
high P/F rauo 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.

the past year’s EPS

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

net profit
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15.3

Find words in A opposite with the following meanings.

the ability to sell an asset for cash

how well a business uses its assets

the reladonship between two figures

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

BWN -

Make word combinarions using a word from each hox. One word can be used twice. Then use
the word combinations to complete the sentences below, Look at I3 and C opposite to help you.

acid dssets
current cover
dividend ratio
liquid test
quick
T o s, COMsist of cash and things thar can be casily sold and converted
to cash.

7 A high .
to its shareholders.
3 The or doesn’t count stack or inventory

shows that the company is retaining a lot of money belonging,

4 The .o e, SHOWS @ company’s ability to pay its shorr-term debrs.

Match the two parts of the sentences, Look ar B and € opposite to help you.

1 [f a company pays out retained surpluses from past years

2 Some investors are worried that the new srock issue

3 A high current ratio indicates short-term financial strengeh but

4 WWall Streer 1s on a historic price-carnings ratio of around 33, which

a it does not measure how efficiently the company is utilizing its resources.
b its dividend cover will fall below 1.0,

¢ makes the marker very expensive, as the long-term average 1s 14,45,

d will dilute the company’s earnings per share.

Over 4o You

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 informatio
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m Financial ratios 2

BN rofitability

38

There arc various profitability ratios thar allow mvestors to compare a compa

's profic with irs

sales, its assets or irs capital. Financial analysts usually include them in their repores on companics.

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

sale

net profit

total assets

net profir

sharcholders’ equity

Leverage
dehr

sharcholders’ equity

EBIT jsee Uit 14)

interest charges

<

company has [eft after 1t pays for the cost of the goods
or services it has sold. A company with a higher gross
profit margin than competitors in its industry is more
efficient, and should be able to make a profit in the
furure.

is return on assets. It measures how efficiently the Arm’s assets are being used
to generate profits.

This is return on equity [ROEL It shows how big a company’s profic is
{after intcrest and tax) compared with the shareholders’ equity or funds.

This is gearing or leverage, olten expressed as a percentage. It shows
how far a company is funded by loans rather than its own capital. A
highly gearcd or highly leveraged company is one that has a lot of debt
compared 1o equity.

This is interest cover or times interest earned. 1t compares a business's
annual interest pavments with its carnings before interest and rax, and
shows how easily the company can pay long-term debr costs. A low
interest cover (e.g. below 1.0} shows that a business is having difficulties
generating the cash necessary for its interest payments.

Brt: gearing;

Citigroup Inc Key Ratios, 2005 ? AmE: leverage
Citigroup Banking Industry S&P 500 ;’. -

Average Average ¥

Growth Rates % |

Sales IL5 29.4 107

EPS 32 21.2 2 _

Price Ratio J;

P/E Ratic 13.9 14.5 206 ﬁ-

Profit Margins f

Pre-Tax Margin 21.8 23.7 473 f

Net Profic Margin 15.5 16.3 y

Financial Condition /

Debt/Equity Ratio 1.9 1.32

Interest Cover B 2.0 2.1

Investment Returns %

Return On Equity 157 132

Return On Assets

Y T

1.0
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16.1

Match the nwa parts of the sentences. Look ar A and B opposite ro belp vou.

Afrer borrowing mnliions to finance the rakeover of a fval finm, the company’™s
Although sales fei! 3%, the company's

Like profit growth, return pn equity is a measure of

Wich just 24% geariny, the company can afford

PN

a gross profit margin rose 3% from a year age, so senjor management isn’t worned,
b how good a company is at making money.

¢ interest cover is the lowest it has ever been.

d o acquire its rival, which would help to increasc its seeady growth.

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

Predicting insolvency: the Altman Z-Score

The Z-Scoe was created by Edward Altman in the 1860s. It cambines 3 set of
5 financial ratios and a weighting system to predict a company's probability of failure
using 8 variables 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 % 3.3

B Net Sales / Total Assets x 0.999

¢ Market Value of Equity / Telal Liabilities x 0.6 ]
D Working Capital / Total Assets x 1.2 i
E Retsined Earnings / Toial Assels %14

Therefore the Z-Score = A x33+B %0098+ Cx06+Dx12+Ex14

Interprating the Z-Score

=3.0 - based on these financial figures, the company Is safe

2.7-2.99 -insolvency is possible

1.8-2.7 —there is 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 ratic in the Z-Score takes into account:

1 money used for everyday expenses?

2 undistributed profits belonging to the shareholders?

3 income or earnings before interesr and tax arce deducred?

4 the current share price?

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

Qver to sou

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

n Direct and indirect costs

Cost accounting involves caleularing the costs of different 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 to the
producnion of particular wnits of a product - are quite easy 1o calenlaie. Examples include
manufacturing materials and manufacruring wages. But there are also indirect costs or
overheads — costs and cxpenses thar cannot be identified with particular manufacruri
processes or units of production. Examples include rent or property taxes for the
company’s offices and factorices, clectriciry 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 loss 4
or income statement as Selling, General and Administrarive Expenses.

BER rixcd and variable costs

Companies also differentiare berween fived costs and variable costs. Fixed costs are those
that do not change in the shorr term, even if the production level changes, such as rent

| and interest payments. Variable costs are those thar change in praportion to the volume

| of production, such as components and raw marerials, and overtime payments.

BrE: overheads; |

AmE: overhead
|

Manufacturing companics have to find a way of allocating fixed and variable costs to the
varous products they make: that is, they divide up the costs and charge them o the
different products. Absorption costing attempts to charge all direct coses and all
production costs, and sometimes all indirect costs such as administrative expenses, ta
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 nort generate any
profit but only incur costs (e.g. accounting and legal departments). For

| accounting purposes, companies often make these departments into cost
centres, and allocare or charge all the costs related to them separately.

BrE: cost centre;
AmE: cost center

Breakeven analysis

When deciding whether it would be profirable to produce a product, or offer a service,
companies do a breakeven analysis. This compares expected sales of the new product with
expected costs — hoth direct and indirect - at various producrion levels. The breakeven
point is the sales volume — the number of units sold — at which che company covers its
costs — pays all its expenses. To make a profic, it is necessary to sell more than this.

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

m ihe level of demand

the prices of competitors” producrs

L

W the company’s financial situation

M che company’s objectives — the goals or aims it wants to accomplish
-

the company’s marketing policies — whether it is interested in maximizing sales or
maximizing profit.
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17.2

Matrch the words in the box wirh the definirions below. Look ar A, B and € oppaosite to
help you.

breakeven pomt Cost centre fixed costs

‘ averheads variable costs profitable J

expenses that are not clearly related ro production or manufacuring

a unit of activity in an organizartion for which costs are calculared separately

costs thar depend on the amounr produced

adjective meaning providing income for a company

costs that do not change according to the production volume

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

(R -

4
5
6

Sort the following into direct, indirect, fixed and variable costs, Look at A and B opposite
1o help vou.

Variable

Advertising expenses
| Bad debts

Compuonents

| Electricity to run machines |

‘ Electricity for heating,
Equipment repdirs |

- S - !
| Factory canteen \ |

Overtime pay i |

| Raw materials ‘ |
Property tas i’:;
| Rent ! | —‘

Which of the following statements describes:

1 absorption costing?

2 activity-hased costing?

a g
As well as direct manufacturing costs — materials and labour - we allocate part
of our fixed and variable manufacturing overheads to the cost of every product. J

)\\\\\g
b~

| We identify all the different functions within the company, and assign costs o
products and services according to how much these funcrions are involved in
the process of providing the products and services,

\_Z//_F e B

Over 4o you

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

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

Manufacturers’ pricing strategics

These are a student’s notes from a lecture abour pricing,

Companies' prices are influenced by production and ———__
distribution costs, both direct and indirect HicE
= Mark-up or cost-plus pricing: some firms just calculate =

the unit cost and add a percentage.

cales target/profit targe
Most companies consider ather factors, like demand, sudatlp of 5065/
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.g. Bic pens, lighters and razors; Dell PCs
Market skimming: some customers will pay almost any
piice, 8.4, for a new hitech product, so the tompany
can charge a really high price, then lower it to reach
other market segments, e.g. Intel with new microchips.
If a company has a 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 100 fow, e.g. BMW, folex.
Going-rate pricing: if a product is almost identical to
competitors' products, companies might charge the
same price.

target o

% — LR

A0 o g

m Retail pricing strategies

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

0dd 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
s inelastic
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18.1

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

1 Economists say that if sales increase when you . a price, demand is elastic.

2 If we have more customers than producrs available, we generally ... OUr prices.

3 Luxury goods companies make huge profits, because their customers are prepared o
e really high prices.

4 Our product’s really the same as our competito

5 After we've skimmed the marker, we can |

so we'll probably the same price.
. the price to ger more customers.

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

‘ going-rate pricing loss-leader pricing market penetration marker skimming, T
1 mark-up pricing odd prict prestige pricing
1 I .5 -
Becawse of our famous brand name | | Pemand isn't very elastic, so we charge
and our repuration for qualiry, we | the same price as our main competitors.
| can charge a very high price. — ﬁ/
Wouy g B0 D TSR e —ﬂ_\
g h
g

We actually sell a few products at
breakeven price, bur this brings in
$10 or $20. Our prices always end customers whao also buy a lot of

in 95 or 99 cents. J L other things. |

2 ./-
‘ We never use whole numbers like

- ety T gt .

e e EEEE——
We launch our products ar high \ \ We charge a really low price at hrst,
prices, and then reduce them a few because we want to sell as many

Qnomhs later to ger more customers, k units of the product as possible.

e b = T
s \
47 Ty

We just get the cost accountants to

work out how much it costs to make

the product, and add our profic. |
it i D

N

Over 4o You "

Can you think of at least one produser or retailer that uses cach of the priting strategies
mentioned here?
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m Personal banking

Current accounts

A current account is an account which allows customers to take out or withdraw money,
with no restrictions, Money in the account docs not usually earn a high rate of interest: the
hank does nat pay much for *borrowing’ your money. However, many people also have a
savings account or deposit account which pays more interest but has restrictions on when
you can withdraw yvour money. Banks usually send monthly statements listing recent sums
of money going out, called debits, and sums of money coming in, called eredits.

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

transactions at cash dispensers, Most costomers have a credit card which can be used for

buying goods and services as well as for horrowing money. In some countries, people pay

bills with cheques. In ather countries, banks don't issue chequebooks and people pay bills

by bank transfer. These include standing orders, which are used to pay regular fixed sums
i of money, and direct debits, which are used when the amount and payment date varies.

BrE: current :lcmunl;it'-\mt: checking account
BrE: cash dispenser, cash machine; AmE: ATM [Automated Teller Machine)
l BrE: cheque; AmE: check

m Banking products and services

Commercial banks offer loans — fixed sums of money thar are lent for a fixed period (e.g.
twa 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 1s
cheaper than a loan if, for example. you only need to overdraw for a short period. Banks
alsu offer mortgages o people who want to buy a place to live, These are long-term loans
on which the property acts as collateral or a guarancee for the bank. if the borrower
doesn’t repay the mortgage, the bank can repossess the house or flat — the bank takes it
back from the buver, and sells ic.

Banks exchange foreign currency for people going abroad, and sell traveller’s cheques
which are pmreuui against loss or theft. They also offer advice about i investments and
private pension plans — saving money for when you retire from work. Increas banks
also try to sell insurance products to their customers.

fravelier's cheque; AmE: traveler's check

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 i ] YOUR CARD
opening hours, ¢ WAS

in shopping centres.

| B

BrE: shapping centre; AmE: shopping mall
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19.1

19.2

19.3

Complete the advertisement with words from the box. Look at A and B opposite to help you.

credir card current accounts debit card
direct debir statements foreign currency
SAVINGS accounts standing order traveller’s cheques

; now offers 1% interest on (1) Gl and 2.5% on
(2) . . We will give you a cheguebook 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 (&) . » 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

(9) . for greater securlty What are you waiting for? Call us today.

Find words in B opposite with the following meanings.

1 what you can earn when vou leave your money in the bank

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

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

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

5 a long-term loan to buy somewhere to live

6 an arrangement 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 Bank branches are now all in shopping centres.

Over 4o You ‘k

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 to spend, they may choose to save it. They
deposit it in a bank account, at a commercial or retail bank, and the bank generally pays
interest to the depositors. The bank then uses the maney that has been deposited o grant
loans - lend money to borrowers who need more money than they have available. Banks
make a profit by charging a higher rate of interest to borrowers than they pay to depositors.

Commercial banks can also move or transfer money from one customer’s bank account
to 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 deposirs, is usually spent and so transferred ro another bank
account,

The capital a bank has and the loans it has made are its assets. The customers’ deposits
arc liabilifies because the money is 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 requirement is 10%,
a bank that receives a € 100 deposit can lend €90 of it. If the borrower spends the money
and writes a cheque to someone who deposits the €90, the bank receiving that deposic
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 calculare the risk involved. Generally, the
greater the risk for the bank of not being repaid, the higher the interest rate they charge.
Maost retail banks have standardized produces for personal customers, such as personal
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 — burt large companies these days prefer to raise their own finance racher than
borrow from banks.

Banks have to find a balance between liquidity — having cash available when depositors
want it — and different maturities — dates when loans will be repatd. They also have to
balance yield — how much money a loan pays — and risk.

FOR, THE P,
CONVENIERCE  C
OF CUSTRMERS THIS

BRANCH HAS BEIN \,‘
MOVED TO TTERRA )
PEL FUEGO WHERE - j)
T Wik BE cPEN

e ATERWATE
TRESPAY AFTERNGENS
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20.2

20.3

Complete the sentences from banks” websites. Look a1 & and C epposite w help vou.

1 n
If you need instant access to all your money, this is the | |
for you.

2
Our products for ... oo include business overdrafis, loan
repayments that reflect your cash flow, and commercial maortgages.

|

3 '
Cur local branch managers are encouraged to help local businesses and are |
autharized to .. and overdraits. |

4

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

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

Banks lend savers” deposits

They alse te credit by

How much credit banks can create
Before lending money,

The interest rate on a loan

Banks always need liquidity,

[N}

[T

banks have to assess the risk involved.

depends on the reserve requirements.

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

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

to peaple who need to borrow money.

oo

"~

- m oo

Find verbs in A, B and C opposite thar can be used to make word combinations with the
nouns below. Then use some of the verbs to complete the sentences.

AT
L interes

sl B
! one )
............... e Y o
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 to e, 1T

3 Banks caretully study the financial situation of a company to ... __the risk involved in
lending it money.

Over 4o you

Look at some comniercial bank websites from your country. Which bank offers the best
rates to borrowers and lenders?
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m Financial institutions

m Types of financial institution

These are a student’s notes from a lecture about banking.

| BrE:
| BrE:

| BrE:

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

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

spemahzed kinds of financial business:

Retail banks or cammercial banks worked with individuals and

small companies:

s received deposits

« made loans, (See Unit 20)

Investment banks worked with big companies:

*+ gave financial advice

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

= organized mergers and takeover bids.

Insurance companies

= provided life insurance and pensions.

Building societies

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

T

T 1 TS T

i AT

acauire or
(see Unit 39

Unit 29)

merchant bank; AmE: investment bank

L m.m ettt

retail bank, commercial bank, High Street bank: AmE: retail bank, commercial bank

l}ulldmg somehes 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 conglemerates offer a
complete range of financial services. Individuals and
companies can use a single financial institution for all their
financial needs.

T

e Specmhzcd banks

48

Other types of banks still have specialized functions:

TP, T PRSPt T

et

#» central banks issue currency and carry out the government's 1
financial policy i;

» private banks manage the assets of rich people or high net f
worth individuals '4

# clearing banks pass cheques and other payments through l;
the banking system ﬁ

+ non-bank financial intermediaries such as car i
manufacturers, food retailers and department stores now offer ﬁ-'
products like personal loans, credit cards and insurance. ;f

,7

!
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21.1

21.2

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

a company offering fnancial services

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

when two formerly separate companies agree o join together

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

the ending of some rules and restrictions

when a company offers to buy the shares of another company 10 gain control of i

Dk N

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

arranging mergers

offering life insurance

issuing shares and bonds

providing mortgages

receiving deposits and making loans to individuals and small companies

aiving financial advice to companies

organizing (or defending against) takeover bids

providing pensions

RN R O R

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

The Federal Reserve was founded by Congress in 1913 ta provide the nation with a safer,
more flexible, and more stable monetary and financial system.

P

L L e i

rippfffii I "

2 :

We provide a tull range of products and services, ncluding advising on corporate strategy

and structure, and raising capital in equity and debt markets.

T A B o . ;
3

How can we nelp you? We tan

Build & long-term, one-tg-one relationship with your banker.

Manage your family's diverse business and personal ass

Build a portfolio tallored to your familys unique needs.

Play an active role in managing your assets.

p— A, SN T T

4 2 i

Nearly twelve million cheques and credits pass through the system each working day. Cheque

volumes reached a peak in 19go but usage has fallen since then, mainly owing to increased use of

plastic cards and direct debits by personal customers.

S T Ayttt a0, OO g Yo O AL L L e
5

Why bank with us? Because we offer:

® a comprehensive range of accounts and services

m gver 1,600 branches, many with Saturday opening

= free withdrawals from over 31,000 cash machines

®m online and telephone banking for round-the-clock access to your accounts

nnll

Over 4o 4ou

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

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

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

As well as inidal public offerings (IPOs), when
companies offer stock for sale for the first rime, there
are other occasions when they raise funds. For
example, they mighr want ro expand their operations.
or to 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 invesr money that will larer be paid
to retired workers,

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

| BrE: flotation: AmE: initial pu_hHL‘ offering (1PO)

Mergers and acquisitions

‘Investment banks often represent Arms in mergers and acquisitions {see Unit 21), and
divestitures. A divestiture is when a company sells a subsidiary — another company that 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 bank a good reason o make sure that
the transaction succeeds.”

Consulting and research

‘Large corporations have their own finance and corporate development departments. Bur
they often use an investment bank like ours because, ke a consulting firm, we can offer
independent advice, and we have a lot of experience in financial transactions. We also
have a large nerwork of contacrs, and relationships with investors and companies thar
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 whar do to in the future -
or tinancial 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 differenc markets, industries, companics, sccurities and
currencies. Analysts try to work our how much things are worth now, and forecasters
study the prospects for the future.”
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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 each word. The first one has been done tor vou.

Noun(s) Noun for people Adjective(s)

a'cquire ‘ { -

| adwvise | | -

institufe

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

v

alue

acquiring advised divesting tees IPOs merged underwritten \
[/ 4+ a
Deutsche Telekom's IPO was A Big Wall Street banks earned millions of ;
o by Goldman Sachs. i dollars in consulting ... from i
L Enron before the company collapsed. }’
2 . — oAt —
During their acquisition of :.ﬂ
Maririesmaf, Vodafone were : 5 When Mitsubishi Tokyo Financial Group
o DY UBS, ol o with UF| Holdings, they 1
S———— became the world's biggest bank. /:"
3 e p B - ——— 4
Large multinationals are always [
s ' less successful parts of :.‘ 6
their business as wellas ? In 2000, the global value of

... was over $220 billion. Z‘.

r i il

successtul companies.

L

Match the wards in the box with the definitions below. Look at A, B and C apposite to help you.

financial restructuring consulting firm forecasters institutional investor
strategic planning pension fund subsidiary valuation

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

a financial 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 securities

making changes to how a company is financed

LN -

N S

establishing how much something is worth

Over 4o Hou ‘i

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

m The functions of central banks

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

Well, most countries have a central bank thar
provides financial services to the government and ro
the banking system. If a group of countrics have a
common currency, for example the curo, they also
sharc a central bank, such as the Furopean Cenrral
Bank in Frankfurt.

Some central banks are respansible for menetary policy — trying to control the rate of
inflation to mamtain 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 other currenci

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

whole financial sector. I also collects financial data and publishes statistics, and provides
financial information for consumers. In most countries, the central bank prints and issues
currency — putting banknotes into circulation. It also participates in clearing cheques (sec
Unit 21) and scrtling debts among commercial banks.

B 1hc central bank and the commercial banks

S e B
_—1 How exactly does the central bank supervise the commercial banks? )

Well, commercial banks have to keep reserve n 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.

—a cert:

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 wo 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 maoney to
financial institutions in difficulty, to allow them to make payments. But 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

o N

f_-.ﬁ\ What abour exchange rates with foreign currencies? |
A

Central banks manage a country’s reserves of gold and foreign currencies. They can oy o
have an influence on the exchange rate — the price at which their currency can be
converted into other currencies. They do this by intervening on the currency markets, and
moving the rate up or down by buying or selling their currency. (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

23.2

2353

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

& The cenrral bank can alrer

There will be low and scable inflation

@

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

it monetary policy 1s successtul.

printing and distributing banknores.

the amount of mency commercial banks are able to lend.

oo

-

e

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

Today the Faderal Reserve's duties fall into four general areas:
. policy;

» conducting the pation’s {(a) .
and regulating banking institutions and protecting the

BB g
credit rights of consumer

> maintaining the (€) ...........ccoceceeceinnssveenn.n. OF the finanicial system; and
> providing certain (d) | . services to the US government, the

public, financial institutions, and foreign official institutions.

""" (LT e ——

Make word combinations using a word from each box. One word can be used rwice.
Then use the word combinations to complete the sentences below. Look ar A, B and €
opposite to help vou.

bank markets
currency run
exchange system
financial policy
monetary rate
stability

., including setting interest rates, is designed to maintain |

2 lftheresa .. and the bank goes bankrupr, this can have a rapid effect
on the whole

3 On one day in 1992, the Bank of Fi
foreign reserves) in the
... of the pound.

Over to you %“

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

gland lost aver £1 billion (more than half of the country’s
, trying 1o prorect the
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PL:Y Interest rates
n Interest rates and monetary policy

An interest rate is the cost of borrowing money: the pereentage of the amounr of a loan
paid by the borrower to the lender for the use of the lender’s money. A country’s minimum
interest rate {the lowest rare that any lender can charge) is usually set by the cenral bank,
as part of monetary policy, designed to keep inflation low. This can be achieved it demand
{for poods 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 creanion of goods and services, using
labour — paid work — and capiral. When interest rates fall, people borrow more, and spend
rather than save, and companies invest mare. Consequently, the level of demand rises.
When inrerest 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
marker’s ability to supply them. This causes prices to rise so that mflation occurs.
If interest rates are set tao high, this lowers borrowing and spending, This brings
down inflarion, but also reduces output ~ the amount of goods produced and
services performed, and employment — the number of jobs in the country.

n Different interest rates

The discount rate is the rate that the central bank sets to lend short-rerm funds o
commercial banks. When chis rate changes, the commercial banks change their own base
rate, the rate they charge their most reliable customers like large corporations. This is the
rate from which they calculate all their other deposit and lending rates for savers and
b(}l'l'ﬂ\\:€|'§,

BrE: la

Banks make their profits from the ditterence, known as a margin or spread, berween the
interest rares they charge borrowers and the rates they pay to depositors. The rate that
horrowers pay depends on their creditworthiness, also known as credit standing or credit
rating. This is the lender’s estimation ot a borrower’s present and furure solvency: their
ability to pay debrs. The higher the borrower’s solvency, the lower the inrerest rate they
pav. Borrowers can usually get a lower interest rate it the loan is guaranteed by securities
or other collateral. For example, mortgages for which a house or apartment is collateral
are usually cheaper than ordinary bank loans or overdrafts — arrangements to borrow by
spending more than is in your bank account. Long-rerm loans such as mortgages often
have floating or variable interest rates that change according to the supply and demand
for money.

| Leasing or hire purchase (HP) agreements
have higher interest rates than h ank loans
and overdrafts.

[hese are when a

|| consumer makes a series of monthly

' payments to buy durable goods (e.g.
a cat, furniture). Until 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 litdle security
for the lender: the goods could easily >
become damaged. 7 Sl o 5

o 1 ] il ] i .

BrE: base rate; AmE: prime rate

“On this model there‘s a sensory device that
g unless your seat belts
HP repayments are up to

are fastened and your
dat:
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24.2

243

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

creditworthy tloating rare invest labour

spread output solvency nterest rate
1 rhe cost of borrowing money, expressed as a pereentage of the loan
2 having safhcient cash availal hle when debts have to be paid
mld waork that provides goods and services
a horrowing rate that 1sn’t fixed
5 safe to lend money to
6 the ditference berween borrowing and lending rares
7 ihe quantity of goods and services produced in an cconomy
8 to spend money in order to produce income or profits

Name the mterest rates and loans, Then put them in order, from the lowest rate to the
hll:',]lt‘:\t. Look at B opposite to help you.

A it U l0AN TO buy properry (a house, Har, erc.)
Bt DOTTOWINE Maney to buy something like a car, spreading payment over
36 months

commercial banks' lending rare for their most secure customers
: oceasionally horrowing money by spending more than you have in the bank
¢ the rare ac which central banks make secured loans to commercial banks

highest

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

Allinterest rates are set by central banks,
2 When interest rates fall, people tend to spend and borrow more.
3 A borrower who 1s very solvene will pay a very high interest rate.
4 Loans are usually cheaper if they are guaranteed by some form of security or collareral.
5 If banks make ]U._{El\ to customers with a lower level of solvency, they can increase their margins.
6 One af the causes of changes in interese 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, overdrafis, mortgages and credit card debis? Is there
much difference among competing banks?
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ﬁ Money markets

The money markets

T'he money markets consist of a network of corperations, financial institutions, investors
and governments, which need to borrow or invest short-term capiral (up to 12 months).
Lor example, a business or 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 rime. Throngh the money markerts, borrowers can find short-term liquidity by
turning assets into cash. They can also deal with irregular cash lows — in-comings and
out-goings of money — more cheaply than borrowing from a anmcs\.ml bank. Similagly,
investors can make short-term deposits with investment companies at competitive interest
rates: higher ones than they would get from a bank. Borrowers and lenders in the money
markets use banks and investment companies whose business 1s trading tinancial
instruments such as stocks, honds, short-term loans and debrs, rather rhan lending money.

m Common money market instruments

m Treasury bills (or T-bills) are honds issued by governments. The most common maturity —
the length of time before a bond becomes repayable - 15 three months, although they can
have a maturity of up to 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
ar 99% of the value written on it, and redeemed or paid back at 100% at maturity, three
months later.

m Commercial paper is a short-term loan issued by major companies, also sold ata
discount. It 1s unsecured, which means it is not guaranteed by the company’s assets.

m Certificates of deposit (or CDs) are short- or medium-term, interest-paving debt
instruments — writren 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, because rthe holder agrees to lend the money - by buying the certificate —
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 repo).

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

A dealer has Dealer sclls Short-term investor buys

|
| unsold securities. securities, agreeing | curities. Amount |
l——;—— to repurchase investor lends to dealer,
—_—— | them ar a higher by buying secunitics, is
Dealer tries to find | | price on a fixed less than the market
| Ipng—mm.l .hnycr | \ future dare. . ! value of the securities,
| for securiti } — This is 5o investor avoids |

a loss if price of
securities, and their
value as collateral, falls.

hore-term

investor sclls

Dealer repurchases |

-

. - 5
SECUrItes. | securities back o
R

— 1 dealer a fow days |
. + or weeks larer. J
Dealer sells \ —
securities to lang-
term buyer.
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253

Are the following stasements true or false? Find reasons {or your answeers in A and B opposite.

1 Organizadons use the money markets as an aleernative ro borrowing from banks.

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

3 All money market instruments pay interest.

4 Certificates of deposie are issued by major manufacturing companies.

5 Commercial paper is guarantecd by the government.

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

March the wards in the box with the defiitions below. Look at A and B opposite 1o help you.

cash flow competitive discount
Leuidity maturity par value
redeemed short-rerm unsceured

a price below the vsual or advertised price

adjecrive describing a good price, compared to others on the market
the ability to sell an asset quickly for cash

{in finance) adjective meaning up to one year

adjective meaning with no guarantee or collatera!

repaid

the length of tme before a bond has tw be repaid

the movement of money in and oue of an arganization

the price written on a security

- N L

Martch the twa parts of the sentences. Look at B and C opposite to help you.

1 Most money market securiies

2 A treasury bill is safc because it

3 Commercial paper

4 Certificates of deposit (Chs)

5 Repurchase agreements {repos)

a is issued hy corporations, so it is riskier than T-bills.
b are short-term, {iquid, safe, and sold ac a discount.
¢ is guaranreed by the government.

d arc shorf-rerm exchanges of cash for securities.

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

Over 4o Hou G})’»

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

n Interest-free banking

58

Some financial institutions do not charge interest on loans or pay interest on savings,
because 1t is against certain ethical or religlous belicfs. For example, in Islamic countries
and major financial centres there are Islamic banks that offer interest-free bank

Islamic banks do not pay interest to depositors or charge interest ro borrowers. Instead
they invest in companies and share the profits with their depositors. Investment financing
and trade financing are done on a profir and loss sharing (PLS) basis. Consequently the
Dbanks, their deposirors, 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. {See 28}

Types of accounts

Current accounts in Istamie banks give no return = pay no interest — 10 depositors. They
are a safekeeping arrangement between the depositors and the bank, which allows the
depositors to withdraw their money at 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, dr‘pnnhm., on the bank’s profitability: that is, irs ability to carn
a profit. Therefore the amount of return depends on how much profit the bank makes
a given period. However, these paymenrs are not guaranteed. There is no fixed rate of
rerurn: the amount of money the investment pays, expressed as a percentage of the
amount invested, is not fixed. Banks are careful to invest money from savings accounts in
relatively risk-free, short-term projects. Investment accounts are fixed-term deposits which
cannat be withdrawn before maturity. They receive a share of the bank’s profits. In
theory, the rare of rerurn 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 consumption, Islamic
banks can buy an item for a customer, and the customer repays the bank at a higher price
fater on. Or the bank can buy an item for a customer with a teasing or hire purchase
arrangement. (See Unit 24) Another possibility is for the bank to lend money withour
inrerest but TO COVET ITS CXPENSes with a service Charge.

1 a business suddenly needs very short-erm capital or working capital for unexpecied
purchases and expenses, it can be difficult to get it under the PLS system. On the other
hand, PLS means that bank-customer relations are very close, and that banks have to be
very carcful in evaluating projects, as they are buying shares in the company.

Conventional banks Islamic banks
* Pay interest to depositars * Give no return on current accounts; share
¢ Charge interest to borrowers profits with halders of savings accounts and
* Lend money ta 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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26.2

26.3

Mateh the two parts of the sentences, Look at & oppesite ro help vou.

1 The basic feature of Islamic banking
2 Instead of charging and paying interest
3 Depositors in Islamic banks

4 Businesses that borrow from Islamic banks

5 Islamic hanks operate ia a similar way

a do not receive a fixed recurn.
b have to share their profits with the bank.

¢ Islamic banks and their customers share profits and tosses.

d is that it i interest-free.

e to venture capitalists who buy companies’ stocks or shares.

Which of the following statements could be made by customers of Islamic banks and
which by customers of conventional banks? Look at B opposite to help you.

[ ger 1.5% on my current account and 3% onl my savings account. J

bank's profitabilify.

T get a variable rate of return on my savings aceount, depending on the

If I apen a five-year investment account, I won't be able o withdraw my
money during chis period, but Lwill receive a shave of the bank’s profis.

Yy Iy 3 { \

They offered me an overdraft of up ro one month's salary.

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

Make word combinations using a word from each hox. Then use the word combinarions
to complete the sentences below, Look at A, B and C oppasite 1o help you.

investment rcapitalists
service capilal
risk charge

working account

1 All businesses need . e
2 T dont pay interest but the bank adds a
3 Islamic banks are like the
4 The hank pays me some of its

Over ko Hou

for everyday purchases and expenses.
_ o cover its expenses.

b
What do you think are the advantages and disadvantages of profit and loss sharing
compared with charging interest?
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Money supply and control
Measuring money

Professor John Webb, the banking expert we mer in Unir 23, continues his interview.

G )

£ What is the money supply? |
L Y Supply Ir.
It's the stock of money and the supply of new money. The currency in circulation - cains
and notes that 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? |
- oA

Yes. Ir depends on whether vou include time 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 i
savings deposits and time deposits, as well as money market funds, certificares of deposit,
commercial paper, reputchase apreements, and things like that. (See Unit 25)

a
What ahout spending?
\ - B W B

To measure money you also have to know how often it is spent in a given period. This is
monev’s veloeity of circulation — how quickly it moves from one nstitution or bank
account to another. In other words, the quantity of money spent is the money supply
times its velodty of circulation.

m Changing the money supply

The monetary authorities - sometimes the government, bue usually the central bank — use
monetary policy to try to control the amount of money in circulation, and its growth.
This 1s 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-term funds to
commercial banks. The lower interest rates arc, the more money people and businesses
borrow, which increases the money supply.

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

m The cenrral bank can also buy or sell treasury bills in open-market operarions with
commerctal banks. If the banks buy these bonds, they have less money (and so can lend less),
and if the cengral bank buys them hack, the commercial banks have more money to lend.,

B Monctarism
Muonetarist econemists are thuse who argue that if you control the money supply, you can
control inflation, They believe the average levels of prices and wages depend on the
quantity of money in circularion and its velocity of circularion, They think that inflation is
caused by (oo much monetary growth: too much new money being added to the money
stock. 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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ements true or false? Find reasons for your answers in A and I3

27.1  Are the following s
OpposIe,
1 Most moeney exists on paper, in bank accounts, rather than in nores and coins.
2 Banking customers can withdraw time deposits whenever they like.
3 The amount of money spent is the money supply multiplied by 1ts velociey of circulation.
4 Central banks can try to control the money supply.
& Commescial banks can choose which percentage of their deposits they keep in their veserves.

27.2  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

1 Thecnsy
2 The small
Fos

s is the existing stock of money plus newly created money.
[ OF MOSC Iestrictive measure is

is a measure of money that includes savings deposits.

27.3  Find three nouns in B and C opposite that make word combinations with ‘monetary”,
Then use the word combinations to complere the sentences below.

(i monetary

TThE s _are the official agencies that can try o control the quantity of

money.,
2 The atempt to control the amount of meney in circulation and 1he rawe of inflation is called

3 Maonetarism is the theory that the level of pri

US inflation and money supply

§7,000bn

US broad money sapply
. -1$6,000bn

$3,000hn
2%
US inflation rate
0% T T T T T T
1993 1995 1997 1999 2001 2003

Over 4o you 7’»

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,
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Raising capital

Alex Rodriguez works for a venture capital company:
*As you know, new businesses, called start-ups, are
all private companies that aren’r allowed to sell
stocks or shares to the general public. They have o
find other ways of raising capital. Some very small
companivs 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 chat they won't get their money back. But
there are firms like ours that specialize in finding
venture capital: funds for new enterprises.

Some venture capital or risk capital companies use
their own funds o lend money to companies, but
most of them raise capital from other financial
institutions. Some rich people, who banks call high

net worth individuals, and who we call angels or
angel investors, also invest in 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 successtul. Because of this profic potential, institutions like pension funds
and insurance companies are increasingly investing in new companies, particularly hi-tech
ONES.

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

Return on capital
“Venture capitalists like oursclves expect entrepreneurs — people with an idea to start a
new company — to provide us wirh a business plan, (See Umt 50)

Because of the high level of risk involved, investors in start-ups usually expecr a higher
than average rate of remumm — the amount of money the investment pays — on their capital.
If they can’t ger a quick return in cash, they can buy the new company’s shares. If the
company is successful and later becomes a public company, which means ir is listed on a
stock exchange, the vencure capitalists will be able to sell their shares then, ar a profit.
This will be their exir strategy.

Venture capitalists generally invest in the early stages of a new company, Some companies
need further capital 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 to shares {see Unit 33) — or preference shares that receive a fixed dividend. (See
Unir 29) Investors providing money at this stage have a lower risk of loss than carlier
investors like us, bur also less chance of making a big profit.”

| BrE: preference shares; AmE: preferred stock |
el AR PrElnR QS At
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Complete the crossword. Look at A and B opposite 1o help you.

Across
3 A firm listed on a stock exchangeisa ... ... . (6,7)

7 Individuals who lend money to new companies are sometimes called . (6)
8 Banks thar are risk- .. usually don’t want re finance new companies. (6}

10 The amount of money made from an investment 1s its rate ¢
Il New businesses often have to ger finance from . ...
12 The people who start companices. (8)
Down

1 People who have ideas for setting up new businesses. (13)
2 o capital firms specialise in financing new companies. (

4 Many banks don’t want to ... money to new bhusinesses,

i 225

7
4

5 People who want to borrow money to start a company write a business . S 4)

6 Money invested in a company just before it joins a stock exchange is somerimes called

financing. (9)
9 and 13 down A new company is often called a ...
13 See 9 down.

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

1 Banks are usually relucrant

2 Start-ups often get money

3 New companies can grow rapidly

4 Risk capiralists usnally expect

5 Venture capitalists need an exir 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 potentially proficable.

¢ before a company joins a stock exchange.

d to get their money back after a few years.

¢ to lend money to new companies,

f from specialized venture capital firms,

Over o fou

Would you invest in start-ups? In which fields? If you wante
would you try to raise capital?

d to start a business, how
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Stocks, shares and equities

Stocks and shares are corsificates representing part ownership of 2 company. The people who
own them are called stockholders and shareholders, In Britain, stock is also used to refer to all
Linds of securities, including, government bonds. (See Unit 33) The word equity or equities is

also used to describe stacks 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

- S
A suceessful existing company wants
expand, and decides to go public.

The company gees advice Elcnm an

investment bank about how many shares
to offer and at whar price.

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

The company produces a prospectus \\hT‘
explains its financial position, and gives
derails about the senior managers and the

L financial results from previous years

|

Y

[ The company makes a flatation ar IPO |
Lcmitial public offering). |

VI —

\i

F I
n Investiment IW.ml\ underwrites the stock ‘

.-

Note: Flotation can also be spelt floatation,

Ordinary and preference shares

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

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

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

giving information about the company

financial results: dertails about sales, costs,
debts, profits, losses, cte. (Sce Units 11-14)

tlotation: an ofter of a company’s shares o
investors (Anancial insticutions and the
general public)

underwrites a stock issue: guarantees 1o
buy the shares if there are not enough other
buyers

BrE: nrdinary sh;_nres; AmE: comman stucil

If a company has only one type of share these are ordinary shares. Some companies also

have preference shares whose holders receive a fixed dividend (e.g,

5% 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 debes. If the

company goes mto hguidation - has wo sell all its assets to repay part of its debis — holders

of preference

hares arc repaid before other shareholders, but after owners of bonds and
ather debrs, If shareholders expect a company o grow, how,

ser, they generally prefer

ordinary shares to preference shares, because the dividend is likely to increase aver time.
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29.2

29,3

Match the words in the box with the definitions below. Look at A, B und C opposite to
help you.

bankrupt prospectus
poing public ordinary shares
flotation preference shares
investors stock exchange
liquidation 1o underwrite

a document describing a company and offering stocks for sale

a market on which companies” stocks are rraded

buyers of stocks

changing from a privare company to a public one, quoted on a stack exchange
the firse sale of 2 company’s stocks to the pablic

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

shares that pay a guaranteed dividend

the most common form of shares

insolvent, unable to pay debws

the sale of the assets of a failed company

D wee P W N

Are the following stazements crue or false? Find reasons for vour answers in A, B and C
oppsite.

1 New companies can apply to join a stock exchange.

2 Investment banks sometimes have to buy some of the stocks i an IPO.

3 The due diligenee report is produced by the company’s own accouneants.

4 The dividend paid on preference shares is variable.

5 If a company goes bankrupr, the Arst investors o ger any money back arc the holders of

preference shares.

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

an issue
a prospectus

offer
go

shares
public

produce
underwrite

.2 VEry attracrive

he (8}

After three very profitable years, the company is planning o {1} {2) . and
we're (3) s 100,000 (4} for sale. We've (5)
(8] ... » and although a leading investment bank is {7} .

we don’t think they’ll have o buy any of the shares,

Over 4o Hou

Have there been any big flotations in the news recently? Are there any private companies
whose stocks you wauld tike to buy if they went public?
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B{0] 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 at the stock exchange on
1 the company is listed, on what is called the secondary marker.

!

Major stock exchanges, such as New York and London, have a lot of requirements about
publishing financial information for shareholders. Most companies use over-the-counter
HOTCH markets, such as MASDAQ in New York and the Altermative nvestment Market
(AIM) in London, which have fewer regularions.

The nominal value of a share — the price written on w — 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 macch up buyers and sellers. Other markers have market makers: traders in
stocks whao 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: someane wha trades with the marker makers.

R New share issues

Companies that require further capital can issue new shares, If these are offered to
existing shareholders first 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
issuing new shaves 1o existng shareholders insiead of paying them a divndend. There are
various names for this process, mcluding serip issue, capitalization issue and bonus issue.
Companies with surplus cash can also choose to buy back some of their shares on the
secondary marker. These arce then called own shares.

IBrks gwn shaves; |
| AmE: treasury stock

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

m Growth stocks: Stocks thar are expected to regularly rise in value. Most technology
companies are growth stocks, and don’t pay dividends, so the shareholders’ equity or
owners’ equity ncreases, This causes the stock price 1o rise. {See Unit 11)

W [ncome stocks: Stocks that have a history of paying consistencly high dividends.

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

Value stocks: Stocks that investors believe are currently trading for less than they are
worth ~ when compared with the companies” assets.
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30.2

36.3

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

(o capitalize market price primary market owil shares
rights issuc secondary marker nominal value

1 new shares offered to existing sharcholders

2 the price wrirten on a share, which never changes

3 to turn profits inte stocks or shares

4 the market on which shares can be re-sold

5 the price at which a share is currently being rraded

6 shares thar companies have bought back from their owners
T the marker on which new shares are sold

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

1 Stocks that have already been bought at ieast once are traded on the primary market.

2 NMASDAQ and che AIM have more regulations than the New York Stock Exchange and the
London Stock Exchange.

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

4 Auromatic trading systems do not require marker makers.

5 Market makers make a profic from rhe difference berween chetr bid and offer prices.

Complete the sentences. Look at $ and C opposite o help you.

1 5

A stock whose price has suddenly fallen This stock used to be considered an
a Tot after a company had bad news , but two years ano
couldbea . ... s as e will the company start :l to cut its dividend
probably nse again. and reinvest its cash in the business.
. g . -
The stocks of food, tobaceo and oil The financial direcror announced a
companies are usually forthcoming .. _of new
as demand doesn’t rise or fall very much shares to existing sharehalder
in periods of coonemic cxpansion or
conkraction. 7 - -
The company is planning a
of one additenal
-l - - ca X
Pension funds and insurance companies, share for every three existing shares.
which can’t take risks, usually only
invese in 8 :
We have bought back 200,000 urdinary
4 shares, which increases the valoe of our
The best way to make a profic o the .. [ €723,000.

loag fermn is to nvest in

Over 4o fou

If you had a lot of money Lo invest in stucks, what kind of stocks woukl you buy, and why?

7
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Shareholders

Investors

Stock markets are measured by stock indexes (or indices), such as the Dow Jones
Industrial Average (DJIA) in 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
important stocks. There have been several stock marker crashes when these indexes have
fallen considerably on a single day (e.g. ‘Black Monday™, 19 October 1987, when the
DJIA lost 22.6%).

Fmancial journalists use some animal names to describe investors:
m  bulls arc mvestors whao expecr prices to rise
m bears are investors who expect them to fall

W stags are invesrors who buy new share issues hoping that they will be over-subscribed.
This means they hope there will be more demand than availahle stocks, so the successful
buyers can immediately sell their stocks at a profir.

A period when most of the stocks on a market rise s 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
carnings by keeping the profits in the company, which causes the value of the stocks to
rise. Stockholders can then make a capital gain — increase the amount of money they have
= hy 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 tax they pay on dividends. When an investor buys shares on the secondary
market they are cither cum div, meaning the mvestor will receive the nexr dividend the
company pavs, or ex div, meaning they will not. Cum div share prices are higher, as they
include the estimated value of the coming dividend.

Speculators

Institucional investors generally keep stocks for a lang period, but there are also
speculators ~ people who buy and sell shares rapidly, hoping to make a profit. These
mclude day traders — people who buy stocks and sell them again before the settlement
day. This is the day on which they have to pay for the stocks they have purchased,
usually three business days after the trade was made. If day traders sell at a profit before
settlement day, they never have to pay for their shares, Day traders usually work with
online brokers on the internet, whoe charge low commissions ~ fees for buying or selling
stocks for customers. Specularors who expect a price to fall can take a short position,
which means agreeing to sell stocks in the future at their current price, before they
actually own them. They then wair for the price to fall before buying and sclling the
stocks. The opposite — a long position — means actually owning a security or other asser:
that is buving it and having it recorded in one’s account.

June 1+ Sell 1.000 Miceosoft 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. Pay for 1,000 stocks @ $25.90, receive 1,000 x $26.20. Profit $300

A short position
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Label the graph with words from the box, Look at A opposite to help you.

marker [

166193 K
2,

sh

—
LI!IJ” market

1 uﬁfﬁ]

T T
1984 1985 1986 1987 1988

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

2 Why do some investors prefer not to receive dividends?

3 How do yon 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 below.
Look ar B and C opposire to help you.

make
own
pay
receive

a capital gain
a dividend

carnings

a position
a profit
sccurities
tax

retain
take

less o 00 capital gains
than on income. S0 as a shareholder, T prefer

not to ., S8 . f the
company i

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

falls, you can a. by
cashort 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
Share prices depend vn a number of factors:
W the financial situation of the company
m the sitvation of the industry in which the company operates

m the stare of the economy in general

m the belicls of investors — whether they believe the share price will ri
they belicve orher investors will think this.

ices can go up or down and the question for investors ~ and speculators — is: can these
price changes be predicied, or seen in advance? When price-sensitive information — news
that affecrs a company’s value - arrives, a share price will change. But no one knows
when or what that 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 predicred.

m The random walk hypothesis. Prices move along a
day changes are complerely random or unpredictable.

m The cfficient market hypothesis. Share prices always accurarcly or exactly reflect all
relevant information. It is therefore a waste of time to atrempr to discover patterns or
trends — general changes in behaviour — in price movements.

Head

Left shoulder Right shoutder

Prices

Time Head and shoulders pattern

m  Technical analysis. Technical analysts are people who believe that studying past share

or fall, and whether

random walk’ — this means day-to-

prices does allow them to forecast furure price changes. They believe thar marker prices
result fram the psvchology of investors rather than from real economic values, so they
look for trends in buying and selling behaviour, such as the *head and shoulders’ pattern.
Fundamental analysis. This is the opposite of technical analysis: it ignores the behaviour
of investors 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 berween systematic risk and unsystematic risk. Unsystemaric risks are
things that affect individual companies, such as production problems or a sudden fall in
sales. Investars can reduce these by having a diversified portfolio: buying lots of different
types of securitigs. Systematic risks, however, cannor be elimnated in this way. For
example market sisk cannor be avoided by diversification: if a stock market falls, all the
shares listed on jt will fall to some extent.
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Match the two parts of the sentences. Look at A and B opposite 1o help vou.

1 The random walk theory stares thae

2 The efficient wmarket hypothesis is tha

3 Technical analysts belicve thar

4 Fundamental analysts believe that

a studying charts of past stock prices allows you o predicr future changes.

b stocks are correctly priced so it is impossible to make a profir by finding undervalued ones.
¢ you can calculate a stock’s true value, which might not be the same as its marker price.

d it is impossible to predict future changes in stock prices.

Are the following statements true or false? Find reasons far vour angwers in B and € appaosite.

Fundamental analysts think thar stock prices depend on psychological facrars — what people
think and feel — rather than pure economic dara.

Fundamental analysts say thar the true value of a stock is all the income it will bring an
investor in the fotare, measured at today's money valoes.

Investors can protect themselves against unknown, unsystemaric risks by having a broad
collection of different investments.

4 Unsystematic risks can affecr an investor's entire partfolio.

~

X

Match the theories {1-3) o the statements (&=} Look ar B opposite 1o help you.
1 fundamental analysis

2 technical analysis

3 efficient market hypothesis

Share prices are correct ar any given rime. When new information appenrs,
they change to 4 new correct price.

By analysing a company, you can determine irs real value. This sometinies
allows you to make a profit by buying underpriced shares.

I¢s not only the facts about a company that mareer: the stock price also
depends oo what investors chink ar teel about the company’s future.

Over 4o Hou

Do you believe that it is possible to find undervatued stocks, predict future price changes,
and reqularly get rcturns 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
of honds generally receive fixed interest payments, once or twice a vear, and get their
money — known as the principal ~ back on a given marturity date. This is the date when
the loan ends.

Governmens issue bonds 1o raise money and they are considered to be a risk-frec
investment. Tn Britain government bonds are known as gilt-edged stock or just gilts. In
the US they are called Treasury notes, which have a maturity 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 chey 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
debs it can be declared bankrupr. If this happens, the credirors can force the company to
stup domyg bosiness, and sell its assets 1o repay them. Tn this way, bondholders will
probably et some of their money back.

Borrowers — the companies issuing bonds — are given credit ratings by credit agencies such
as Srandard & Poor’s and Moody’s. This means that they are graded, or rated, according
to their ability to repay the loan to the hondholders. 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, ¢tc.) mean an increasing risk of
the borrower becoming insolvent — unable to pay interest or repay the capital.

Prices and yields

Bonds are traded by banks which acr as market makers for their customers, quoting bid
and ofter prices with a very small spread or difference berween them. (See Unit 30) The
price of bonds varies inversely with interest rates. This means that if interest rates risc, so
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 it gives — depends on its purchase
price as well as its coupon or interest rate. There are also floating-rate notes — bonds
whase mterest rare varies with marker interest rates.

Other types of bonds

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

There are also zero coupon bonds that pay no interest but are sold ar a big discounr on
their par value, which is 100%, and repaid at 100% at maturiry. Because they pay no
interest, their owaers don’t receive maney every year tand so don’t have to decide how w
reinvest it); instead they make a capital gain at maturiry.

Bonds with a low credit rating (and a high chance of default), but paying a high intercst
rate, are called junk bonds. Some of these are known as fallen angels — honds of
companies that were previously m a good financial situation, while others are issued to
fnance leveraged buyours. (See Unic 40)

BrE: convertible shar

NI W |
AmE: convertible bond |
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Match the words in the box with the definmitions below. Look at A and B oppasite 1o help vou.

coupon marurity date
credit rating, principal
gilt-edged srock Treasury bonds
defaulr Treasury notes
insolvent yield

the amount of capital making up a loan

an estimation of a horrower’s solvency or ability o pay debis

bands issued by the British government

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

the day when a bond has to be repaid

long-term bonds issued by the American government

the amount of interest that a bond pays

medium-term (2-10 year) bonds issued by the American government
the rate of income an investor reccives from a security

unable to pay debts

Q0N @A AW N

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

1 Bonds arc repaid at 100% when they mature, uniess the borrower is insolvent,

2 Bondholders are guaranteed ta get all their money back if 3 company goes bankrupr.

3 AAA bonds are a very safe investment,

4 A bond paying 5% interest would gain in value if interest rates rose to 6%

5 The pricc of lloating-rate nores dovsn't vary very much, because they always pay marker
interest rates.

6 The owners of converribles have to change them into shares.

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

8 Junk bonds have a high credit rating, and a relatively low chance of default.

Anywer the questions. Look at A, B and C opposite to help you.
1 Which is the safest for an investor?
A a corporate boond B 2 junk bond a government bond
2 Which is the cheapest way for a company w raise money?
A a bank loan B an ordinary bond C a convertible
3 Which gives the highest porential return to an investor?

A a corporate bond B ajunk bond (. a government bond
2

4 ¥hich s the most proficable for an investor if intetest rates ris
A a Treasury bond B a floating-rate note C = Ireasury note

Over 4o Hou

Is this a good time to huy bonds? Whyjwhy nat?
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R¥:Y Futures
n Commodity futures

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

Furures are standardized contracts — contracts which are for hxed quantities (such as one
ton of copper or 100 ounces of gold) and fixed time periods (normally three, six or nine
months) — that are rraded on a special exchange. Forwards are individual, non-
standardized contracts benween two parties, traded overthe-counter — directly, between
two companies or financial insticutions, rather than through an exchange. The futures
price for a commodiry is normally higher than its spot price - the price that would be
paid for immediare delivery. Somctimes, however, short-term demand pushes the spor
price above the furure price. This is called backwardation.

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

TS rinoncial futures

More recently, financial futures have been developed. These are standardized contracts,
traded on exchanges, to buy and sell financial assers. Financial assets such as currencies,
interest rates, stocks and stock marker indexes fluctuate — continuously vary - so financial
futures are used to fix a value for a specified furure date fe.g. sell euros for dollars at a
rare 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 bought or sold on a specified date.

m interest rate futures are agreements between banks and investors and companies to issue
fixed income securities (bonds, cerrificares of deposit, money market deposits, erc.) at a
future date.

m Stock futures fix a price for a stock and srock index futures fix a value for an index {e.g.
the Dow Jones or the FISE) on a certain date. They arc alternatives to buying, the stocks
or shares themselves,

Like furures for physical commadities, financial furures can be used both to hedge and to
speculare. Obviously the buyer and seller of a financial future have different opinions
abour what will happen to exchange rares, interest rares and stock prices. They are hoth
taking an unlimited risk, because there could be huge changes in rates and prices during
the period of the contract. Futures trading is a zero-sum game, because the amount of
money sained by one party will be the same as the sum lost by the other.
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34.2

34.3

March the words in the box with the definitions belows Look at A opposice o help you.

backwardation commedities forwards furures
to hedge over-the-counter Spot price

the price for the immediate purchase and delivery of a commodity

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

adjective describing a contract made berween two businesses, noc using an exchange
contracrs for non-standardized quantitics or time periods

physical substances, such as food, fucl and metals, that can he bought or sold with futures
contracts

to protect yourself against loss

contracts to buy or sell standardized quantiries

top W=

-~ >

Complete the sentences using a word or phrase from each box. Louk at A and B opposite
to help you.

A Commodity futures allow u banks x food manufactarers
B Interest rate furres allow v companics v importers
C Caurrency futures allow w farimers 7 investars
1 to charge a consistent price for their products.
2 to be sure of the rate they will ger on bonds which could be
issued ar a different rate in the future.
3 t0 know ar what price they can borrow money ro finance

new Projects.

tor make plans knowing what price they will get for their crops.

5 to offer fixed lending rates.

6 to remove exchange rate risks from furure inrernational
purchases.

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

1 Financial furares were creared because exchange rates, interest rates and stock prices all
regularly change.

2 Tnteresr tate futures are related to stocks and shares.

3 Financial futures conrracts allow cormpanies to protect themscelves against short-term changes
in exchange rates.

4 You can only hedge if someone who expects a price to move i the opposite direction is
willing to buy or sell a concract.

5 Both parties can make money out of the same furures contract.

Over 4o Hou "*\

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

three months. Check in three months' time to see if you would have made or lost money by
huymg or scllmg futures.
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Derivatives

Derivatives are financial products whose value
depends on — or is derived from — another
financial produet, such as a stock. a stock
market index, or interest rate paviments. Thf)
can be used to manage the risks associated with
securities, to protect against fluctuations in
value, or to speculate. The main kinds of
derivatives are options and swaps.

Options are like futures (see Unit 34) excepr
thar they give the right - give the possibiliry, but
not the obligation — to buy or sell an asser in

. 1,000 General Elecrric stocks on
31 Marchl. If vou buy a call option it gives you
the right to buy an assct for a specific price,
cither ar any time before the oprion ends or on a specific future date. However, if you buy
a put option, it gives vou the right to sell an asset ar a specific price within a specified
period or on a specific future dare. Investors can buy pur options to hedge against falls in
the price of stocks.

BEED 1n-the-money and out-of-the-money

Selling or writing options contracts involves the obligarion either ro 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 buyer. Butwriters of options do not
expect them to be exercised. For example, if you expecr the price of a stock o rise from
100 to 120, vou can buy a call option giving the right to buy the stock at 110, If the
stock price does nor rise to 110, you will not exercise the option, and the scller of the
aption will gain the premium. Your option will be out-of-the-money, as the scack is
trading ar below rhe strike price or excreise price of 110, the price stated in the option, 1f,
on the other hand, the stock price rises above 110, you are in-the-money: you can
exercise the option and vou will gain the difference between the current market price and
110, 1 the marker moves in an unexpecied disection, the writess of aptions can lose
enormous amounts of money.

Warrants and swaps

Some companies issue warrants which, like options, give the right, but not the obligation,
to buy stocks in the future ar a particular price, probably higher than the current market
price. They are usually 1ssued along with bonds, bur they can generally be detached from
the bonds and traded separately. Unlike call options, which last three, six or nine months,
warrants have long maturitics of up to ten vears.

Swaps are arrangements between institutions ro exchange interest rates or currencies (e.g.
dollars for yen). For example, a company that has horrewed money by issuing floating-
rate notes (see Unit 33) could prorect itself from a rise in interest rates by arranging with
a bank to swap its floaring-rate payments for a fixed-rate payment, if the bank expected
interest rates to fall.
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35.1

352

35.4

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

1 The price ot a derivative always depends on
2 Options can be used to hedge against

3 A call oprion gives its owner

4 A put option gives T8 owner

a future price changes.

b the nght to buy sumething

© the price of another financial product.

d the right to sell something.

Choose the correct endings for the sentences. Some sentences have more than one
passible ending. Look ar A and B npposite to help you.

buy a call oprion.
sell a call option.
buy a put option.
sell a pur oprion.

1 1If vou expect the price of a stock to rise, you can

an ocw

2 If you expect the price of a stock to fall, you can @ buy a call option.
b scll a call option.
¢ buy a pur option.
d

sell a pur option.

3 1t an option is out-of-the-moncy it will a be excrcised.
b not be exercised.

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

5 The bigger risk is taken by a writers of options.
b buyers of options.

Caomplete the definitions. Look at A, 13 and C opposite to help you.

. are like call 2 e 3 o an be used
options, but with much give the right o sell T

o speculate on interes
longer time spans. securities at a fixed price rafe movements.

within a specified period.
|

1

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

If your put option is out-of-the-money, the seller will gain the

You only exercise a call option i the markes price is higher than the S
If T expect a stock price to go up in the short cerm, I bhuy i nstead of
the stock.

[

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

We needed euros and had a lor of dollars in the bank, so we did a _with a German

company which nceded dollars.

o

Over to You

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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m Asset management

n Allocating and diversitying assets

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

FWHAT? 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 i
aof wealthy individuals. Unit trusts invest money for small investors

in a range of securities,

HOW? Asget managers have to decide how to allocate funds they're
responsible for: how much to invest in shares, mutual funds, bonds,
cash, foreign cumencies, precious metats, of other types of investments.
WHY? Asset allocation decisions depend on objectives and size of
the portfalio (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.

BrE: unit trusts; AmE: mutual funds |

VIR 1vpcs of investor

1
[/
Investors have different goals or abjectives. i
i
B Some want regular income from the investments — less concerned with size of their capital. j
W Some want to greserve (keep) their capital - avoiding risks. If the goal is capital preservation, i
the asset manager usually allocates more money to bonds than stocks.
W Others want to accumulate or build up capital - taking more risks. If the goal is growth or 1
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.

L

Active and passive investment

om0

gt

Some asset managers (or their clients) choose an active strategy - buying and selling frequently, g
adapting the portfolio to changing market circumstances. Dthers use a passive strategy - buying }‘
and hoiding securifies, leaving the position unchanged for a long time. /
Nowadays there are lots of index-linked funds which simply try to track or follow the [
movements of a stock market index. They buy 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 do just as well. Investors in these funds believe that you can't
reqularly qutperform the market - make maore than average returns fram the market.

Bi nd;ﬁn@ﬂmd: AmE: tracker fuJ

78 Professional English in Use Finance



36.1  Find nouns in A and B opposite that can be used to make word combinations with the
verbs below, Then use some of the word combinations to complete the sentences.

iy oS T
{ accumulate ) ¢ diversi
M 7// \ 5

-

1 ldont wanr to pay a bank to .. s A s .3 Lcan do it mysclf.

2 | have lots of different types ut securities, because 1 duided [ my .

3 As an asset manager, | discuss clients’ needs and objectives and chm we decide how to
their ..
40 my iy clients want s , I take more risks, and buy a lor of stocks.

36.2  Match the investment goals (1-3) with the statemenrs (a=). Look at B opposire to help you.

capital preservation
erowth
income

WA

a

1 want to accumulate wealth, bur T know that this means taking risks and buying

| securities with volatile prices that could go down as well as up.
AN Ty e R i

b N R
| I want a regular return every vear, hecause I need that money, even if this means
1 might have to risk losing some of my capital. oy

3, —
[ definitely don’t want to nisk losing any of my capital, even if this means thar
some years | ger a very low return. i
A

36.3 March 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

Asser managers buy maore bands than shares

Murual funds

Asser managers buy more shares than bonds

[ P R

it the client wants to avoid risks.
diversify the money of small investors.

it the whole market is volatile.

manage the mvesgments of rich investors.
if the client hopes to accumulate capital.

"o

[I=%

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 invesrment funds for wealthy investors, run by partners who
have made big personal invesrments in the fund. They poel or put together their money
and investors’ money and trade in securitics and derivarives, and oy ro get high returns
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
techniques — protecting themselves against furure price changes, (See Unit 34) In fact, they
generally specialize in high-risk, short-term speculation on stock options, bonds,
currencies and derivatives. (See Unit 35) Because they are private, hedge funds do not
have to tollow as many rules as murtual funds.

Leverage, shori-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 invesement. In this
way, the fund can hold much larger positions or investments. Hedge funds invest where
see opportunities to make short-term profits, generally using a wide range of
derivative contracts such as options and swaps, {See Unit 35) They take a long position
by buying securities thar they believe will increase in value. At the same time, they sell
securitivs they think will decrease in value, bur which they have not yet purchased. This is
called taking a short posirion. 1f the price does falt, they can buy them at a lower price,
and then sell them at a profit.

Hedee funds also use arhitrage, which means simultaneously puschasing a security or
currency in one marker and selling it, or a related derivarive product, in another marker,
at a slighely higher price. In this way investors can profic from price differences between
The two markets. Because the price difference is usually very small {and would be zero if
markets were perfectly efficient), a huge volume is required for the arbitrageur ro make a
significant profit.

Structured products

Investors who do not have safficient fonds 1o join a hedge fund can buy strocrured
products from hanks. Thesc are customized — individualized or non-standard — over-the-
counter Anancial instruments. They use derivarive products (futures, forwards, options,
warrants, efc.) in a way similar to hedge funds, depending on the customer’s requirements
and changes in the markers.

“The bad news is it's all our clients’ money.”

Professional English in Use Finance



37.1

37.2

373

Match the verbs in the box with the definitions below. Look at & and B opposite o help you.

ol to pool
o long position to take a short position

1 to put several people’s resources rogether for shared use

2 to purchase securines, expecring their price to rise

3 1o use borrowed money as well as ont’s own money 1 increase the size of one’s investmenis
4 to sell securities that one has not yet purchased, anticiparing thar their price will fall

Are the following starements 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 tunds use their invesrors” money as well as borrowed money.

3 Hedge funds concentrate on making long-term investments.

4 ‘The face that investors can make a profit from arbicrage shows chat markets are not perfectly
clficient.

5 Structured producrs are individualized financial instruments offered by hedge funds.

Read the advertisement for structured products from the UBS website, and answer the
questions below.

Falalal

[« »J{c]

4 - 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 form 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 wse if:

1 vou wanted the chance of big returns with only a small investient now?
2 you didn't want 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 not,
why not?
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Describing charts and graphs
mcrease and decrease

Upward movement

|

Lo nse [0 ncrease

to climb

o get berrer®
“{only for posirive situations) <

0 grow
to improve®

Nouns

a rse an increase
a growth an improvement®
* {only for positive situations)

The basic income tax rate
will rise from 25% to 28%.

year by 10

ABC sales improved last
% to $1m. ’ /

The UK inflation rate [/
has chmbed to 3%. ;f

i !

S————————

Downward movement

to fall to decline -~
to decrease w drop ) \-\_\
to deteriorate” to get worse™ “\

“{only for negative situations)

Travel agents are expecting a 4%
fall in prices.

L
W,,,aq,;q.,.m,_un A

v

Nouns

a fall
a decrease
a deterioration™

a decline
adrop

*lonly for negative situanons)

CBA profits decreased from €4.5m to €4.2m
as sales continued {o deteriorate,

i /

o
Ty

il

m Rate of change

Adjectives and adverbs can describe both the quantity and the speed of a change.

High points, low points, and staying the

82

Large changes

Fast changes

. ol

Regular changes

considerable — considerably
dramatic - dramatically
sharp — sharply

significant — significantly
subsrantial = substantially
Small changes

moderate

quick — quickly
rapid — rapidly

‘ Slow changes

- moderately slow — slowly

slight — slightly |

abrupt = abruptly

sudden - suddenly

gradual - gradually
steady — steadily

same

Ta reach the highest paint and then go down
/! \\

To stay at the same level on the graph or chart

o peak

o top our

o reach a peak

o reach a maximum

to remain stable _
o stabilize
(o remain constane

to level off

To reach the lowest point and then rise

to hit bottom
to bottom ourt

to reach a low point \ /

To go up and down continuously

RN WS o

to fluctuare




3B.1  March the graphs (1-3] ro the descriptions (a-c). Look ar A, B and C opposite to help vou.

2 3
103 90
an 80
73 04
&1l a0
45 S0l
30 - A0 T T T
a1 020 ol (o5 S 1 N ot 0203 04

a Afrer peaking early in 2001, Deutsche Bank shares declined for nearly twa years, apart from a
slighr 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, but the end of the vear saw an
WNPTOVEMETT.

Following a sharp fall carly in 2001, UBS shares were up and down for a couple of years,
reaching a low of CHE40 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 steadily for six months, before
rising slightly and then dropping again unril the end of the vear. However, 2003, saw an
almost uninterrupted growth, which despite a couple of moderare falls continued in 2004,

o

~

Complete the text describing the graph with

words from the box. Look at A, Band C Growth ol hedgehunds

opposite to help you. Number {lin¢) Shn assets (bars)
o 9.000 900
slowly increased rapidly £:0007 800
ned stable risen regularly ;8{:8 ;2;)
: ¢ 6
;harp mtrmsu e 5000 500
n 4,000 400
The number of hedge funds (1) 3,000 300
in 1991-92 but has (2) ... 2.000 200
. ever since. Although the number of 1,000 100
funds (3) e BETWEED 1997 and s -0
1997 the a of the funds only (4) .

v+ There were (5) .in
hedge funds’ total assers in 1999 and 2003,

Describe the graph showing the price 350.00
of gold. Look ar A, B and C opposirte 500.00
to help you.

i
&
=

TS S per ounce

Jan-93+4-—;

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 ways:

m o merger: this is when two companies join together to form a new one (e.g, Exxon and
Mabil, America Online and Time Warner).

m 2 takeover or acquisition: this is when one company buys another one {e.g. Vodatone and
Mannesmann, Daimler-Benz and Chrysler). This can happen in nwo ways. Firstly, a
company ¢an offer to buy all the shareholders’ shares ar 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 marker, hoping to gain a
majority. This is called a raid.

Invesrment banks have mergers and acquisitions
(M&A) departments thar advise companies involved
in mergers and takeovers.

Companies can also work 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 Seny Ericsson, which makes
mohile phones.

“Well the merger is aver, now
the takeover starts.”

Y 'iostile or friendly?

There are two types of takeover bid. If a companys board of directors agrees to a
rakeover, it is a fm:udly bid (and if the sharcholders agree to sell, it becornes a friendly
takeover), If the company does nor want to be taken over, it is a hostile bid (and if
successful, a hostile rakeover), Companies have various ways of defending themsclves
against a hostile bid, They can try to 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 ar a big discount. This reduces the holding of the
company artempting the rakcover, and makes the takeover much more expensive,

Integration

Horizontal integration is when a company gers bigger by acquiring comperitors in the
same field of activity. Vertical integration is acquiring companies involved in other parts
of the supply chain, usually to make cost savings. There are two possibilities: backward
integration is acquiring supplicrs of raw marerials or components; forward integration is
buying distriburors or rerail outlers. Companies can also buy businesses in completely
different fields. which is known as diversification. This can be done to reduce the ris
involved in operating in only one industry — but diversifving into completely different
industries is a risk itself.
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39.3

Complete the sentences. Look at A apposite to help you.

1 I want to work in the mergers and
New Yark.

. department of an investment bank in

2 Beverage Partners Worldwideisa . herween the Coca-Cola and Nestlé
companies, making ready-to-drink teas  and coffees.

3 Adver their ... . Union Bank of Switzerland and Swiss Bank Corporation had
combined assets of H(-s(](]\m

4 We starred witha ... .., buying all the stocks available on the stock e\ulmnu

That got us 13% of their stocks. Then we made a
markert price, and bought another 40% of the company.

Complete the sentences. Look ar B oppostte to help vou.

1
Telecom Halia is looking for o . torescue itfroma
Txlk(‘l)\l‘!" h\ rival Olivetti.

2
Colonial has agreed 108 . T@KeOVET DY Commonwealth Bank.

3

Mackenzie Financial Corp is planning a huge rights issue asa
C. I. Fund Managemenl’s takeover offcr.

pr— BT L L T

. offering 20% above the

Match rhe newspaper headlines (1-3) with the processes (a—e). Look at C opposite to help you.

y a horizonral integration
Shell Purchases 30 Gas Stations | b vertical integracion
. § A ¢ torward integration
d backward mregration
Hotel Chain to Buy Furniture ¢ diversificarion

Manufacturer to Supply lfs New Hotels

LT

Electrical Retailer Dixons Bids /
for ngh Street Competltor Currys

Coca-Cola Acquires Columbia |
chtmes for $700 lelmn P

BP Now Controls the Entire Supply
Chain, From the Oil Refinery to the
Petrol Pump

i AT T o TP

Over 4o you

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 series of takeovers can result in a parent company controlling a number of subsidiaries:
smaller companics that it owns. When the subsidiaries operate in many different business
areas, the company is known as a conglomerate.

But large conglomerares can hecome inefficient. Top execurtives often leave after hosrile
takeovers, and roo much diversification means the company is no longer concentrating on
its core business: irs central and most important activity. Takeovers do nor always result
n synergy: combined production or preductivity thar is greater than the sum of the
separate parts. In fact, statistics show that most mergers and acquisitions reduce racher
than increase a company’s value.

An inefficient conglomerate whose profirs are too low can have a low stock price, and irs
market capitalization — the total market 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 to buy the conglomerate and either splic it up
and sell it as individual companies, or close the companies and sell the assers. This
practice, common in the USA but rare in Furope or Asia, is called asset-stripping,. It
shows that stock markets are not alwavs efficient (sec Unit 30}, and that companies can
somerimes be undervalued or underpriced: the price of their shares on the stock market
van be 100 low, Some people argue that asset-stripping is 2 good way of using capital
maore cfficiently; others argue that 1t is an unfortunare activity that destroys companies
and jobs.

Raiders

If corporate raiders - individuals or companies that want to take over other companies —
borrow money o 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 risky: i
may not be possible 1o seil the subsidiaries at a profiv. But, because of the risk, these
bonds pay a high interest rate, so some investors are happy to buy them.

GARDPS

FoR ALL OCCASIONS

GI“T\Criﬂ‘[CS a L’UW]‘[D“,{EI'\"\ own |I|,1H:!gr‘l'\ want o
buy the company, and re-organize it. This is
management buyout or MBO, If the buyour 1s
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

g ‘mKEovER BUY‘)UT—"Z

_’,_.—1‘—!:—“

‘mezzanine financ
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40.1

40.2

40.3

March rhe words in the box with the detinitions below. Laak ar & and B apposite ta help vou.

asset-stripping, core business leveraged marker capitalization
parent company subsidiaries synergy

T a company that owns of controls vae or more other companies

2 the main activity of a company

3 buying a company in order to sell some of its assets

4 ompames partly or wholly owned by another company

5 haviny a lot of barrowed money compared to one’s own funds

6 the total value of a company on the stock exchange

7 rwo things working together that produce an effect greater than the sum of their individual
eftecrs

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

1 Large conglomerates formed by takeovers

2 If a conglomerate diversifies and docsn’t concentrate on its core business,
3 An inefficient conglomerate’s stock marker value

4 If a company is worth less than its assets,

5 Raiders do not need to have very much moncy of their own if

a can be less than the sale value of all its assers.

b can become inefficicnt, especially if they ate very diversified.
¢ they use leverage, and issue junk bonds.

4 there might nut be synezgies amomg, all it different activities,
© vou can make a proft by buying it and selling the parts.

[Pur the sequence of events in the correct order. The first stage is 2. Look at B opposite 1o help you.

a Corporate raiders calculate thar a large company is undervatucd.
o Investors buy the bonds because they pay a high interest rate.

¢ The new owners scll 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 raisc capital to buy the company.

[« [>T [ [ 0s T Js [ T T ]

Over 4o Hou

What are the mast diversified conglomerates you know of? Are they successful? Why do
you think this is?
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=dl Fii.ncial planning
m Financing new investments

Alia Rahal works in the financial planning
department of a large manutacturing company:

‘Financial planning involves caleulating whether
new projects would be profitable. We have o
calculate the probable rate of return: the amounr
of income we'd receive cach year from the
investment, expressed as a percentage of the total
amount invested. If we'te going 1o 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 bonds.

1§ we need to borrow money to fnance o
new investmenr, 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 usually calculate the discounted cash flow value of an investment. This means
discounting or reducing future cash Hows 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 you had the money now, you could ger incame by
using or investing 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 is worth to receive 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 each project by adding up all the expected cash flows, discounted
to their present value, minus the initial investment. To do this, we have to select a
discount rate or capitalization rate. This 1s usually the interest rate we pay for borrowing
the capital, but we could increase it if there’s a lot of uncertainty or risk.

Discounting sounds complicated, but it isn't. It's the opposite of compounding interest.
For example, if you invest $1,000 at 10% for five years, it will yicld 1.61 times its
original value. S0 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. S0 $620 invested
now will be worth $1,000 in five vears if ir’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 roday’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 investument with the highest IRR.
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March the words in the box with the definirions below, Look ar 4, B and C opposire to help you.

discount rare discounted cash flow internal rate of return
purchasing power rate of return time value of maney

1 a series of futnre earnings converied 1o their valve oday

2 the annual percentage amount of income received from an investinent

3 the interest rare an investment carns when the present value of all costs equals the present
value of ail rerurns

4 the difference between the value of moncy held now, and its value if it is received in the
future, because it could be invested during thar period

5 the value of money, measured by the quantity {and qualitv} of products and services it can
by

6 the interest rate used o caleulate the present value of furure cash fows

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

1 If a company uses its own money for a new project, there is no oppormuniry cost of capital.

2 A project financed by horrowed moncy requires a rate of rerurn higher than the cost of
capital.

3 Becausc of inflation, money will usually be worth more in the furure than at the present.

4 The longer you have to wait for invesement returns, the less cheir present value is.

March the two parts of the sentences. Look at B and C opposite to help vou.

1 Furwre cash flows are usually discounted

2 If a project seems to be particularly risky or uncertain,

3 Moncey you possess now is worth more than money received in the future, becanse

4 The net present value of a project is the sum of all the remirns it is expeeted to provide,
5 When choosing among potential investments,

a businesses look for the one with the highest internal rate of retuen.
b by she cost of the capital involved in the investment.

¢ discounted ro their current value.

d it can earn interest in chat time, and there might be inflation.

e you can increase the discount rate you use io your calculations.

Over to Hou

What return can a company get on risk-free investments in your country today? What is
the minimum rate of retarn a company would requive on an uncertain hew investment?
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Financial regulation and supervision

Government regulation

Maei Lee is the compliance officer at a large US bank with
subsidiaries in major financial centres: she has o make sure
that everybody obeys government regulations and follows
ingernal procedures,

“The financial services industry was deregulated in the 1980s;
lots of government controls were removed to make the market
freer and more efficient. But a lor of regulations still exise.
We're still regulated and supervised by government agencies.
For example, in Britain there’s the Financial Services Authority
(FSA), and here in the Stares there’s the Federal Reserve {or the
Fed) and the Securiries and Exchange Commission (SEC).

The Fed supervises banks, and the SEC tries to protect investors by requinng, {ull
disclosure; 1t makes sure that public companies make all significant financial information
available. And it trigs to prevent fraudulent or illegal practices in the securitics markers,
such as companies artificially rasing their stock price by using dishonest accounting
methaods or issuing false information.”

Internal controls

‘I have to make sure no one here does any insider trading or dealing - buying or selling
securities when they have confidential or seeret information about them. For example our
mergers and acquisitions department often has advance information about takeovers.
This information is usually price-sensitive: if you used it you could make the share price
change. This gives the people in M&A huge opportupities 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
mformation.

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 o win investment hanking business fram a company, theic analysts in the
research department could produce inaccurare reports exaggerating the client company’s
financial sitvation and prospects. This could lead the fund management and stockbroking
departments to buy securitics in thar company, or recommend them to clients, because of
false information.”

Sarbanes-Oxley

“Because of lots of serious contlicts 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 reporr about, and whether they
have been paid by the company.

Anorther 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

s while they’re auditing a company. That's because an auditing firm that is also
doing lucrative — profitable — consulting work with a company might be tempted not to
audir the accounts very carefully, and to ignore evidence of illegal pracrices or “creative
accounting”. (See Unit 3)

sery

Another part of my job is making sure no criminal organization uses us for money
laundering - converting illegal or eriminal 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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42.2

42.3

Maich the words i the oo with the defimitions below. Look ar &, B and € upposite 10 help you,

compliance disclosure fraudulent insider dealing
money laundering prICE-sensitive oversee

1 adjective meaning able to influence or change a price

2 behaving according to regulations, rules, policies, procedures, etc.

3 buying or selling scocks when you have confidential informanon about a company
4 disguising the source of money acgquired from eriminal acriviries

5 adjective meaning dishonest and illegal {intending to get money by deceiving people)
6 giving investors and customners all the information they need

7 to watch something to make certain thar it is being done correctly

Match the ewo pares of the sentences. Look at B and C apposite to help vou.

1 Criminal organizations try to hide the origin of illegally recerved money

2 People with privileged, confidential information about a stock could make money

3 Somw banks might rry to get business from companics, e.g. jssuing stocks and bonds,
4 Some companies might try to make their auditors less rigorous

5 Same companies try to raise their stock price

a by acting on that information and buying and selling the srock.

b by also paying them ¢ do consulting work,

¢ by moving it through lots of differcnt companies and bank accounts,

d by not following accepted accounting metheds or by publishing false informarion.
e by publishing reports that overstate the companies’ fnancial health.

Complete the newspaper headlines with words from the box. Look at &4, B and ©
opposite o help you.

Chinese wails compliance officer conflices of interest
deregularion insider rraders laundering money
! 4 . f
FSA warns that <riminai gangs are FSA gays it's time to got lough on )
still . ... through .z they are almest %
bureaux de change never prosecuted yff
T S AT e It
2 5 :
Sarbanes-Oxley has greatly reduced / Fed says J’
for suditing firms, ,f functioning in investment banks:

report says Z suspicious trading is increasing
' J
B T e S L

Senator says even the smallest 5 s years affer
financial company needs a A bankers say there’s still too much

government control

g AT e e s TR P e T gt - L . AT

over 4o gou

Have there been any major cases of finandial institstions brcaklng the faw in your country
recently? What happened and what could be done to stop it occurring again?
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International trade

Trade

Most economusts believe in free trade — that people and companies should be able to buy
goods from all countries, without any barriers when they cross frontiers.

The comparative cost principle is that countries 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).

Countries ¢an have an absolute advantage — so that 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 materials, a
particular climate, qualified labour (skilled workers), and economies of scale - reduced
production costs becanse of large-scale production.

Balance of payments

Imports are goods or services bought from a foreign
country, Exports are goods or services sald to a foreign
country.

A counrry that exports more goods than it imports has
a positive balance of trade or a trade surplus. The
opposite 1s a negative halance of trade or a trade
deficit. Trade in goods is somerimes called visible trade.
Services such as banking, insurance and tourism are
sometimes called invisible imports and exports. Adding
invisibles ro the balance of trade gives a country’s

balance of pavments, /

P SIS T 2
| Bri: visible trade merchandise tr.nd:] AR,

“Good invisible export figures
this quarter, sir”

Protectionism

Governments, unlike most cconomists, often want to protect various areas of the economy.
These inchude agriculture - so that the country is certain 1 have food — and other strategic
industries that would be necessary if there was a war and international trade became
impossible. Governmenrs also want to protect other industries that 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 trade areas, without any import tanifls, in Furope, Asia,
Africa and the Americas.

The World Trade Organization (WTO) tries to encourage free trade and reduce
protectionism: restricting imports in order to help local producrs, According to the WTO
agreement, countries have to offer the same conditions to all trading partners. The only
way a country is allowed to try to restricr imports is by imposing tariffs. Countries should
not use import quotas — limits to the number of products which can be imported - or
other restrictive measures. Various international agreements also forbid dumping - selling
goods abroad at below cost price in order to destroy or weaken competitors o to cam
foreign currency to pay for necessary imports,
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Complere the crossword. Look at A, B and C opposite to help you.

Across
2 Countries that export a lot of oil or manufactured goods tend to bave a positive
213
(7,59
5 A country exporting more than it imports has a trade A7)
6 In a free trade area, governments cannot impose a . on imports. (6]

£ A limig o the quaniity of goods that can be importad s a
10 and 9 down Adding trade in services to trade in goods gives youthe ..

11 Billions of dollars leave the USA every year because the country has a big mrade
14 Arcempting to reduce imports in favour of local production is called . (13)

15 The import and export of goods is called trade. (7)
Down
I 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 ... - (8.9)
7 Many economists encourage governments to abolish import taxes and have complerely
R 3
9 See 10 across.
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 comparative ... principle is that

countries should make the things they can
produce the most cheaply. (4)

13 The ... has cstablished rules of trade
herween nations. (3]

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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Exchange rates

Why exchange rates change

An exchange rate 1s the price at which one currency 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
that 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 erder to return to PP
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, companics and
rich individuals all buy currencies, looking for high interest rates or short-term capital
gains if 4 currency increases in value or appreciaces. This means exchange rates change
due to speculation rather than PPP. Over 95% of the world’s currency transactions are
v speculanive, and not related to trade. Banks and currency traders make
considerable profits from the spread between a currency’s buving and selling prices,

Fixed and floating rates

For 25 vears 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 waorth
one thirry-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 guarantec the American currency,

Since the early 1970s, there has been a system of foating excl\ange rates in maost 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 is determined by macket forces: the level of supply 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 introduction of a common currency in 2002, fluctuating exchange rates among
many Eurppean countries are no Jlonger a problem. But the euro continues to luctuate
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
mtervene in exchange markets, using foreign
currency reserves to buy their own currency -
in order to raise its value — or selling to lower it,
The resulting rates are known as managed
floating exchange rates. But speculators
generally have a lor more money than a
government has in its reserves of foreign
currency, so central banks or governments anly
have limited power w influence exchange rawes.
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44,1  Arc the following statements true or false? Find reasons for your answers in A and B opposite.
1 Purchasing power pariry is a theory that doesn't apply in reality.
2 Inflation should lead to an increase in the value of a country’s currency.
3 Speculators buy currencies when they expect their value to increase.
4 Specularors generally sell currencies if their interest rate rises.
S Currency traders offer different buving and selling prices.
6 A lot more currency is exchanged for buying or selling goods than for speculation.
7 The Federal Reserve will no longer exchange US dollars for gold.
8 Most exchange rates used o be fixed; now they float.
9 If more people want to buy a currency than sell i, its price will go down.

442 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 ward. The first one has been done for you.

Noun(s)

li — _J:_ :'—_77 convert u.m»d *

depreciate

Oepreelates . b o oo g o i
\ | | interventionary
L spuubmc

44.3  Complete the newspaper headlines with the correct forms of words from 44,2 above.

US inflation will cause dollar to ..., eCOnomists warn {
ot R S T AR i et issemmise i
pd A p
Top economists say currency undervalued, call for government |
to allow 1t to !
3 " - - &
Increasing currency .. . is making exchange rates |
more voIatlle /
S— NS, P g 80 s T et TTETTOTTEL, YOS e AN 000 il o f
4 /
Common currency: Economic consultant says . .
pnund lu euro Would cost Brmsh busmesscs {12hn f
/

5 +
Chinese experts say the | ) {
threatemng the economy /

6

Central bank not expected to

W srafitee s LT T———
e o f

Over 4o you

What has happened to :hc value of your currency in the past few ycars? What do you think
were the probable causes of any changes?
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m Financing international trade
n 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 importer. Payment for
imported products is usually by documentary credit, also called a letter of credit. This is a
written 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:
m a short description of the goods
® a list of shipping documents required to obtain payment (see C below)
w2 final shipping dare
m a final date {or expiration date) for presenting the documents to the bark.

Documentary credits are usually irrevocable, meaning that they cannot be changed unless
all the parties involved agree. lrrevoeable credits guarantee that the bank which
establishes the letter of credit will pay the seller if che documents are presented within the
agreed time.

m Bills of exchange

Another method of payment is a bill of exchange or draft. This is a payment demand,
written or drawn up by an exporter, instructing an importer to pay a specific sum of
money at a future dace. When the bill matures, the importer pays the money to 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 1o endorse or accept a bill of exchange before it matures. To endorse a
bill is to guarantee to pay it it the buyer of goods dovs not. If a bill is endorsed by a well-
known bank, the exporter can sell it ar a discount in the financial markets. The discount
represents the interest the buyer of the bill could have earned berween the date of
purchase and the bill's maturity date. When the bill matures, the buyer receives the full
amount. This way the exporter gers most of the money immediately, and doesn’t have to
wait for the buyer to pay the bill.

Export documents

Exporters have to prepare a number of documents 1o go with the shipment or
transportation of goods.

m  The commercial invoice contains details of the goods: quantity, weight, number of
packages, price, terms of delivery, wrms of payment, and information about the
transportarion.

m The bill of lading is a document signed by the carrier or transporter (c.g. the ship

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,

W The certificate of origin states where the goods come from.

m Quality and weight certificates, issued by private inspeetion and testing companies, may
be necessary, confirming thar these are the correct goods in the right quantity.

m  An export licence giving the right to sell particular goods abroad is necessary in some
cases.
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45.1

45.3

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

1 With a letter of credit, the buyer rells the hank swhen o pay the seller

2 Letters ot credit are only valid for a certain 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 buyer.

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% at maruriry.

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 hill of exchange to whoever bought it.

¢ 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 cxporter wiites a bill of exchange and sends it to the buyer or importer (and

ships the goods).

I 2 | 3 (4 ] ER [¢ e ]

Find verbs in A, B and C apposite 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,

<3 bill of excha

ng

e

e
(\.rfocuant{s'/‘

by a bank.
. the goods,

1 Exporters can get paid sooner if a bill of exchange is
2 The bill of lading and the insurance certificate both

3 Exporters - goads to forcign countries.

4 The transporter .. a document confirming that it has the goods.

5 In order to be paid, the exporter has wo . the shipping documents w a specific
bank.

Over 4o you ‘l

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?
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m Incoterms

Transport and additional costs

98

Companies exporting or importing goods use standard arrangements called Incoterms -
sharrt for Internarional Commercial Terms, established by the International Chamber of
Commerce (ICC) — that state the responsibilities of the buyer and the seller. They
determine whether the buyer or the seller will pay the additional costs — the costs on tap
of the cost of the goods. These include rransporation or shipmenr, documentation -
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 arc 13 different Incoterms that can be divided into 4 ditferent groups: an E Term
(Departure), the F Terms (Free, Main Carriage Unpaid), the C Terms (Main Carriage
Paid), and the D Terms (Delivered/Arrival). Each group of terms adds more
responsibilitics to the seller and gives fewer to 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 arranges insurance against loss or damage
to the goods in transir.

In the second group, the F terms, the seller delivers the goods to a carrier appointed by
the buyer and located in the seller’s country. The buyer arranges insurance.

m 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 that the scller pays for loading the goods onto the ship.

The C and D terms

In the third group, the C terms, the scller arranges and pays for the carriage or
transportation of the goods, but not for the payment of customs duties and taxes.
Transportarion of goods is also known as freight.

m In CFR - Cost and Freight (used for ocean freight) and CPT - Carriage Paid To ... (used
for air freight and land freighr), the buyer is responsible for insurance.

m In the terms CIF - Cost, Insurance and Freight (used for ocean freight) 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
woods to the country af destination, including insurance.

m In DAF - Delivered At Frontier, the importer is responsible for preparing the
documentation and gereing the goods through customs.

1f the goods are delivered by ship to a port, the rwo 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 unleading the goods from the ship to the
quay, and for the payment of customs duries and raxes.

1€ the goods go through customs and are delivered to the buyer, there are two possibilities:
m DDU - Delivered Duty Unpaid — the buyer pays any import taxes

m DDP - Delivered Duty Paid — the scller pays any import taxes.
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46.1

Label the diagram using the ahbreviations for Incoterms. Look at A, B and C opposite to
help vou.

Seller delivers taa
CALTIEE 1N 1Ls Country

Seller delivers to a port of shipment

Seller delivers to a port of destination

=N EE——

Seller delivers ra the customs by air or land

Mo

Seller delivers ta buver (e s [

Over 4o you
How do imported goods normally arrive in your country? Are there taxes on imported
products? if you were an importer, would you prefer to organize transport yourself, or let
the seller do it?
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Insurance

log

Insuring against risks

Insurance is protection against possible financial losscs. Individuals, companies and
organizations can make regular payments, called premiums, to an insurance company
which accepts the risk (or possibility) of loss. When you buy insurance you make a
cantrac, called a policy, with the insurance company - also known as the insurer. The
contracr promises that the company will pay you if you suffer loss of or damage to
property, or sickness or personal injury.

There are various losses which people or businesses can insurc against:

M theft — someone stealing their goods or possessions

m  damage from fire or other natural disasters such as floods, carthquakes and hurricanes.
It property is stolen or damaged, the person or company who is insured makes a claim ~
requests compensation — from the insarer. The insurer will then indemnify or compensate
them: thart is, pay them an amount of money equivalent to the loss. As the number of
natural disasters seems ro be increasing, so are the claims for damage to property, and this
will lead o higher insurance premivims.

In the past, many people buying insurance used independent brokers - people who
searched for insurance at the lowest cost, or agents — people warking 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 insurange (also called assurance) will pay an agreed sum to someone else, for
example your husband or wife, if you dic before a certain age. People also use life
insurance policies as a way to save for the future: you can buy a policy that pays a certain
sum on a specific date, such as when you retice from work. As with pension plans, life
insurance policies are tax shelters, or a way of postponing payment of rax. You do not
have to pay income tax on life insurance premiums. However a lump sum — a single,
lavge amount of money paid out when an insurance policy marures — will be taxable.

Insurance companies

Insurance companics have to invest the money they receive from premiums. Like pension
funds, they are large institutional investors that invest huge sums in securities, especially
low-risk ones like government bonds.

The largest insurance marker in the world is Lloyd’s of Londen, 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,
commonly known as ‘names”. These people can earn a lot of meney from insurance
premiums if the clients never claim for compensation, but they also have unlimited
liahility or responsibility for losses.

If insurance companies consider that they have underwritten too many risks, they can sell
some of that risk to a reinsurance company. This is a company that will receive some of
the premium and also bear, or take, some of the risk.
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Complere the crossword. Look at A, B and C opposite to help vou,

Across
1 and 10 across Some people buy hife
msurance tharpavsa . ... _on
retircment. (4,3
4 Many fnsurance companies now scll
...y over the phone or the internet. (6)

8 I have a thefr policy, so the insurance
company will
phone is stolen. (9)

9 1f 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 transit
in case somebody . them. (6)

14 1lost my job as an ..., tor an insurance
company when people stopped buying
over the counter. (5]

15 Lloyd’s spreads the risks ir insures among

- made up of groups of underwrirers.

+.o... me if my mobile

(10)
17 The individual underwrirers ar Lioyd's are
commonly called (5
19 Narural disasters are expensive for
in!y'LJI’JﬂCL' \.'UI'[IPJHiL'h {N.‘LJU‘\'[‘ [h("' cause a
lot at ta buildings and their conrens. (61

Down
2 Llovd’s _risks worth over £14 hillion, (11)
3 You should always read the small princ — all the details — before you accept an insurance
e LB
5 There are
companies. (11}
& Life insurance can be a tax
purting off paying tax tll later.
7 Most people insure their personal |
against loss, fire and theft. |
11 .. of London is the world’s largest
insurance market. (6}
16 Formunarely, Pve never had a car accident, so

companies that take on part of the risks underwricren by smaller

—a way of

I've never hadro . anvthing from the
nsurance company. (3)
18 Life insurance is also a way to ... money

and pay less rax. (4]

“Hello, I'd like to apply for some
property insurance.”

Over 4o you

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?
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The business cycle

Expansion and contraction

All market economies have periods when consumption ~ spending on goods and services
ses. Consumers huy more, companies invest more, and producrion, income, profits
and emplovment increase. These periods are always followed by periods when spending
and investment fall, and unemployment rises. This is 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
husiness cvele is a peak, which is followed by a dowatarn, during which the amount of
evonomic activity decreases. If the economy keeps contracting for more than six months,
the downswing 15 called a recession. A serious, long:-lasring recession is called a depression
or a slump. The lowest point of the business cycle is a rough, which is fellowed by a
Tecovery, when ceonoimic activity increases again, and a new cycle 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
Coovernments and central banks use fiseal palicy, which wmvolves changing the levels of
government expenditure and taxation to try ro limit the extenr of the business cycle.

1f an economy is moving into a recession, the government might have a reflationary fiscal
icy. This means trying to stimulate the economy by increasing government spending,
tring levels of direct or indirect tax so thar individuals and companies have more
money fo 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 greater than
supply, leading to rising prices and inflation, the government might have a deflationary

r. This means trving 1o cool down the economy: reducing the amount of
econamic activiry by raising tax rates or cutting government expenditure. This reduces the
level of demand in the economy and helps to reduce inflarion.

fiscal palic

Monetary policy

Gavernments or cenrral 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 ceonomic 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
inereasing intercst 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 chis less likely to happen.
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48.2

Label the graph with words from the box. Look at A opposite to help vou.

| boom downswing, peak ecession recovery trough l

;ob Wk =

@

March the twa parts of the sentences. Look ar B and O opposite o help vou.

1 If the government thinks the cconomy is contracting too much,
2 Fiscal policy involves

3 If there isn’t an mdependent central bank, govermments can

4 If the government thinks the cconomy is growing too quickly,
5 Monetary policy mvolves

a interest rates and the money supply.
b it can raise tax rates and cut 1ts expend

¢ manipulare the business cyele o their own advanmage.
d ir can cut taxes and increase its spending,

e raxation 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?
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Direct taxes
Governments finance most of their expenditure by taxation. If thev spend more than they
levy or charge in taxes, they have to borrow money.
Direct taxes are collected 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 fax on their profits. Business profits are gencrally 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 the government uses ro finance social security spending — unemployment

(ot

pay, sick pay, ewc.

RS e S|
corporalion tax; AmE: income tax

indirect taxes
Indirect taxes are le
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 to the fnal price paid by the consumer. In Canada, Australia,
New Zealand and Singapoec, this tax is called goods and scrvices tax or GST.

included in

ied on the production or sale of goods and services. They a

m [0 the USA, there are sales taxes, collected by retailers, levied on the retail price of goods,

m Governments also levy exeise taxes or excise duties — addirional sales taxes on
commodities like tobaceo proitucts, alcoholic drinks and pewrol.

m Special raxes, called tariffs, are often charged on goods imported from abroad. (See Unic 43)
Income tax for individuals is usually progressive: people with higher incomes pay a higher
rate of tax {and rherefore a higher percentage of their income) than people with lower
incomes. Indirect taxes such as sales tax and VAT are called proportional raxcs, imposed
at a fixed rate. Bur indirect taxes are actually regressive: people with a low income pay a
proportionally greater pare of thewr income than people with a high incame.

| BrE: petral; AmE: _r;zlsohnr—l
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 loopholes — ways of getting around the law, because of

an error 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 penaltics.
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49.4

What are the standard names for the rax or raxes paid on the following? Look at A and B
oppusite to help vou.

1 aleoholic drinks and tobacco products
company p!'ﬂﬁTS

goods bought in stores

money received from relatives after their death
salaries and wages

goods made in other countrics

money made by selling stocks at a profit

(XN

~Nouma

Find words in A and B opposite with the following meanigs.

1 an adjective describing taxes on revenuce or income

2 a tax that has one rare thar is the same for everybody

3 money paid by the governmenr ro 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

Are the following statements tr

Capital gains are gencrally raxed at a higher rate than income.

The same sum of money can be raxed mare than once,

Sales taxes can be both proportional and progressive at the same time.

Excise duties are extra sales taxes on selected products.

Many international companies have their registered headguarters in small countries where
they do anly a small proportion of their business,

Employees will generally pay less tax if their employer reduces their salary a little and
provides them with a car.

Tax avoidance is illegal.

@ L S R

@~

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 percentage of national income goes to the government as tax? Do
you know how this compares with other countries?
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m Business plans

Market opportunities

If you have a brilliant idea for a new product or service, or a better or cheaper way of
supplving an existing product or 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
want to interest venture capitalists (see Unit 28) in yvour project, you will have to write a
business plan,
Business plans begin with a summary, often called an Executive Summary, which explains
in one or two pages:

| whar sort of compaoy it s

m what the producr or service is, and what is special abour it
m who the managers are
-

how 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 it has grown, and gives a histary of sales and profits. It describes the
company today, and the plans for the furure.

The second chapter describes whar vou already sell or want to sell. It explains what
differentiates the product or service from other 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 vou operate in, the market segments,
the other firms in the marker (your competitors), changes in the industry, and projected
trends — forccasts for the furure — and technological opportunities, It outlines what the
customers need, where they are, and how vou plan to reach them. It explains how you
will make sure that customers know about your product or service and why they will
prefer it to the competition. It gives details of your marketing straregy, including sales
tactics — the ways vou plan to achieve sales, advertising, publicity and sales promotions —
incentives [o cncourage customers o buy.

The chaprer on the management team gives details about the most important staff. The
chapter on strategy outlines vour strategies for marketing, pricing, distriburion, sales, ete.,
and how you 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 assers. It explains why the business needs
funds, and gives sales forecasts (she 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 hnancial ratios.

Various appendices ¢an come at the end of the business plan, including che curriculum
vitae (CV) of each top manager and promotional materials for your products.

BrE: curriculum vitae; AmE: résume |
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50.1 Make word combinations using a word from each box. Then use the word combinations
to complete the sentences helow. Look at A and B opposite to help vou.

implement customers
reach finance
require services
supply strategies
1 Arc you sure you can soosatheses more efficiently than vour competitors?

2 This business plan gives details of the |
do with it

we and what we're going

3 We'll hire two experienced managers to help ns " our

4 We're convinced our innovative advertising will allow us to .. bur potential

50.2 Complete the sentences. Look ar A, B and C opposite 1o help vou.

1/ = —,
We're convineed this is a grear s people will really want what we |
plan to offer. ‘

AN
2 i
| QUE e e, 15 0ver 100,000 units a vear,
T'he product is : there’s absolutely nothing else like it on the market.
4 74
| Our is essentially ro advertise a lot and sell ata very low price.

The advertising will stress the ...
how it will save them time and money.
.

the consumers will get from the prod

5 — —
lalso use atew e SUch 28 piving away free samples or .
offering discounts. o

50.3 Use the words below ro make word combinations with ‘market’ that have appeared in
this book. Then sort the word combinations: which are concerned with finance and
which with marketing?

bear value
capiralization stock
currency skimming
. -~
equity ( share

maker E segment

over-the-counter price
secondary primary
penetration

Over 4o you

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 convince venture capitalists to invest?
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- Language reference - market idioms

108

Tinancial journalists and people working in finance use lots of different expressions ro describe
price changes in financial markets. These are the most common anes, (Some of these words also
appear in Unit 38.}

Small or slow upward movement

o advance o gain
‘l to firm > 0 be atirde stronger
| to be firm L to be slightly stronger

| ta he firmer

Large upward movement

Nouns
o jump to soar " a jump |
to leap to strengrhen /—" | aleap ‘
| o rocket to surge { P
| to shoor up to take off | e |

to skyrocket

Upward movement following previous downward movement
Nouns

to stage a comeback \ a comeback
’ to rehound ! a rally
to recover | a rebound
to revive \ | a recovery
\ to rally | \

Small or slow downward movement
Nouns

| o dip to lower a decline
| 1o decline to slide e a slide
| o drift down  to ease \ T
| to weaken =
| o slip or slip back \ |
o bC Or comc UndL‘l Pri“\':UR‘ \

Nouns
to crash o dive to drop ' acrash
| to sink to skid to slump a dive
| to plummer to fall sharply p- a drop
to go south %
| to go or fall chrough the loor \ \_\ |
| to plunge or rake a plunge >, I
to suffer a drop or a setback
to take a beating or a knock \ l
to tumble or rake a rumble | |

No change

i to he or reman steady or stable —_— to be or remain unchanged

Note: Some verbs have irregular past forms, for example feap - leapi - leapt; shoot - shot - shot;
foll - fell - fallen.
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Language reference - numbers

Saying and writing numbers
Everyone working in finance uses a lor of numbers. Saying and undersranding numbers or
fgures in a foreign language can be difficulr.

This is how numbers above 100 are said, and written in legal contracrs and on cheques:

100 a hundred o7 one hundred

200 two hundred (7of two hundreds)

1,000 afone thousand

1,100 afone thousand one hundred or eleven hundred

1,234 afone thousand two hundred and thirty-four
or twelve hundred and thirey-{our

2,200 mwo theusand two hundred

100,000 afone hundred thousand

1,000,000 afone million

1,(00,000,000 a‘one billion

1,000,000,000,000 afone rrillion
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 cormma {,) to separate large numbers into groups of three digits, counting
from the right.

12,345 rwelve thousand, three hundred and forty-five
12,345,678 vwelve million, three hundred and fortv-five thousand, sisc hundred and seventy-cight.

Nete: English does not use a raised comma [12'345).

Saying amounts of currency

The name of a currency is said affer the number (or in che middle of the number), but is
written before the number.

€10 e curos

310,95 ten dollars ningty-fve
¥50,000 fifry thousand yen

£3.50 three pounds fifty or three fifty

The smaller currency unit (c.g. cents or pence] is not usually said.

Decimals
English uses a point () for decimal numbers. The numbers before a decimal puint are suid
normally. All the digics after a decimal poinr are said separatcly.

1.25 one point two fve
£2.43 wwelve point four five
314159 three point one four onc five nine

If the decimal is a unit {of money, for example), both parts can be said like normal numbers.

87.65 eighty-seven point six five
$87.65  The stock is trading ar eighry-seven sixty-five.
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Fractions

Y, ahalf

U a third / one third

s a quarter / one quarter N ” |
4 three quarters two and two thirds BrE: a quarter;

L a ffth | AmE: 2 _quaﬂtr. a fourth

Ordinals

To put things in an order, usc ordinal numbers,

five sixteenths
seven thirty-seconds
one and a half

v 47th floor -

Ist  (thel first 60ch (the) sixtieth

2nd  (the) second 615t (the) sixty-first

3rd  (the) third 62nd (the} sixty-second

4th  (the) fourth 100th (the) hundredth This is the forty-seventh floor
5th (the) fifth 1,000th  (the) thousandth g

ath  (thel sixth

Saying sequences of numbers

(1 is called zero (or sometimes in Britain, nought).

After a decimal poine and in telephone numbers, room numbers, bus numbers, etc.,
Britsh Enghish uses oh.

soom seven oh four the one oh 5ix bus
For relephone numbers, fax numbers, bank account numbers, credit card numbers, passport
numbers, etc., people usually say each digit separately, but in groups of two, three or four digits.

mE: zero |

0202-456-1414 oh two oh two, four flve six, one four one four rBr .

An exception is double numbers:

0255-226-3344 oh two double five, double two six, double three double four
BrE: double oh; AmE: zero zer |

A rising intonation is used at the end of cach group of numbers except the last one, which

has a falling rone, showing that the end of the number has been reached.

A A F e
00 44 1223 325 3566

Numbers as adjectives

When a number 15 used as part of an adjective, it is always singular (i.e. it doesn’t have an
-5 at the end).

a twenty-minute walk a tour-syllable word a ten-thousand curo bonus
a two-hour flight a five-person team a ffty-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.
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Language reference ~ word stress

Long words can be divided into different parts, each of which is a unit of pronunciation.
These units arc called syllables. The word syhla-ble hay three syllables, st has two,
pro-usn-ci-a-tion has five.

In spoken English, syllables are eicher stressed or unstressed (or accented and unaceented).
In the following examples the syllable following the {') mark is stressed.

B One syllable of nouns { business), verbs (in'vest), adjectives (ex 'pensive) and adverbs
{quickly) is stressed.

B Prepositions (in, af, to), pronouns (he, e, and articles [a, the) are usually unstressed.

1 The usvai rule for two-syllable words is to stress the firse syllable.
‘asset ‘budger ‘credit

2 Maost three-syllable words are also stessed on the Rrst syllable.
‘auditor  'capital  'corporate

3 Mast words of four or more syllables arc stressed on the third syllable from the end.
collateral  geonomy  lia'bilises

4 Because not all syllables are pronounced in English, some words which look like they have
three syllables are reduced to rwo, and some words which look like they have four syllables
are reduced to three. This means that these words are stressed on the first syllable. In the
examples below, the letters marked [ ] are not pronounced.
buslifness intfelrest intlefresting  secret{alry dictionfafry

5 However, there are Iots of exceptions o these rules. The most common one is that most {Latin}
prefixes are not swessed, bur even this rule has an exception since the pre- in ‘prefix’ is stressed.
co-  eollect con-  cim'hect pre- pre'dict
com- com portent 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 are stressed on the first syllable of the noun or adjective, and the
second syllable of the verb.
We're looking for “finance — we weed someone to f'nance the company,
We're using a new “transport company to irans'port the guods from China,

Two-syllable words that follow this stress partern include:

conduct decrease increase refurnd
conflict disceunt permit refect
conirast export prresent survey
convert mport produce transfer

Because of this rule, and the large number of verbs that begin with a prefx, more two-syllable
verbs are stressed on the second syllable chan the first (despite rule 1 above).

Where these words are also adjectives (@ ‘perfect product, an import barrier), they are stressed
like the noun. Where the adjecrive is the same as the past participle of the verb (per'fected,
ime'ported), it is stressed on the second syllable, like the verl.
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7 Most suffixes are unswessed. Exceprions include:

@

-ation afle cation depreci'ation intteg ration
n po'sition dequi'sition con'ditional

-otion promation pro‘motional

-ution inst tution so'ition distri'bytion

-er employ'ee tras'nee puaran'tee

-eer car'cer engin'ver

Suflixes do not normally change the three-syllable rule, so 'advertizmyg and 'organizer are
stressed on the first syllable, although they are toor-syilable words.

There are varions regular parterns of syliables {often at the end of a word) that come just after
2 stressed syllable.

W Most words ending In -is, -fcal and -iafly are stressed on the provious syllable,

auto ‘thatic eco'Homc bis'torical syste'matically

| Most words ending in ~al, -ialfy, -uaf, and -ually are stressed on the previous syllable.

com'mercial  francially ‘armzial individually

m Most words ending in -ible, -ity and -ify are stressed on the previous syllable.

con'vertible  converti'bility  diversify

m Most words ending in -ions, -eous and -rrous are stressed on the previous syllable.

‘ohuions simul'taneous  am 'biguowns

9 The last letter of a group of initials 13 usually stressed.

AG'M ATM  EPS PO Lg'o orc  PLC [EAY] VA'T
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Language reference - British and American vocabulary

British English

aluminium
Annual General Meeting (AGM)
Asticles of Agsociadon

balance sheet

base rate

building society

cash dispenses

chairman

cheque

convertible share

LOLPOTALioNn ax

cost centre

I creditors

current account

debrors

depreciation

Extraordinary General Meeting (EGM)
financial year

fixed assets

flar

flotation

gearl

index-linked fund

labour

managing director

Memorandum of Association
merchant bank

net profit

note or banknote

ordinary shares

overheads

own shares

petrol

PL.C

preference shares

profit and loss account

shareholder
shareholders’ equity
shares

shopping centre
social security
stock

stack take
traveller’s cheque
true and fair view
visible trade

American English

aluminum

Annval Meeting of Stockholders
Bylaws

balance sheet / statement of financial position
prime rare

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 (IPO)
lL‘VCrdgC

tracker fund

labor

chief executive officer (CEO)
Certificate of Incorporation
wnvestment bank

net income

bill

common stock

overhead

treasury stock

gasoline

listed company

prefecred stack

ncome statement
stockholder

stockholders’ equity

stacks

shopping mall

WL']f-'lI'E

inventory

coung af the wnventory
traveler’s check

fair presentation
merchandise trade
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1.1

12

2.1

3.2
3.3

114

Answer key

1 social security, salary 4 mortgage 7 tax

2 earn, comrmission 5 currency 8 rent

3 bonus 6 overtime 9 pension

1 false — most money ... consists of bank deposits

2 true — salaries are usually paid monthly and wages are usually paid weekly

false — commission is a percentage of the income they generate, which can change

true — money paid by a company or the government to a retired person is a pension

false — most people pay one or the other, depending on whether they arc buying or renting
their home

(LR

bookkeeping, a bookkeeper

external auditing, an independent auditor
management accounting, 4 management accountant
financial accounting, a financial accountant

"o W N -

accounting, an accountant / internal auditing, an internal auditor
1c, 2e, 3a, 4b, 5d

carry out an audit
do an audic
establish rules
follow rules

malke rules

set rules

apply standards
establish standards
use standards

summarize transactions

1 debir 3 debtors 5 stock
2 ledger 4 credit 6 creditors
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4.2

4.3

5.1

5.2

5.3

6.2

6.3
7.1
7.2

1 Double-entry bookkeeping, account, debit
2 day books, journals

3 nominal ledgers, boughr ledger

4 trial balance

1 debit 3 debit, crechit
2 debit 4 credid, debit

1 false — a company ... has a scparate legal existence from its owners, the shareholders

2 falsc ~ the owners are not fully liable for — or responsible for — the business’s debts ...
Their liability is limited co the value of their share capital

3 true — managers and execative directors tun the company for its owners

4 true — Non-execusive dirccrors are often more objective

5 false — parmers are fully liable or responsible for any debts the business has

6 false — partmerships are not legal entities, so in case of a legal action, i is the individual
partners and nor the partnership that is raken o coust

corporaté governance
audit committes
limited Liabiliry
non-executive directors
share capital

1 audir conunittee 4 limited liabilicy

2 non-executive directors 5 corporate governance

3 share capial

3 Memorandum e purpose

b registered office d authorized share capital

1 private 4 quoted 7 quarterly

2 stock exchange 5 interim 8 amnual report
3 limited & listed 9 AGM

1 misconduct 3 net profit

2 gross profi 4 turnover

1c, 24, 3h, 4c, 5f, 6d
1e, 2e, Ad, da, 5b

1 falsc - Companies can choose their accounting policies ... There are 2 range of methods of

valuation ... and measurement

faise — accounting policies ... have to be consistent, which means using the same methods

every year, unless there is a good reason to change a policy

3 rrue — Arcas in which the choice of policies can make a big difference include depreciation ...

[and] the valuation of stock or inventory

false - companies have to give a troe and fair view of their financial sitvation - meaning there

are various possibilities — rather than the rrue 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 recorded in accounts, and not their (estimated) current selling price

6 true — some countries wich regular high inflation ... use inflation accounting systems that take
account of changing prices

N

'

o
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73 P Noun(s) Adjective

8.1
8.2

4.3

9.1

9.2

9.3
10.1

Ié

‘calcalate caleu'lation -

- con'sistency con'sistent

- con'vention con'vennonal
'measure 'measurement -

pre'sent presen'tation -

"value ‘value, valu'ation "valuable

1, 2d, 3e, 4c¢, Bh, 6a

1 financi

2 subsidiary

sear / hiscal year

3 consolidared financial statements

4 verifishle

Adjective
as'sume as'sumption -
dis'close dis'closure -

- objec'rivity ob'jective
‘recognize recog nition -
- subjectivity sub'jective
‘verify verifi'cation 'verifiable
1 verify 3 objectiviry
2 disclose 4 assume
1 revalue 4 obsolere
2 currentassers 5 fixed assets

3 appreciate 6 wear out
duduet costs

depreciate fixed assats

record market value

record purchase price

reduce profits

reduce value

1 record, purchase price

2 fixed assets, deduct, costs

3 reduce. value

e, 2¢, 3a, 4h, 5d

1d, 2¢, 3a, 4b
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10,2 check accounts
check stack take
check systems of conrrol
comply with laws
comply with policies
comply with procedures
comply with regulations
examine accounts
examine systerns of control
give advice
give opinions

10.3 Adijective

- accuray ‘acurare

com'ply com'pliance -

recom'mend recommen'dation | recom'miended

re'cord ‘record

ex'aming

exami'nation P =

1 examing, accurate, comply
2 recommendarions
3 recorded

11.1 1 uue - Amenican and continenial Enropean companies usually put assets on the left and
capital and liabilities on the right ... most British companies vse a vertical format, with assets
at the top, and liabilidies and capital below

2 false — A balance sheet does not show how much money a company has spent or received
during a ycar

3 true — Since assets are shown as debits ... and the total must correspond with the total sum of
the credits ... assets equal [iabilities plus capital {or A =L + C}

4 true — shows the company’s liabilities, and its capital ot sharcholders’ equicy ... Part of chis is
share capital — the money the company raised by selling its sharcs

5 false — assets equal Liabilities plus capita!

6 truc - Liabilities are gbligations to pay other organizations or peaple: money that the
company owes, or will owe at a fumure date

1.2 1 Suppliers & Liabilities
2 Rerained carnings & Sharcholders’ equity
3 Assers

11.3  distribute profits
grant credit
owe money
pay liabilitics
retain earnings
1 retain, carnings, distribute, profits
2 pwe moncy, grant, credit
3 liabilities, pay

Professianat English in Use Finance



12.1

12.2
12.3

14.2

14.3

15.1

18

1 bad debe & trade mark

2 net worth / nert assers 7 write off

3 patent 8 o make provisions

4 net book value 9 work-in-progress

5 goodwilt 10 debrors / accounts receivable

1¢, 2by, 3a, 4t 54, Gc

Cuorrent assets: cash in the bank, debrors, stock
Fixed asscts: buildings, land, investments
Intangible assets: goodwill, human capital, reputation

1 false — Current liabiliries are expecred to be paid within a year of the date of the balance sheer
{if it has been paid, it is no longer a fiability and wiil nor appear on the balance sheer)

2 true - current Is defined as within a year of the date of the balance sheet

3 true — accrued cxpenses are charged against income — that is, deducted from profirs — even
though the bills have not yet been received or the cash paid

4 true — Sharcholders’ equicy includes: the original share capiral ... share premium: money made
i the company sells shares at above their face value — the value written on them ... rerained
earnings

§ false - shareholders’ equity includes retained carnings - it is money belonging to the
shareholders and not the company

6 true - share preminm is money made if the company sells shares ar above their face value ~
the valuc wrirten on them

1 current liahiliies 3 deferred

2 share premium 4 acgruwd

Assets: Accounts receivable, Cash and equivalents, Inventory, Investments, Land and buildings
Liabilities: Accounts payable, Accrued expenses, Diferred taxes, Dividends, Long-term debe

1 sales revenue 4 pre-tax income
2 gross profit § net profit

3 EBITDA

1 Cperations 5 financing

2 Investing § operations

3 Financing 7 investing

4 pperations

Operating activities: Changes in operating assets and liabilirics, Depreciation and amortizarion
expenses, Income taxes payable, Net income

Financing activities; Dividends paid, Tssuance of stock, Payments 1o repuzchase stock,
Repayment of debt

Investing activities: Purchase of plant and equipment, Sale of properry

1 hyguidicy 3 ratio
2 cfficiency 4 solyency
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15.2

17.3
181

18.2

avid test
current ratio
dividend cover
liquud asscrs
quick ratio

1 liquid asscts 3 acid test, quick ratio
2 dividend cover 4 current ratio
1h, 2d. 3a, ¢

1¢, 2a, 3b, 4d

1D.2E3A 40,58

1 overheads 4 profitable
2 cost centre 5 fixed coses
3 variable costs B breakeven point

Direct

Advertising expenses
Bad debts

Components

Electricity to run nachines

Flectricity for heating

Equipment repairs

Factory canteen

Overtime pay

Raw marterials v

Property tax
Rent

1a, 2k

charge prices
cut prices

lower prices

pay prices

raise prices

T cutflonwer 4 charge

2 raise a cutflower

3 pay

1 prestige pricing 5 poing-rate pricing

2 odd pricing 6 loss-leader pricing

3 market skiming 7 marker pencration

4 mark-up pricing
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19.1 1 current accounts 6 direct debir
2 savings accounts 7 statements
3 debir card 8 foreign currency
4 credit card 9 rraveller’s cheques
5 standing order
19.2 1 interest 5 mortgage
2 loan 6 private pension plan
3 collateral 7 reposscss
4 overdraft
19.3 1 false - a savings account or deposit account ... pays more inter
2 true — If the borrower doesn’t repay the mortgage, the bank can repossess the house or
3 true — traveller’s cheques ... are protected againse loss or theft
4 true — Commercial banks ... discovered that must of thelr customers preferred o go o
branches
5 false — customers preferred o go ro branches ... especially ones ... which were conveniently
situated in shopping centres (but not all branches are)
20.1 1 bank account 3 grant loans
2 corporate customers 4 conditions, personal customers

20.2 1t 2¢, 3h, 4a, 5¢, 6d

20.3  charge interest
pay interest
[I'JH.\'FEI' money
withdraw money

ssess risks

caleulate risks

1 charged
2 withdraw
3 assess
21.1 1 financial institution 4 conglomerate
2 capiral 5 deregulation
3 merger 6 takcover bid
21.2 1 investment/merchant banks
2 insurance companics
3 invesrment/merchant banks
4 building socicties / savings and loans associations
5 commercialfretail/High Sereer banks
6 investment/merchant banks
7 investment/merchant banks
8 insurance companics
21.3 1 central bank 4 clearing bank
2 investment hank 5 retailfcommercial/High Streer bank
3 private bank
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22.1 Noun(s) Noun for people

i acquire ‘ dcqui NlrilV] =" L
ad'vise | ad'vice ) ad'viser or ad'visor -
‘analy a'nalysis | ‘amalyst ana'lytic, ana \mul
institute insti'tution - insti'tutional
in'vest ) | in'vestment in'vestor -
“alue | value, valu'ation = valuable

22.2 1 underwritten 4 fees
2 advised 5 merged
3 divesting, acquiring 6 IPOs

consulting firm 5 subsidiary

pension fund 6 institurional investor
7
a

W =

strategic planning financial restructuring
4 forecasters valuation

23.1 1b, 2a, 3d, 4e, 5

23.2  a monetary ¢ stability

b supervising  d hnancial
23.3  bank run

currency m.arkr't:\

L'.\'CILITI\E__’,E‘ rare

financial svstem

financial stability

monetary policy

monetary policy, financial stability

2 bank run, financial system
3 currency markets. exchange rate
24.1 1 interest rare 5 credivworthy
2 solvenc: 6 spread
3 labour 7 ourput
4 floating rate 8 mvest
24.2 1 e discounr rare 4 d overdrafr
2 ¢ base rate or prime rate 5 b hire purchase
3 a mortgage
24.3 1 false — The discount rate is the rate that the central bank sers ... When this rate changes, the

commercial banks change their own base rate ... This is the rate from which thev caleulate all
their ather deposit and lending rates

2 tue = When interest rates fall, people borrow more, and spend rather than save
3 false — The higher the borrower’s solvency, the lower the interest rate they pay

S

true — Borrowers can usually get a lower interest rate if the loan is guaranteed by securities or
other collateral

true = The rare that borrowers
borrower’s s
interest rare)
true — morrgages often have floating or variable interest rates thar change according to the
supply and demand for money

[t

ay depends on their credinworthiness ... The higher the
slvency, the lower the interest rare they pay (the bigger the risk. the higher the

o™
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25.1 1 true —a business or government thar needs cash for a few wecks only can use the money

market

2 false — to borrow or invest short-rerm capital

3 false — T-bills are ... usually sold ar a discount ... rather than paying interest ... Commercial
paper is ... also sold at a discovnt

4 false — Certificates of deposit are issued by banks

5 false — Commercial paper ... is unsecurcd

6 rruc — Certificates of deposit ... are issued by banks ta large depositors who can then trade
them in the short-term money markets

25.2 1 discount 4 short-term 7 maruriry
2 competitive 5 unsecured 8 cash flow
3 liquidity 6 redeered 9 par value

25.3 1, 2¢, 3a, 4¢, 5
26.1  1d. 2c 3a, 4b, 5

26.2  Customers of Islamic banks; 2,3, §
Customer of conventional banks: 1, 4

26.3  investment account
scrvice charge
risk capitalists
working captial

1 wurking capital 3 risk capitalises
2 service charge 4 fnvestment account
27.1 1 true - currency in circulation ... makes up only a very small part of the money supply. The

rest consists of bank deposits

false - rime deposits [are] bank deposits that can only be withdrawn after a cortain period of

time

truc — To measure money you also have to know how often it is spent in a given period ... the

quantity of money spent is the money supply times its velocity of circalation

true — the central bank ... use[s] monetary policy to try to control the amownt of money in

citcalation, and us growth

5 false - [the monetary authorities] can change commercial banks’ reserve-asser raties ... the
percentage of deposits a bank has to keep in its reserves

[S]

)

£

27.2  broad moncy
money supply
DAFFOW mONeY

money supply
narrow money
Broad money

(XN

7.3

-

wonetary authorites
monetary policy
monctary growth

[FEN]
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28.1 ¥
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28.2 e, 26, 3b, 43, 5d, 6c

29.1 1 prospectus 6 1o underwrire
2 stock exchange 7 prefercnce shares
3 investors 8 ordinary shares
4 going public 9 bankrupt
5 flotation 10 hquidation
29.2 1 false - only successful existing companies can go public

e

true — An investment bank underwrites the stock issue: guarantees e buy the shares if there
are nor cnough other buyers

3 false — The company gets independent accounrants to produce a1 due diligence report

4 false ~ preference shares ... holders receive a fixed dividend

5 false — holders of preference shares are repaid before uther shareholders, bur after owaers of
bonds and other debts

29.3  offer shares
go public
produce & prospectus
underwrite an issue

1o 5 produced
2 public € prospectus
3 wifering 7 underwriting
4 shares 8 ssue
30T 1 rights issue 5 market price
2 nominal value 6 own shares
3 to capitalize 7 primary marker
4 secondary market
30.2 talse ~ newly issued shares [arce] sold for the first time |on| the primary market

false — over-the-counter markers such as NASDAQ ... and AIM ... have fewer regulations
true ~ marker price ... depends on supply and demand - how many sellers and buyers there are
true — auromaric wrading systems ... match up buyers and sellers

& true — The spread or difference berween these prices is their profit or mark-up

PR
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303

32.1
32.2

32.3
334

124

1 value stock

2 defensive stocks
3 blae chips

4 growih stocks

income stack

rights issue
scripicapitalization/bonus 1ssue
own shares

@~ @ on

1 bear market
2 bull market
3 ceash

Pussible answers:

1 They buy stocks in issues that are over-subscribed, so they can immediately re-sell them at a
profit.

2 Because if a company makes a profit but does not pay dividends, its stock price will rise, and
stockholders can make a capital gain by selling the stocks. Capital gains are raxed at a lower
rate than dividends, which are income.

3 By agreeing to scll something at a fxed price, and then buying it at o lower price.

make a capiral gain
make a profit

awn securities

pay a dividend

pay tax

receive a dividend
retain carnings
take a position

1 pay, tax, receive, dividend, retains, earnings, make, capital gain
2 make, profir, taking, position, sccurities, own

1d, 2k, 3a, 4¢

1 false — Fundamental analysis ... ignores the behaviour of investors and assumes that a share
has a trug or correct valye

2 true — Fundamental analysis .. assumes that 2 share bas a trve or correct valug, which ...
reflects the present value of the future income from dividends

3 true ~ Investors can reduce these by having a diversified portfolio

4 false = Unsystemadic risks are things thar affect individual companics {and cheir shares)

1y, 20, 3a

i principal & Treasury bonds
2 credit rating 7 coupon

3 gilt-edyed stack 8 Treasury nates
4 default 9 yieid

5 ynarunty date 10 msobvent
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33.2

333
34.1

34.2

34.3

35
35.2

353

35.4

rrue — The holders of bonds ... get their money ... back on a given maturity date

false — if a company ... declared bankrups ... boldholders will probably ger some of their

money back

true — The highest grade {AAA or Aaa) means that ther is alimost no risk thar the borrower

will default

4 false - if interes rates vise, so that new borrowers have to pay a
lose value

5 true - floaring-rate notes ... whose interest rare varies with market interest rates

6 false — convertibles ... are bonds thac the owner can later change into shares ... the buyer gets
the chance of making a profit with the convertible aption

7 true - zero coupan bonds ... pay no interest but are sold at a big discount on their par value

8 false — Bonds with a low credit rating {and a high chance of default) arc called junk bonds

X}

[

igher cate, existing bonds

10,2C,3B.4B

1 spot price § commeditics

2 backwardation 6 to hedge

3 over-the-counter 7 futures

4 forwards

1A x 4 A w

2Bz 53 Bu

3 Bv 6, v

1 true — currencies, interest rates, stocks and stock market indexes fluctuare ... so financial

furures are used o fix a value for a specified future dare

false — Interest rate futures arc agreements to issue _.. bonds, certificates of deposit, money
marker deposirs, erc.

true — Interest rate futures are agresments benween banks and investors and companies to
issue fixed income securtties ... at a future date

true — the buyer and seller of 2 fimancial fumre have different opinions abont whar will
happen to exchange rares, interest rates and stock prices

false — Furures trading is a zero-sum game, because the amonnr of money gained by one parry
will be the same as the sum [ost by the other

]

=

-

w

Tc, 2a, 3h, 4d

a.d 4 a
b, ¢ 5a

b

XY

Warrants

X

Put options
Swaps

w

premium 4 warranis
2 strikefexercise price 5 swap
3 call oprions

Professianal Englistt in Use Fingnce 125



36.1

36.2
36.3
371

37.3

38.1
38.2

38.3

384

126

accumulare capial
allocate assets
allocate funds
allocate money
diversify portfolios
manage accounts
manage assets
manage money
manage portfolios

1 manage, assewsimoneyiportfalio 3 allocare, money/fundsfassets
2 diversify, portiolio 4 aecumulate capital
1, 24, 3h

Te, Zd, 3a, ab, 5¢

e pool 3 to leverage
o take g Jung position 4 1o mke a short position

N

false — Despite their name, hedge funds do not necessarily use hedging techniques

true — Most hedge funds use gearing or leverage, which means borrowing money as well as
using their own funds

false — they generally specialize in high-risk, short-term specularion

true — investors can profit from price differsnces berween the owo markets ... the price
difference is usuzally very small {and would be zero if markers were perfectly efficient)

5 false — structured products from banks ... are customized ... financial instruments

]

b

1 Leverage 3 Fofl Participation

2 Capital Protection 4 Yield Enhancement
¢, 23, 3b

1 remained stable 4 grew slowly

2 risen regularly 5 sharp increases

3 increased rapidly

Possible answer:

The price of gold rose steadity during 1985-7, reaching a peak of $300 an ounce ar the end of
1987, The price fell again in 1588-9, The price fluctuated rapidly in 1990, and declined slowly
during 1991-2. After a sharp rise in 1993, it remained stable for four years before falling
dramatically between 1926 and 1999, Gold botomed our at neardy $250 in borh 1999 and
2001. Since 2001 chere has been a steady rise to over $400.

) :\cqmsitions 3 arevger

2 joint venture 4 raid, rakeover bhid
1 white koight, hostike

2 friendly

3 poison pill

1¢, 2d, 3a, 4e, Kb
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40.1

40.2
40.3

41.1

41.3
42.1

42.2
42.3

43.1

1 parent company 5 leveraged

2 core business B market capitalizatien
3 assct-stripping 7 synergy

4 subsidiaries

1h, 2d, 3a, 4¢, 5¢

1a, 2f, 3b, 4¢, 5¢, 6d

1 discounted cash flow A time value of money

7 rate of requrn 5 purchasing power

3 mrernal rate of return 6 discount rare

1 false — The rerwm we could st hy investng the money m other ways is the opporrunity cost

of capiral

true — the rate of return muost be at least as high 2s we could ger by depositing rhe maney
bank instead, or by making another risk-free investment

false — there’s nearly always inflacion, so cash will have lower purchasing poswer in the future:
you’ll be able to buy less with the same amount of money

truc — the value of money decreases over time

~

w

s

1D, Ze, 3d, 4, 5a

1 price-sensitive 5 fraudulent
2 compliance & disclosure
3 insider dealing T oversee

4 money laundering

1¢, 24, 3c, 4b, 5d

1 laundering noney 4 insider traders
2 conflicts of interest 5 Chinese walls
3 compliance officer 5 deregulation
[s]
[ufafufaln]ec]e] o] €]
B A
stulr[e[L]u
Lo e anGEn
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v N
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a4

44.3

45.1

45.2

128

1 true ~ In theory, uxchange rates should be ar the level thar gives purchasing power parity (PPP)
... In fact, PPP does not work

2 false — if the price level in a country increases because of inflation, jts currency should
depreciar:

3 true ~ Financial institutions, compaaies and rich individuals all buy currencies, looking for ...
shore-tern: capital gains if a currency gains In value

4 false — currency speculation [is] buying currencies in the hope of making a profit ... looking
tor high Interest rates

5 troe ~ currency traders make considerable profits from the spread between a currency’s huying
and selling prices

B false — Over 95% of the worlds currency transactions are purely speculative, and nor related
to trade

7 true ~ gold convertibility ... ended in 1971, becausc ... the Federal Reserve did not have
cnough gold o guarantee the American currency

8 true - For 25 years after World War I, the levels of most major currencies .., were fixed ...
Since the early 1970s, there has been a system of floating exchange rates in most western
countries

9 false - If there are more buyers of a currency than sellers, irs price will rise; if there are more

sellers, it will fall

Moun(s) Noun for people Adjective(s}
ap'preciare _! appregi'ation - 1=
con'vert ‘ converti'bility, con'version | — con'verted
de'preciate depregi ation - -
inter'vene inter'vention - inter'vendonary
*speculator ‘speculative
1 depreciate 4 converting
2 appreciate 5 speculators
3 speculation 6 interywne
1 true — a lerter of credit ... is a written promise by a bank to pay a certain amount to the seller
... when the bank receives instructions from the buyer
2 true - 2 letter of credit L. 15 a writren promuse ...t pay a certain amount . within a fixed
period
3 false - Documentary credits are usuaily irrevocable, meaning thar they cannot be changed
unless all the parties involved agrec
4 false - the bill of Yading is & docwment ... confirming thar the goods bave been recorved for
shiprent
5 true ~ I a bill is endorsed by a well-known bank, the exporter can sell it ... in the Anancial

markets ... This way the exporter gets most of the meney immediarely, and doesn’e have o
walt fur the buyer to pay the bill

6 truc — the exporter can sell it at a disconnt ... When the bill matures, the buyer receives the
full amount

T, 2a, 3¢, 4d, Be, 6b
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45.3

46.1

47.1

|

accept a bill of exchange
draw up a bill of exchange
endorse a bill of exchange
sell a bill of exchange
write a bill of exchange
prepare documents
present documents
require documents

sign documents

describe goods

receive goods

sell goads

transport goads

1 accepred/endorsed 4 signs, received

2 describe & present

3 sell

1 EXW 6 DEQ

2 FCA 7,8 CFR/ CIF

3 FAS 9,10, 11 DAT/ CPT/ CIP
4 ['OB 12,13 U/ DDP

5 DES

=

[=l=]7]

= |m|o

[=]=~
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48.1

48.2
48.3

49.1

49.3

50,1

130

1 peak 4 trough
2 downswing 5 recovery
3 recession 6 hoom

1d, Ze, 3¢, 4b, 5a

to get bigger or make bigger: boost, expand, increase, inflate, raise, rise, reflate, stimulare
10 get smaller or make smaller: comtract, cool down, cur, decrease, deflate, reduce

1 excise taxes £ excise durties
7 income tax { corporation fax
3 sales tax / value-added tax / goods and services tax
4 capital transfer tax / inheritance tax / estate tax / death dury
5 income tax and social security tax { pational insurance
6 taritfs
7 capital gains rax
direct 4 progressive tax

1
2 proportional rax 5 indirect
3 social security

1 false — Most countrics have a capital gains . at a much lower rate than income rax

2 true ~ Business profits are generally taxed rwice, because afrer the company pays tax on its
profits, the shareholders pay income rax on any dividends received from these profits

3 false — Indircer raxes such as sales tax and VAT are called proportional raxes, imposed at a
fixed rare. Bur indircer raxes are actually regressive

4 rrue ~ excise duries jare] addiional sales raxes on commodities Yike tobacco products,
alcoholic drinks and petrol

5 true — Multinational companies ofren register their head offices in tax havens — small counrrics
‘I\'htf\.’ MCOME taxes FDT fm‘eign Ci‘lnj]j‘,“ﬂt."» are horew

6 true — some employers give their staff ... perks, such as company cars

7 false - Using legal methods to minimize your tax burden ... is called tax avoidance

8 false - perks ... loaphales jace] ways of gerting around the law ... called tax avoidance

charge rax
colleet rax
Impose rax
levy tax
pay tax

implement strategies
reach customers
quire finance
supply services

1 supply, services 3 implement, strategies
2 finance, require 4 reach, customers
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50.2

50.3

1 marker opportuniry 4 marketing strategy
2 sales forecast 5 henefits
3 unique 6 sales promations

Finance: bear market, currency market, equity market, over-the-counter market, primary
market, secondary marker, stock market, market capitalization, market maker, marker price,
market value

arkening: market penetration, market segment, market share, market skimming
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The munnbers in the index are Unit nubers not page monbers.

abrupt /a'brapt/ 38
abroprly (2 oramii
absolute advantage
ad'vantrds/ 43
absorpdon costing ab'zapfn
knstig/ 17
accelerared depreciation
fak seloreitrd dr prizfi'er=n/ ¢
account /a'kaunt/ 4
accountancy /a’kaontantsii 3
accountant 'kasntant/ 3
account book fa'kaunt buk/ 10
accounring /a'kaount/ 3
accounting period fa'kaunt iy
Jprariad’ 4
accounring policies /5 kaont g

Jpolasiz’ 7
acerned expenses (o krod
k'spentsiz/ 13
accumulare /2'kjurmjaleit/ 3a
accumulared depreciarion
vharges /a kjuimjaleited
drprifiteien tfawdsie 12

accuracy Mwkjarasis 3,10
accurately wkjoratlil 32
acid test Mesed test/ 13

acquire fa'kwaray 21, 22

acquisition /wekwe'zi [/

¢ strategy kv
siretadzil 36

activity-hased costing
fek'tivat berst kostig 17

additional costs /a'difanal
kst 46

adequare Medikwar/ 10

advice fad'vars/ 22

agent 'erdzont! 47

allocate Melokeit! 17, 36

analyst fenalist/ 32

angel investor Meindsal
mnvestar 28

annual accounrs £ aenjual
akaunts/ 3

annual general meeting (AGM)
f@njual dienaral 'm
dsit 'em/ @

armral report /2

anricipate a los
osi 12

apply 2'plar 3

appreciare fa'prizfiel

ac

appreciation /2, priz 9
arbitrage / ashr'tratg/ 37

arbitrageur {u:bitra 37
articles of association /,a:tiklz

av asaufierfn/ §
assess [a'ses/ 20
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asset allocation / asel
iclatkerfand 36

asset management /'@sel
\manidzmant/ 36

assets sty 2, 13, 20

assel-stripping /'weser, stripiy/
40

assumption /a'sampfan/ §

assurance /a'[airants/ 47

audit commirree /a:dit ka,mutif
s

audiring M adirm/ 3

auditor /"a:ditay 10

auditors’ report / axditoz
n'pot/ &

avthorized share capiral
{a0armizd fea kwprtal/ 3

avtornatic trading systern
fottamatik 'rrewdin Sistom/
30

hackwardarion { harkwa'des f+n/
34

backward integration

(bekwad mtr'greif=n/ 39

bad debt ¢ bed 'det/ 12

batl our / heil "avt/ 23

balance of payments /,hiclants
av 'permants’ 43

balance of rrade / belants av
trerd’ 43

balance sheet Mbelants Jitt) 2,
411

bank account /
20

bank-customer relations {,benk
Kastoma ri'leifanz/ 26

k deposic "bagk dypozid |1

banknote Mhegknau 1

bank run /'benk ran/ 23

bank transfer / beegk
‘trentsisd 19

base rate “bers ren/ 24

bear {noun) /beatt 31

bear (verb) fhear/ 47

bear marker 'hea motkit/ 31

benefit benf1t! 50

bid a3

bill /a1

bill of exchange / bil av
ths'tfemds! 45

hill of lading /,bil av "lerdigs 45

blue chip “bluz tfip/ 30

board of directors /b
di'rektaz 5

hond /bond/

bonus Mbavnas

bonus issue Mbavnas 1fur/ 30

ek 9, kaont/

Iy

bookkeeping /'buk kizpig/ 3, 4
boom fburm! 48
boom and bust /,buim and

boast bust! 48

borrow from /borav from/ 2
borrower ‘boravar 20
hottom line / botam 'kun/ 14
bortom out /botam 'avt/ 38
bought ledger / ba:t 'ledzo/ 4
branch /bramnt [/ 19

brand name /'breend ,nemm/ 12

breakeven analysis
{'hretk,izvan anzlasis/ 17

breakeven point Abretk,izvan
Jpomntf 17

broad money /*bro:d ,mani/

broker fhravkad 47

budget badzit/ 1

building sociery /'bildim
sasaaty 21

bull ol 31

bull market "bol mazkit/ 31

business cycle biznts swikl/ 48

business entity / biznis ‘entiti/ 8

business plan /'bizmis ,plan/
28, 50

call option /"ka:l ,opfan/ 35

capital fkaepresl/ 2, 11

capital accumulartion / kiepreel
akjuimjaleifn/ 36

capital adeguacy ratio / kapitel
‘redikwast rerfiav/ 27

wpitsl ‘gemd 31,

capital gaim
33

capital gains rax
‘gewmz. tacks) 49

capitalization issue

cpitalal'zeifan 1Ju:/ 30

capitalization rate
fkapitzlar'zerfan reit/ 41

capitalize /'kapitelaiz/ 30

capital preservation / kapitl
Jpreza‘verfan/ 36

capital transfer tax "kapital
‘rreentsfar laeks/ 49

carrier ["kariad 45

carry out / kieri 'aut/ 3

cash fkeefi 1

cash dispenser ke
di,spentsar’ 19

cash flow ke[ flau/ 25, 32

cash flow statement /'kie[ flay
(stertmant! 11, 14

central bank / sentral *haenk/ 21

certificare of deposit /sa tifikat
av di'pozit/ 2§

aepite]




certificare of origin /2 tiikal
av 'ondzmn/ 45

CFR - cust and freighe / sit ¢f
‘i kost amdl 'freit/ 46

chairman tfeamon/ 5

charpe [a:d3 20

charge against /'t fu:d3
a,genist/ 13

charge against profits /,tfoids
2.9entst "profits/ 9

char fefat/ 32

chartist /'t fuitisty 32

cheque ftfek/ 19

chequebock MJekbuk/ 19

Chinese walls /,t faimizz 'wailz!
42

CIF - cost, insurance and
Treighe £,sit ar 'ef kost
n, Joorsnts and '[reitd 46

CIP — carriage and insurance
peid to ... /sir a1 'piz keenidy
angd 1n,Juarants 'peid tu:/ 46

clearing bank /'kliarip ,bank/
21

climb Klaim/ 3%

coin fkownd 1

collateral fka'lectaral! 19

commercial bank / ka'ma: -
Jbxpks 20

commercial invoice ka maz: 21
'mvars! 45

commercial paper /ka,mz:]l
'peipar/ 25

commission /ka'mifon' 1, 31

commodities /ka'modatiz/ 34

common currency / knman
‘karantsi/ 44

company /'kampani/ 3

comparative advantage
fkom,prerativ ad'vamnids’ 43

comparative cost principle
fKam perativ ‘kost
printsapl! 43

compensate #komponsel/ 47

competitive /kam'petitivi 25

compliance /kam'plarants/ 42

corply with fkam'plar wid/ 10

compounding fkam'pacndin/ 41

confidential 7 konfi'dent {21/ 42

contlict of interest {kpnflikl av
‘intrast/ 42

conglomerate /kan‘glomarat!
21, 40

conservatism fkon' saivatizam;
8,12

considerable fkan'siderabl/ 38

congiderably Kon'srderabli/ 38

consistency kon'yistontsy/ 7

consolidated financial
starement fkan,solidentd
tar nent 7] ‘steitmant/ 8

consulting /kan'saltig! 10

consulting firm /kan'saltin
faimd 22

consumprion fkan’samp [+’ 48

continuity / konti'nju:

controller kan'traolad 10

convention fkan'ventfon/ 7

convertible /kan'vaiabl/ 33

convertible bend fkan‘vartahl
bond/ 28

ool down the economy /kuti
(daun 0 V'konami/ 48

core basiness / kot 'bizras/ 40

corporate bonds /'kaipera
‘bondzf 33

corporate custonier f'Eatparat
Kkastama 20

corporate governance
J koiporat 'gavenants! 3

corporate raider / kaporat
‘retdar 40

corporation /,k3:par'erf=n/ &

corporation tax f karper'erfon
Jdwks/ 49

cast accounting, /'knst
akaunnig/ 17

cost cenere Pkost sentord 17

cost of capital / kpst av
'Keeprtel 41

cost of goods sold /kDst av
Jgudz sauld/ 14

cost of sales /,kost ov 'setlz |4

cost-plus pricing /'kost,plas
praisim’ 18

coupan /kurpon/ 33

cuver Costs fkava 'kostsi 17

CPT ~ carriage paid to... / 5i
pit 'ti: kerdz 'peid ! 44

crash /kr&[/ 31

create credic kriert kredil!
20

creative accounting ki c11v
a'kavatip! 3

credit /'kredit/ 4

credir card S'kredin ka:df 19

creditor ['kreditas 3

creditors Mkreditez’ 4, 13

credir rating Fkredit reitny
24,33

credies Pkredits! 19

credit standing /'kredir
stendigd 24

creditworthiness
Skredrr waidinasi 24

Crerms f'siz  taimzd 46

com div Mkam dive 31

currency Mlarsotsis 1

currency forward 7 karntsi
‘faiwad/ 34

curreney fucare A karanty
fiurt[art 34

currency market Mkarentsi
Jmazkit! 23

currency speculation fkarantsi
spekja'lelfn/ 44

current account {'karant
A kaumt/ 19

current assets £ Karanl fwsets!
9,12

cuorrent liabilices £ kKarant
Jaia'biiatiz’ 13

currene rario /,karont 'rer[iou/
13

current replacement cosc
{ kavont ri*plersmant kost!
7,9

curriculum vitae {CV}
fkarikjalam 'vittar sp
50

customized /'Kastomarzd/ 37

customs clearance /'kasiamz
khocants! 46

DAF - delivered at frontier /,di:
e el dy ivad al fran'tiar 46

damage o properry {d@mids
ta 'propati/ 47

day book /'der buks 4

day rrader Pder treidor? 31

D3P — delivered ducy paid /,dit
di: 'pit drivad djueti ‘peid/
46

DU - delivered dury unpaid
Adiz diz Gus dybvod djurti
an'peid! 46

dealer Mdisla 25

dealing /ditlip/ 22

deach dury 'ded djuztis 49

debit Fdebir/ 4

debit card M"debst kozdf 19

debirs fdebitss 19

debr idet! 2

debt instrumenr #del
antstramant/ 25

debrors 'detazd 4, 10, 12

declare bankrupe fdrklear
'hapkrapt! 33

decline /d'klan/ 38

decrease {n) 'ditkrizs/ 38

decrease (v) 'di'krits/ 38

defanlt fd1'Eaits 33

defensive stack /di'fentsiv
stok! 30

deferred taxes Jon Faid 1eksizt
13

deficie Mdefisi) 43

viz/
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detlationary /de'flerf=nari/ 48
demand /dr'maind/ 23, 30
deposic /di'pozit/ 20
deposit account (di'pozit
akavm! 19
depusitor /di'pozita:d 20
depreciate /di'pri
depreciation /di,priz
depression /di'prefn/ 48
DEQ — delivered ex quay
it 'kjur di livad eks !
deregulare / di'regjalent/

46
21,42
cgja'lelfan/

deregulation

di'vivativ! 35

1S = delivered ex
es dilivad ¢k

deterivrate /dr'tiariare

deterioration /dr traria'renf=n/
18

direct /di'rekt/ 47

divger cost ida'rekt kest (7,18

direer debir /drrekt 'debit/ 19

direer tax /di'rekt taks/ 49

director /di‘rektar §

disclose /dis'Klauz! 7, 10

disclosure fdis'klaoza 42

discount (n) Mdiskavnt/ 23

discounted cash flow
idiskauntid ke[ flaw/ 41

discount facror /'diskaunt
Jfaktat 41

discounring /di'skauntin/ 41

diskaont et/

discount rare /

24,27 41
distribute /di'strihju
tion
f'kerf>n/ 32, 39
ed portiolo

f1l

fdan,v faud pan'fauliau/
32
dive sifay’ 36

divestiture /dar*vestit [ar/ 22
dividend /dividend/ 2
dividend cover /'dividend
JKaved 15
documentary credic
{dokjamentari 'kredit) 45
documentation
/dokjomen'teifan/ 46
double-entry bookkeeping
/dabl entri 'buk
downswing /"daons

downrurn /e
draft /dra:ft/ 45
dramaric /dra'mictik/ 38
dramarically /dra'meetiksli/ 38
draw up /,drar 'ap/ 5

[ 38

o tsrmz 46
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due diligence /,djuz 'dilidzants/
29

dumping /“dampim/ 43

n/ 1

carn /2

varnings CoimipE’ 1

earnings per share /,amnmz ,pa
‘fead 15

e-banking /"i: bankiy/ 19

EBIT /izbuit/ 14

EBITDA /i

cconomies of scale /1 konamiz
av 'skell/ 18, 43

cfficiency /r'fifantsi/ 15

efficient market hypothesis
ftlifant ‘mazkit hai,potasis/
32, 36

elastic 'lasuk/ 18

employment /im'plarmant/ 24

endorse fin'dazs/ 43

entrepreneur /,ontrapra'na:

equities ekwitiz/ 2, 29

equity "ekwatil 29

equity market “ckwiti ma:kit/
30

establish r'steblif/ 3

estate mx /1'stert tieks/ 49

Eterm it tam/ 46

cthical /"eBrk=l/ 3

evaluare i1'valjue/ 10

ex div eks divf 31

examination /1g,z&mi'nel]:
10

exchange marker fiks't feinds
mazkit/ 44

cxchange rare /iks't femds
et 23, 44

28

‘ordoz! 22

executive director /1g,zekjativ
di'rektas §

executive summary /19,zekjativ
'samari/ 28, 50

exercise an option /eksasarz
an'opfan/ 35

exercise price /
35

exit straregy /'eksit stretadsl!
28

expense (1k'spents/ 4

expenses /1k'spentsiz/ 2

export {n) /'ckspat/ 43

export (v) fek'spoatt/ 43

exporter /1k'sparta 43

export licence Sekspait
Jaisants/ 45

external audit /ik stzmnsl ‘ardit/
3

ASHIZ | Prifs!

external auditor fik stzine]
‘ditord 10

extraordinary gencral meeting
(EGM) ik strardeneri dzensral
‘mitiy iz d3ic ‘e

EXW - ex works
‘dablju: ks 'waiks/ 46

face value /"fers vaeljui/ 25

fair presentation / fea
;prezan'teif=n/ 7

fall /Tl 38

fallen angel /.fazlon ‘eindzel/
33

FAS - free alongside ship /ef 1
‘es fris 3 lonswd 'fipd 46

FCA - frec carrier /,of si: 'er

[rit 'keeriar/ 46

22

1,36

financial accounting /far'nan>l
2, kauniin/ 3

financial foture ffan nenf=
fjustfae/ 34

financial institution /far,nien )=l
antsti'tjuzfan/ 21

financial instrument /fan,nienf?l
‘intstramont/ 2§

financial planning /fai neen =1
‘plemnl 41

financial restrucruring
ffarmenfol riz'strakt [ar/
22

financial results /Far,nien 21
r'zalts/ 29

financial stabilicy /far nwen el
sta'bilati/ 23

financial statement /a1 nien =l
'steitmont/ 2, 3, 4

financial system ffay nenl
'sistam/ 23

financial vear /Tar nanfal ‘jra
8

financing /'famentsig/ 14

fiscal policy / fiska1 'pol

fixed assets / f1kst "wsets/ 9, 12

fixed ¢ Fhikst kostsi 17

fixed dividend 7 fikst
‘dividend! 29

fixed exchange rare / fikst
iks'tfeinds rert/ 44

fixed interest payment /,fikst
Jntrast ‘permant/

fixed-term /'fikst tamm/ 26

floating exchange rate / flootiy
Iks'tfends reit/ 44

floating interest rate ¢ llaotig
Intrast rert/ 24

floating-rare note Mflastin rert
naut! 33

flotation /flav'teif=n/ 29




Huctuace < flaktfuens 34, 38
FOB — free on board 7 ef au
bi: [ri: opn 'boid’ 46
follow rules / folao 'ruslz’ 3
ankamstay 22
foreign currency / forin
karantsi/ 19
forward ['farwad/

forecaster /

34
"

forward conrracr !
kontrekt 34
forward integration /|
Jnti'gret[an 39
found /faund’ 5
founder /Tavnday 5, 28
fraud fMrowds 3, 10
frandulent Afradjalant: 42
freelv floating exchange rare
ffrichi floutin ths't femn,
reit 44
free trade / frit "trend/ 43
freight frent/ 46
friendly bid /frendli brd/ 39

friendly takeover frendli
tetkouvar! 39
Forerms Mef tarmz/ 46

full capacity / ful ka'paesati

full-disclosure / ful dis’klaus

fundamenral analysis
fFandamental o'naclasis! 32

tunds /fandz/ 2

funds flow statement /' fandz
[flau steitmant/ 14

futures contract /'Ljuit oz
JKontrackt/ 34

gearing {'grang/ 16, 37

get betrer {get ‘heta/ 38

ger worse [ get w3 38

gilc-edged stock /gt edzd
'stoks 33

ilts fqilts! 33

give the right / giv 02 'mant/ 35

wo bankrupr/ gao "begkrapt!
15,29

a0 into liquidation / gao inta
Jitkwr'derfond 29

go public /,gat 'pablik/ 29

going concern /gauin Kan'ssin

7,8

going-rate pricing / gaom reit
'prawsty/ 18

gold /gauld/ 23

gold convertibility /,gaold
kan vaia'hilati/ 44

poods fgudzr 12

goods and services tax (GST)
fgods and
(dzires 'tiz' 49

goodwill igud'wili 12

government bond /'gavanmant
Jondd 27, 38

wwernment expenditure
gavenmant 1k'spendit [an

48

gradual /‘grasdzual’ 38

gradually /'griedsuali’ 38

prant a loan /

grant credir / gra:nt ‘krediti 11

wross profit / gravs ‘profit’ 6, 14
ross profit margin / graos
profit mazdsind 16

grow ‘grau’ 38

growth /grauf 36, 38

growth stock Mgrautl stpk/ 30

health insurance /'heltr
m,[uarants: 1

hedge against "heds 2. gentst/ 34

hedge fund /'heds fand: 37

hedging Mhedzips 37

high net worth individual / hat
net wa mdr'vidzual/
21, 28

highly-geared ¢ il 'grad’ 16

highlv-leveraged / hatli
Tirvaridzd: 16

hire purchase ¢, hata 'pait fas
24,26

historical cost /hi storikal
'kost/ 7

hit botom /bt 'botamy 38

horizanral integrarion
‘horrzontal ant'grerand 39

hostile bid Mhostarl bid/ 39

hostile takeover Chostarl
terkouvar! 39

image pricing /imidz prasin
18

implement (v) fimpliment) 50

import (0] fimpait! 43

impaort (v] im'paity 43

importer Jum'paita) 45

impose ‘tm'paiiz/ 49

improve im'pruivi 38

improvement /im'pruzvmant
38

m arculation fin (s

jraznt a faony 2

kia'ler[an.

in transic /i ‘trenzt’ 45

incentive ‘n'sentrvi 9
income igkam/ 1
income and expenditure
account /,1pkam and
ik’ spenditJar o kaont/ 14
nkam stok/ 30
income tax Jipkam ks 49
incorerms mkau, t3mez 46
increase (n} 38
increase (v) in'kriis/ 38
indemnify in'demnrfar’ 47
independent auditor
findipendant ‘oiditar 3

Income stoc

index-linked fund
mdeks'higkt fand’ 36

indirect cost /andirekt ‘kost
17, 18

mdirect tax /ndirekl ks 49

nelastic / int'lestiky 18

inflarion ‘in*fleif=n’

inflation accounting an'flerf+n
2 kaontin/ 7

inheritance tax Jin'heritant s
ticks 44

initial public offering /1,12l
pablik ‘nform/ 22

insider dealing /in sarda 'didig?
42

insider rrading /10 sarda
trewcdind 42

msolvent /m solvant’ 33

instirutional investor
Lmtstitjuifonel in'vestal 22
instrument Jintstramant/ 35
wsurance ' [uarants: 47
msurance cerrificare
‘' foarants satifikat! 43
msurance company
' fuarants kampani/ 21
imsure against 1n'[oar
a,gentst/ 47
n' [uarar! 47
ets 10 tendzabl

msurer
mtangible
ssels/ 12

mterest £ntrast/ 2, 19
“intrast kavor

interest cover
6

interest-free / anirast 'friy 26

mterest rate future it
et fju fan 54

mterim rrpun fAarim ' pastd
&

intermediary /inta'mizdiari/ 22

S0

internal audit in ramal avdin

3..10
internal auditor fintzaimel
Dacitas 10

internal rate of return
ntanal reri ov ri'tand 41

interner banking fintanct
Jagkg 19

intervene / Inta'viin/ 23, 44

in-the-money ['in 82 mani 33

mversely /m'vasliio 33

invest fin'vest/ 2, 24

investing /m'vestin/ 14

investment /in‘vestmant/ 19

Investment account
an'‘vestmant o kaont/ 26
investment bank An'vestmoant

ks 21
Investment company
mn'vestmoant kamponi!
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investment fund fin'vestmant
Jfand! 22

investor fin'vestay’ 2, 22

invisible expurt /in'vizobt
ekspact/ 43

invisible import /in'vizahl
Jmpostf 43

ireegulanities f{;regia'lasatizd 10

irrevocable /i'revakablf 45

irrevotable credin ,Tevokobt
‘kreditf 45

1ssue Frfuf 21

wsue currency f,ofut 'karontsi/

3

issue sccorirics /,1fuz
st'kjuaratiz/ 22

joine venrure £ dzomt ‘vent [ar
39

wural A3zl 4

jurk bond S'dzagk bond! 33,
40

labour /"letbas 24

lanneh flomiff 18

laws Ax:zf 3

leasing Mitswy/ 24, 26

legral entity /lizg?l 'entitif S

legizimare Ar'dzitamot/ 42

lend flend/ 20, 28

lend vo /Mend twf 2

lender of last resorr /lendor av
st rrzsets 23

letter of credic £ letar av
‘kredit/ 45

lovel off £ leval 0kl 38

leverage flisvonids! 16, 37, 40

leveraged Mtvardzal 40

lzveraged buyoar / litvandsd
‘baraut! 40

levy flevi/ 49

liabiliries /£ Jata'brlatizt 2, 11, 20

Labilivy /jara'bulatif 47

liable for iaiabl faif §

Iife insurance /laif m, foarants/
47

Limited labilicy £ lumegd
Jlara'bilatis 5

liguid assets {ikwid 'msetsf 15

Lquidiry /li'kwidati/ 135, 20, 25

listed company /,hstid
kampani/ &, 29

lLiving standards /Mvig
Standadzl 43

Llsyd’s of Londen / ladz av
landon/ 47

loan /labmi 2, 19

long position /'lon pazi[=n/
31,37

long-term liabilities / lon tz:m
Jaro'brlatizé 13
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loophole Fluzphoul 49

toss fos! 47

loss-leadler pricing /Ins lizdz
prasiy g

loss of property /,ins av
‘propati/ 47

lower of cost or marker / [auar
v kost ot ‘motkitf 12

lucrative /luzkrotrv/ 42

ump som flamp ‘samf 47

make a claim /,merk o 'kleim/
47

make a profit merk a 'profrf
31

make provisions /, meik
pra‘vizany 12

managed fivating exchange
rate /,menrdzd flaotiy
tks'tferndz ey 44

Management accounting
rfmEmdzmant 3 kauatin/ 3

management buyour
fmamd3man bmaot) 40

management lerer
! meEnidsmant 'letos 110

managing direceor / manrdzm
di'rekrad 5

margin /ma:dzm/ 24

market capitalizarion /,mezki
kepitalar'zer[ans 40

market forces / mazkit ‘farsiz/
44

market maker #mazkit metkas
30

market opporcunity /,mazkit
Dp'tjuznaty 50

market penctration pricing
! mazktt peni'trenf=n
praisiy/ 18

marker price fmazkit pras/ 30

market sk /,mazkit 'rsks 32

market segment /,mazkit
‘segmant! 14

marker share / mazkit 'feay 18

market skimming /'matki
skimip/ 18

viarher vahee § ki vaslja/
3,25

markering policy fma;kiiy
polasi/ 17

marketing strategy #markitig
JStretadsif 30

mark-up /mark ap/ 30

mark-up pricing #'ma:zk ap
Jpratsin/ 18

maiching #nuet iy &

materiality /ma trari'aelati/ &

maturity fma't juarati! 20, 23

maturity dare /ma'tjuarati
Jdeatd 33

measurement /'mezamont! 7

memorandum of assaciation
fmemor,zndam av
asaufiterfend 5

merchant bank /,mat[zni
bkl 11

merger f'madges 21, 22, 39

mergers and acquisitions
department {, mad3az and
akwi'zl[ong di pattmant/ 39

merge with /'ma:ds widf 21

mezzanine financing
/'metsaniin farnentsim/ 28,
40

middkeman /midiman/ 47

misconduct /mrs'kondakt! €

maderate “moderatf 38

nmoderately Mmpderatly 38

mwnetarist fmantersy 17

mongtary authorities /,mamtar]
arforatizi 27

monetary growth / mantteri
‘gravl/ 27

manetary policy /,manitori
‘polasi/ 23, 48

money laondering, /*mani
JAarndarn/ 42

monet market S'magi mazkied
25

tnoney supply /'mani sa,plalé 27

monopolist /ma'nopalist! 18

mortgape Mmongrdys 1, 19, 24

mucuz! fund /mjust fusl fand/
36

names feimz/ 47

DATOW money SNeray imanif
27

natinnal insurance /,nElns=i
n'[varants/ 49

anatural disaster /,netfarel
di'zatstad 47

net asses /et 'wsetsf 12

net book value {,net bk
wvaljuf 12

net income / net mkami 2

net present value /met 'prezent
valjuy 41

net profir £ net ‘profi/ 6, 14

net realizable valve /et
r1a'larzabl veljui 9

net worth / net 'wardy 12

nominal ledyer /,nomint
ledzae 4

nominal value Mromonsl
Svaljurf 2% B



non-bank financial

intermediary / non bienk
Fan meent J=1 imta‘mizdiary 21
NON-CUrrent assets / non karnl

fesels’ 12
non-current habilities /non
karnr lara'hilatizd 13
nun-executive director f,non
1,zekjativ di'rektad 3
non-profit organization /,non
Jprofil arganar'zerfsn/ 14
non-standardized [ non
‘staendadaizd! 34
note maut! 1
not-for-proh o
/,not fa profit
Jganan‘zer[=n/ 14
objecuve ioh'dzektiv/ 3
objectivity /,pbd3zik tval

nization

absolete “nbsalj

odd-even pricing /,nd 'i
praisig’ 1§

odd pricing /'nd pratsin/ 18

otfer !'ofar! 29, 30

on credit /oo kredit/ 2

online broker / pnlatn 'bravkar
31

on paper {,on ‘perpard 1

open-market operations
\matkit ppar'erfonz 2

operations {opar'er[snz; 14

OPPOITUNITY COSL/,NPa't juinati
kst 41

option fopfen/ 38

ordinary share /
29

ourgoings [ aut 'gaomz! |

out-of-the-money aot av da
mani/ 33

outperform faotpa'famm/ 36

output favtpot/ 24

overdraft Mauvadra: e/ 19, 24

overdraw Jaova'dray 19

heads /'avvahedzs 17

overheating / auvathiztins 48

oversee (auva'sitt 42

over-subscribed
fauwva sab'skrabd! 31

over-the-counter
[auvado'kaontar 30, 34, 37

overtime [auvatim! |

owe faul 2,11

own faun/ 1

donori frar

0w A security
si'kjuarati
own shares faun feaz! 30

par value Mpar valjuy 25
parent company /'pearant
JKkampani/ 40

partoer {'patina 3
partnership Cpaitnafip.
PASSIVE STRATERY pPiesiv
strctad:
patent /*pertcnt/ 12

36

pattern Spatoany 32

pay a dividend £ per a
‘davidend 31

pay inferest /,pen lintrast/ 20

peak /pitk/ 38, 48
peaged against "peyd 2, gentst
44

pension penfen/ 1
pension fund Mpenfan fand/

period of contraction ¢ praread
av kan'traek fon/ 48

period of expansion 7 prariad
avik'spient [-n 48

perk /patks 49

personal customer Cpaisens|
[Kastamar 20

personal injury / paisensd
‘indzari’ 47

personal loan / patsansl 'laun/
20

place an order / plers an
30

poison pill / pazen 'pall 39

policy polasi/ 47

paolitical business cycle
ipa'hitikal brznis saikl/ 48

pool /putli 37

portfolio ! pait'fauliao/

position /pa‘zifan/ 37

predict fpri'dikyy 32

preference share /prefarants
Jeart 28,29

premises {premiusiz’ 46

premium prizmiam/ 35, 47

1 peas’ 3

36

prestige pricing /pres'tizz
prasipd 18

price ‘prats’ 18

price difference “prars
Jdifarants’ 37

pricefearnings rario ;, prins

aidadd

36

prepare |
preserve (pri'zamv

ve [ pras
sentsiiv/ 42

price-sensitive information
J.prais sentsitiy
Janfa'merfon) 32

price variations /,prais
veari'erfanz/ 18

primary marker /' praimari
matkit 30

principal “prinsapsl’ 33

private bank /'pravit bengks 21

private company Cpravit
JKampani’ 6, 28

privine pension plan / pravi
‘penfon plen/ 19

produce (vl pra‘djuis 29

productivity { prodak Tivati/ 43

profic /'profit 2

profitabiliey / profita’biliti/ 16,
26

profitable /'profiably 17

profr and loss account £, profir
and ‘los o kaont/ 2,4, 11, 14

profit and loss sharing /,profit
and Ins  Jearig! 26

profic target profit faxgit/ 15

progressive ‘pra‘gresivy 49

projected trends pra,dzektid
'trendz’ S0

property, plant and equipment

propati plasnt and
Ukwipmant/ 12

proportional (pra‘pa:fs

prospectus pra‘spekias

protect fpra'tekts 43

prareetionism /pra'tek frmzam
43

pravisions /pra‘vizanz) 7

"pahlik

Al 49
29

public compan
Jkamponic 2§
public limited company
pablik hntid 'kamponi/ &
purchasing power /‘paitfasin
pasa’ 41
purchasing pawer parit
{psitfasip paca ‘perati’ 44
purpose ' p3ipas/
put aprion < pot opfene 35
qualified report Mkwolifand
rLpatd 10
quality certificate
satifikat! 43
quarterly report / kwe
r'paty 6
quick kwik: 38
quichly “kwikli: 38
quick rano “kwik reifias 13
quota FCRwootal 43

kwalati

t=li

guoted company /
kampani’ &, 29

raid /rewds 39

raise capital /,rewz kiepital! 21

rase funds /reiz 'Tande/ 22

random riendamy 32

random walk hypothesis
craendam 'work har pofiases’
32

rapid [reprd’ 3§

rapidly repdlil 38
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rate of refurn {rent oy n'tame
26, 28,41

ratte /reiflovd 15

raw materials /,ro: ma'tioriale/
12

reach a low point / rizt[ 2 'lou
pamt/ 38

reach 2 maximum / riit) o
‘mzksimam/ 38

reach a peak /rizt[ a 'pizk/ 38

receive /ri'sitv/ 31

recession fi1'sef*n/ 48

recommend / reka'mend/ 10

record (v frr'kard! 3, 10

recovery /rt'kavari/ 48

redeem /rr'diiny 25

reflationary £ nir'fleif=norif 48

registered office / redzistad
'ols/ 3

Tegressive /rr'gresiv/ 49

regular income /regjalar
‘ipkany 36

regulate regjzlert/ 23

reinsurance /,fin' furrnts! 47

Iemain constant /ri,men
'konistant! 38

remain stable /rrmem 'steibl
38

rent frent/ 1

replatement cost accounting
fri'plersmant kost
o kapnhip/ 7

repossess /rizpa‘zes 19

repurchase agteement {1epo)
4rit'paztfos s, grizmants 25

research {v) fr'sace [/ 22

reserve requirement /rr'zZav
ri,xwaramanty 200

Teserve—asset rario /rf eny
@set 'refiouf 27

reserves /r'zarve/ 13, 20, 23, 44

rctail bank /'ristenl haegk! 20

retain /r1'tein/ 2

retain earnings /i tew 'sirgz/
31

retained earnings /rr teind
"sge 11

returm o assers /r1,t3:m on
‘wsets/ 16

return en equity 1,130 DN
‘ekwiti/ 16

revalue /riz'veel juif 9

revenue frevanjuy 2, 4, 28

revenue recognition / revanju:
rekag'mifonf 8

rights issue /rarts 1Jui/ 30

rise frarz/ 38

risk frisks 20, 47
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risk assessment /'risk
asesmant/ 20

risk-averse frisk 2, vais/ 28

risk capital 'risk kapitsl! 28

risk capitalist /,risk kaprtolrst/
26

rules fraztzd 3

run on the bank / ran or da
‘bank/ 23

safekeeping fserl‘kispig/ 26

salary Mseelad/ 1

sales forecast ['sellz [atkasl/
50

salcs promotion /'seilz
pra,moufon/ 50

sales revenue Mserlz revonju:/
14

sales earget Fserlz tazgny 18

sales tax M'setlz teks? 49

sales volume /'seinlz volju:m/
17

save fsetv! 20, 24, 47

savings account /'seivinz.
akaunt/ 19

savings and loans association
{ sevinz, and 'launz
asaofierfnf 21

scrip issue M'skrip Tfug 30

sccondary market /'sek-nderi
kit 30

securities s’k juoratiz/ 36

sell an option f'sel an ,ppJan/ 35

selling, general and
administrative expenses /,selt
(dzen?r?l ond ad'mimistrat v
ik,spentsiz/ 14

separate enticy /,separat ‘entreil
§

service charge /'s2:v1s tlards/
26

set up/,ser'ap/ 2

settlement day Fsetlmant der/
31

share /fead 2, 21,29

share capital /'[ea kapiialr 2,
311

sharcholder "o houldar 2,
29

shareholders’ equiry
/ Jeshavldaz 'ekwatii 11, 13

share premiom f*fed , prizmiony’
13

sharp /faip/ 38

sharply /'[aipli/ 38

shipment /" ipmant/ 45

short position #'[ait paeaf=n/ 37

short-term / [oit"tmim/ 25

sickness /'siknos/ 47

sight deposit /"sail dr,poat/ 27

significant fsig'nrfikant/ 38

significantly /s1g'mfrkantliy 38

slight /slait/ 38

slightiy /slaitlif 38

slow /slaud 38

slowly /'slauli’ 38

slump fslamp/ 48

social securiry /5207
si'kjoaratis 1, 49

sole trader /,s30l 'trevdar 5

solvency /'selvantsy 15, 24

soutce and application of funds
statement /8215 and
a:plikeif=n av 'fandz
Jsteitmoni/ 14

speculacion / spekja'lerf=rn/ 37

speculative Mspekjalstive 44

speculatar /'spekialeitad 31

spend Apend/ 1

spot price /'spot prats/ 34

spread fspred/ 24, 30

sabilize Msterbeolary) 38

stag /sliegd 31

standard fstasndadr 3

standardized /'stendadazds
", M

standing order /staendiy 'axdoy
19

start-up fsiaitapd 28

stari-up capital /'Sioitap
kepital/ 28

staternent f'steitmant/ 19

statement of total recognised
gains and lpsses [ stenmant
av lautel rekagnarzd ,gemsz
and 'Ipsrzf 14

seeadily /'steddil 38

steady Sstedii 38

steal sl 47

stimulate the economy
/stumjalert &i P'konamif 48

stock /stok/ 4, 21, 29

stockbroker /'stok bravkas 30

stackbroking /'stok, braukmg/ 22

stock exchange /'stok
1ks,tfemndz/ &, 29

stock future /'stok fjuztfaf 34

stockholder /'stpk haulday 29

stock index Mstok andeks/ 31

stock index futurce /,stok
Andeks 'fjumnfar 34

stock market M'stok ma:ki/ 29

stock take /'stok terk/ 10

straight-line merhod /,stret
'Tain ;meblad/ 9

strategic industry Sstratitdzk
*mdastrif 43

strategic planning /sira rizdzsik
'plentnf 22




strike price.stratk pras 33
structured product “strakt[ad
prodakts 37
subjective ssab'dzekiiv, &
submit sab'muc L0

subsidiary /solysidiarid §
40
substantial Sab'stantfa]

substantially sab'stant [+

sudden “salone 38

suddenly “sadenlil 3%

supervise Ssupavarz; 23

supplier /sa'platas 11

supply fsa'plai/ 23, 30

surplus “samplas/ 14

swap swops 38

syndicate Msindikati 47

synergy simadzil 40

sysremaric risk { sistamuet ik
risk! 32

systems of control /
Ean'trool’ 10

tactics ('taekiks! 50

take a share pasition £ teik a
"ot pa,zifend 31

takeover /terk aoval 39

takeover bid /'tetk aova bid!
6,21, 39

tangible assets /tiendsabl
‘esers/ 12

target customer / Laigil
'hastamar’ 18

PEFtenifl 43, 49

taks/ 1,2, 49

raxation ‘tick'serf=n’ 48, 49

avoidance Mticks

avardonts’ 44

tax burden Mteks hawln! 49

rax evasion /'tieks 1, verzan’ 449

tax haven Mticks henven/ 49

tax shelter M“liwks  Jelta 47

technical analysis / teknika!
a'naclasts’ 32

telephone banking M'telifatin
Jhankig! 19

terms and conditions /,1simz
and kan'dif=nz/ 20

thefr feft/

rime deposit tmm di, ppzit/
2527

ame-period Mtaim prariad! 8

times dividend covered ¢ taimz
dividend 'kavad/ 13

times interest earned / lmzs
JAntrast 'znd’ 1e

time value of money /taim
valjur oy manid 41

top out /1np ‘aut/ 38

tracker fund Mtrickar Tandd 36

TSLAM7 av

rrade mark Tro

trade surplus ‘trend
43

Transaction nen ' zek o 3,4

transt traenus e 20

traveller’s cheque traevalay
ek 19

rreasury hill {T-hilly “rresari
JDald 23

rreasury bord

33

treasury nofe ' Lre3ant nact

trend /trend’ 32

trial balance * traral bazlanis
4

trough Aol 48

true and fair view tros and
Jeatvjuid 3,710

turnover 1o0va b 14

underpriced ' anda'praist’ 40

undervalued * anda'vietjusd!
40

underwrite / andarant

underwriter 'andar artan 47

unique Jjuinish 3

unit cost / juinn 'knsts 18

unit-of-measure | juznic oy
'me3

unit trust

unsecured fanstkjood: 25

unsystemaric risk
Janststamatik risk!

upswing apswin’ 48

upturn Saptsind 48

valuation / vaelju'cif-n/

value stock Mvaelju: stoks 30

value-added tax (VAT)

L weded 'tieks viz ey

49

variable cosrs /'veariabl kpsts
It

varlable mterest rate / veariabl
“Intrast reit/ 24

velocity /vi'Insatif

8
juznir "trast! 36

velacity of circulation /vi psatl
av szkja'leif-ns 27

venture capital /,vent |
‘kepits

venture capitalist /vent[a
"kaepitchist! 26

verifiable "verifarabl’ §

vertical integrarion / vastikal
Jant'grerfsn’ 39

visible rrade /'vizabl trerd’ 43

volatile “volatul 36

wages Mwerdzrz’ |

warrant “worant! 3§

wear out /, wear ‘aut/ Y

weight cerrificare "wenl

nifikat. 43

white Right /wart 'nant 39

withe witdra: 19
withidrin gl 1Y
working ca watkin

Reprte]

WrIte an eprioen  nut an
‘oplend 33

write off < rait 'nff 12

wrangdoing “ron dusige 6

vield Juld 20, 33

seto coupon hond z1arag
huwpen bond’ 33

ZOTO-SUIM game [ 71arag Sam

geim! 34
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