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8 

Money and 
. 
Income 

Currency 
The money used in a country - eurns, dollars, yeo, etc. - is its currency. Money in notes 
(banknotes) and coins is called cash. Most money, howeve!; consists of 
bank deposits: money ti,at people and organizations have in banle 
accounts. Most of tlus is on paper - existing in theory only - and only 
about ten per cent of it exists in the form of cash in the bank. 

Personal finance 

BrE: note or banknote; 
ArnE: bill 

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

.. a salary: money paid monthly by an employer, or wages: money paid by the day or the 
hour, usually received weekly 

.. overtime: money received for working extra hours 

.. commission: money paid to salespeople and agents - a certain percentage of the income 
the employee generates 

.. a bonus: extra money given for meeting a target or for good financial results 

.. fees: money paid to professional people such as lawyers and ardutects 

.. social security: money paid by the government to unemployed and sick people 

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

Salaries and wages are often paid after deductions such as social security charges and 
pension contributions. 

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

.. living expenses: money spent on everyday needs such as food, dothes and public 
transport 

.. 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 mortgage: repayments of money borrowed to buy a house or flat 

.. health insurance: financial protection against medical expenses for sickness or accidental 
ffiJunes 

• tax: money paid to finance government spending. 

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

Planned monthly budget for next year (€) 

Income Outgoings 

Salary (after deductions) 3,250 Rent 

Commission (average) 600 Bills 

Living expenses 

Health insurance 

Tax 

Total 3,850 Total 

"~.'~,.,.~,-,~.~'c-.,~-,=~==,.~~-e., .. '~ 
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BrE: social security; ArnE: welfare 
BrE: flat; ArnE: apartment 
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1 .1 Complete the sentences with words from the box. Look at A and B opposite to help you. 

commission 
overtime 

bonus 
penSIon 

currency 
rent 

earn 
salary 

mortgage 
social security 

tax 

After I lost my job, I was living on ................... : .... for three months. TillS was difficult, 
because the amount was much lower than the ........................ I had before. 

2 
I used to work as a salesperson, but I wasn't very successful, so I didn't ....................... . 
much ........................ . 

3 
If d,e company makes 10% more than last year, we'll all get a ........................ at the end of 
the year. 

4 
It'll take me at least 25 years to repay the ........................ on my house. 

5 ,-------------------------------------~ 
Many European countries now have the same ........................ , the euro. 

6 
My wages aren't very good, so I do a lot of ........................ . 

7 
Nearly 40% of everything I earn goes to the government as ........................ . 

8 
The owner has just increased the ........................ on our flat by 15%. 

9 
When I retire, my ........................ will be 60% of my final salary. 

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

Bank deposits are not classified as money. 
2 People earning wages get paid more often than people earning a salary. 
3 People w:orking on commission always get paid the same amount. 
4 When you stop working at the end of your career, you receive a pension. 
5 Most people pay a rent and a mortgage. 
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10 

Business finance 

Capital 
When people want to set up or start a company, d,ey 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. (See 
Unit 29) The people who invest money in shares are called sbareholders and they own 
part of the company. The money d,ey provide is lmown 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 is owed - that 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 liabilities include debts to suppliers who provide goods or services on 
credit - that will be paid for later. 

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

BrE: shares; ArnE: stocks 
BrE: shareholder; ArnE: stockholder 

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 salaries, is known as profit, 
earnings or net income. The part of its profit that a company pays to its shareholders is a 
dividend. Companies pay a proportion of their profits to the government as tax, to finance 
government spending. They also retain, or keep, some of their earnings for future use. 

share capital 

>8 
debt (bonds and loans) 

revenue dividends 

t / I company I-I profits I · tax 

t ~ 
expenses retained earnings 

Financial statements 
Companies give information about 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 period, such as three months or a year. 

BrE: profit and loss account; ArnE: income statement 
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2.1 Complete the crossword. Look at A, Band C opposite to help you . 

., 
11 e- 3 4 I 

15 I r;;- 7 I I e- '-- e-
, 9 I 10 I 
'-- r- r- r- ~ 

'iI e- 12 I I 
I" e-14 15 

I- 16 17 I I 
I" 19 

'-- e-

1
20 21 I I I 

Across 
3 Small companies often try to get bank loans when they need to ................ money. (6) 
5 We don't have sufficient ................ to build a completely new factory. (5) 
7 and 6 down Details of a company's liabilities are shown on the ................................. (7,5) 
8 We're going to raise more money by selling new shares to our existing ................. (12) 

12 We had to raise €50,000 ................ in order to start the business. (7) 
13 We're going to pay back some of the people who lent us money, and reduce our ................. (4) 
14 I decided to buy a $10,000 ................ instead of shares, as it's probably safer. (4) 
16 Another term for profit is net ................. (6) 
18 I think this is a good investment: it pays 8% ................. (8) 
20 When they saw our financial statements, the bank refused to ................ us any more money. (4) 
21 Profit is the difference between revenue and ................. (8) 

Down 
1 The profit and ................ account shows if a company is receiving more money than it's 

spending. (4) 
2 If you don't lil,e taking risks, you should only ................ in very successful companies. (6) 
4 A company's retained earnings belong to its ................. (6) 
6 See 7 across. 
9 Anything a company uses to produce goods or services is 

an ................. (5) 
10 The company made such a big profit, I expected a higher 

................. (8) 
11 We sold a lot more last yeaJ; so our ................ went up. (7) 
15 We ................ our suppliers $100,000 for goods bought on 

credit. (3) 
17 Everyone who buys a share ................ part of the company. (4) 
19 Thirty per cent of our profits goes straight to the 

government in ................. (3) 
"It's been a great year - let's hope we can 
keep the shareholders from finding out." 

Professional English in Use Finance II 



II Accounting and accountancy 

12 

Accounting 
• Accounting involves recording and summarizing an organization's transactions or 

business deals, such as purchases and sales, and reporting them in the form of financial 
statements. (See Units 11-14) In many countries, the accounting or accountancy 
profession has professional organizations which operate their own training and 
examination systems, and make technical and ethical rules: these relate to accepted ways 
of doing things. 

III Boold{eeping is the day-to-day recording of transactions. 

III Financial accounting includes boold{eeping, and preparing financial statements for 
shareholders and creditors (people or organizations who have lent money to a company). 

B Management accounting involves the use of accounting data by managers, for making 
plans and decisions. 

Auditing 
Auditing means examining a company's systems of control and the accuracy or exactness 
of its records, looking for errors or possible fraud: where tile company may have 
deliberately given false information. 

• An internal audit is carried out by a company's own accountants or internal auditors. 

III An external audit is done by independent auditors: auditors who are not employees of the 
company. 

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 
tilat produces a false result - usually an artificially high profit. 

There is always more than one way of presenting accounts. The accounts of British companies 
have to give a trne and fair view of their financial situation. 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 European countries, and in Japan, there are laws relating to accounting, 
established by the government. In tile US, companies whose stocks are traded on public stock 
exchanges have to follow rules set by the Securities and Exchange Commission (SEC), a 
govermnent agency. In Britain, the rules, which are called standards, have been established by 
independent organizations such as the Accounting Standards Board (ASB), and by the 
accountancy profession itself. Companies are expected to 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 d1ese countries, the financial statements are prepared for 
shareholders. However, in many continental European countries businesses are largely funded by 
banks, so accounting and financial statements are prepared for creditors and the tax authorities. 
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3.1 What type of work does each person do, and what is the name of each job? Look at A 
and B opposite to help you. 

2 

3 

4 

5 

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

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

I analyse d,e sales figures from d,e different departments and make decisions about our 
future activities. 

I am responsible for preparing our annual balance sheet. 

When the accounts are complete, I check them before they are presented to the 
external auditors. 

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

1 In Britain 
2 In most of continental Europe and Japan 
3 In the USA 
4 In Britain and the USA 
5 In much of continental Europe 

a accounting rules are established by a government agency. 
b companies are mainly funded by shareholders or stockholders. 
c accounting rules are set by an independent organization. 
d the major source of corporate finance is banks. 
e accounting rules are set by the government. 

3.3 Find verbs in A, Band C opposite that can be used to make word combinations with d,e 
nouns below. 

~naUd~ 

CrUles~ transactions 
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Bookkeeping 

Double-entry bookkeeping 
Zaheer Younis works in the accounting department of a trading company: 

'I began my career as a bookkeeper. Booldceepers record 
the company's da"ily transactions: sales, purchases, debts, 
expenses, and so on. Each type of transaction is recorded 
in a separate account - the cash account, the liabilities 
account, and so on. Double-entry booldceeping is a system 
that records two aspects of every transaction. Every 
transaction is both a debit - a deduction - in one account 
and a corresponding credit - an addition - in another. For 
example, if a company buys some raw materials - the 
substances and components used to make products - that 
it will pay for a month later, it debits its purchases account 
and credits the supplier's account. If the company sells an 
item on credit, it credits the sales account, and debits the 
customer's account. As this means the level of the 
company's stock - goods ready for sale - is reduced, it 
debits the stock account. There is a corresponding increase 
in its debtors - customers who owe money for goods or 
services purchased - and the debtors or accounts payable 
account is credited. Each account records debits on the left 
and credits on the right. If the bookkeepers do their work 
correctly, the total debits always equal the total credits.' 

BrE: debtors; ArnE: accounts receivable 
BrE: creditors; ArnE: accounts payable 
BrE: stock; ArnE: inventory 

_ Day books and ledgers 

14 

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

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

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

Balancing the books 
'At the end of an accounting period, for example a year, bookkeepers prepare a trial 
balance which transfers the debit and credit balances of different accounts onto one page. 
As always, the total debits should equal the total credits. The accountants can tl,en use 
these balances to prepare the organization's financial statements.' 

Professional English in Use Finance 



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

credit 
creditors 

ledger 
stock 

debit 
debtors 

an amount entered on the left-hand side of an account, recording money paid out 
2 a book of accounts 
3 cllstomers who owe money for goods or services not yet paid for 
4 an amount entered on the right-hand side of an account, recording a payment received 
5 goods stored ready for sale 
6 suppliers who are owed money for purchases not yet paid for 

4.2 Complete the sentences. Look at A, Band C opposite to help you . 

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

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

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

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

4.3 Complete the sentences using 'debit' or 'credit'. 
Look at A opposite to help you. 

lE you buy new assets, you ...................... the cash or 
capital account. 

2 If you pay some bills, you ...................... 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 late~ you ...................... the sales account 
and ...................... the customer's account. 

Ove.r . .fa >tjou " 
What qualities does a good bookkeeper need? Would you like to work as a bookkeeper? 
If not, which type of accounting do you think is the most inter~sting, and why? 
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Company law 1 

Partnerships 
A partnership is a business arrangement in which several people work togethe!; and share 
the risks and profits. In Britain and the US, partnerships do 110t have limited liability for 
debts, so the partners are fully liable or responsible for any debts the business has. 
Furthermore, partnerships are not legal entities, so in case of a legal action, it is the 
individual partners and not the partnership that is taken to court. In most continental 
European countries there are various kinds of partnership which are legal entities. 

A sale trader business - an enterprise owned and operated by a single person - also has 
unlimited liability for debts. 

Limited liability 
A company is a business that is a legal entity. 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 eveJ; 
even if all the staff and owners change. Most companies have limited liability, which 
means that the owners are not fully liable for - or responsible for - the business's debts. 
These companies are known as limited companies. Their liability is limited to the value of 
their share capital: the amount of cash that the shareholders have conttibuted to the 
company. This limitation of liability encourages investors to risk their money to become 
part owners of companies, while leaving the management of these companies to qualified 
managers and sernor 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 shareholders, and how the managers are accountable to 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-executive 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. 

BrE: chairman; ArnE: president 
BrE: managing director; ArnE: chief executive officer (CEO) 

__ Founding companies 

16 

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

.. the rights and duties of the shareholders and directors 

.. the relationships among different classes of shareholder (See Unit 29) 

... the relationships between shareholders and the company and its directors. 

The Memorandum of Association states: 

• tile company's name 

... the location of the company's registered office - where to send official documents 

... the company's purpose - its airas or objectives 

... the authorized share capital- the maximum share capital it can have. 

BrE: Articles of Association; ArnE: Bylaws 
BrE: Memorandum of Association; ArnE: 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. 

In case of a legal dispute, people can take a company's shareholders to court. 
2 The owners of limited companies have to pay all the company's debts. 
3 Many companies are not owned by their managers. 
4 External directors can usually give more objective advice than full-time directors. 
5 Partners in British and American businesses are not liable for the partnership's debts. 
6 In case of a dispute, people can take British companies and partnerships to court. 

5.2 Make word combinations using a word from each box. Then match the word 
combinations to the definitions below. Look at A opposite to help you. 

corporate 
audit 
limited 
non-executive 
share 

committee 
directors 
governance 
capital 
liability 

........................................................ : 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 ........................................................ : owners' money invested in a company 
4 ........................................................ : 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. 

(al -'--_______ of Association 

1. The name of the Company is Language Services Pry Limited: 

2. The (b) ___ ~ ___ of the Company will be in Australia. 

3, The (c) for which the Company is established is to provide 
translation and interpreting services to international companies. 

4. The (d) of the company is made up of ordinary shares 
divided into five thousand (5,000) shares of A$l.OO par value each with one vote 
for each share. 
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Company law 2 

Private and public companies 
Private companies usually have 'Limited' or 'Ltd' at the end of their name. They are not 
allowed to 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 'pIc' at the end of their name, 
and their shares are publicly traded on the London Stock Exchange. A stocl< exchange is 
a market where anyone can buy stocks and shares. The US equivalent 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 (i.e. every three months). They report on: 

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

II gross profit - turnover less cost of sales 

II net profit - gross profit less administrative expenses and tax. 

Companies on the London Stock Exchange, lmown as quoted companies, have to 
produce a half-yearly interim report which informs shareholders about the company's 
progress. These reports are not audited. 

All companies with shareholders or stockholders have to send d,em an Annual Report each 
financial year. This contains a review of the year's activity, and an examination and 
explanation of the company's financial position and results. There are also financial 
statements and notes (see Units 11-14), and the auditors' report on me financial statements. 

BARCLAYS prc Interim Report 2004 

• Group performance was very strong: 
- profit before tax up 23 % to £2,411 m 
- earnings per share up 25% at 26.7p 
- dividend per share up 17% to 8.25p 
- return on equity of 20.4% 

AGMs 

• All businesses had higher profits, 
demonstrating good progress across 
the whole portfolio. 

• Income growth was particularly 
strong, up 14%, with good broad 
based contributions by business and 
by income type. 

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

If there is a crisis, the directors or the shareholders 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. 

BrE: Annual General Meeting (AGM); ArnE: Annual Meeting of Stockholders 
BrE: Extraordinary General Meeting (EGM); ArnE: Spedal Meeting 
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6.1 Complete the table. Look at A and B opposite to help you. 

Gl) ..................... Public companies 

companies 

II1II can't sell shares on the in the UK in the US 
(2) ...................... 

III are called public III are called SEC-
(3) ..................... companies registered companies 
or (4) ..................... or (6) ..................... 
companies. companies. 

II1II produce (5) ..................... l1li produce (7) ..................... 
reports. reports. 

l1li publish an (8) ..................... and hold an (9) ...................... 

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

1 behaviour that breaks the law 
2 sales revenue minus the cost of sales, before deductions for administration expenses, interest 

charges, etc. 
3 sales revenue minus the cost of making and selling the goods, and deductions for 

administration expenses, interest charges, etc. 
4 the total amount of money a company receives from selling goods or services 

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

Only quoted or listed companies 
2 American corporations publish details 
3 Companies' financial statements, and the auditor's report, 
4 Quarterly and six-mondily reports 
5 Shareholders can ask company directors questions 
6 Companies can hold an emergency general meeting 

a about d,eir sales and profits every three mondls. 
b are contained in their annual reports. 
C are not checked by external auditors. 
d if there is a crisis. 
e can have their shares traded on a stock exchange. 
f at an annual meeting. 

Professional English in Use Finance 19 



Accounting policies and standards 

Valuation and measurement 
Investors in companies want to know how much the companies are worth, so companies 
regularly have to publish the value of their assets and liabilities. Companies also have to 
calculate their profits or losses: their managers need this information, and so do 
shareholders, bondholders and the tax authorities. . 

Companies can choose their accounting policies - their way of doing their accounts. 
There are arange of methods of valuation - deciding how much something is worth­
and measurement - determining how big something is - that are accepted by law or by 
official accounting standards. In 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 
consisten~ 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. Tltis enables 
shareholders to compare profits and values with those of previous years. 

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

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

BrE: depreciation; ArnE: depreciation, amortization 
BrE: a true and fair view; ArnE: a fair presentation 

_ Historical cost and inflation accounting 

20 

The aim of accounting standards (see Unit 3) is 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 purchase price of assets, and not their (estimated) current selling price or 
replacement cost. This is more objective, and the current value is not important if the 
business is a going concern - a sllccessful 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 at their current replacement cost - the amount 
that would have to be paid to replace them now. 
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7.1 Match the two parts of the sentences. Look at A and B opposite to help you. 

Companies' managers, investors, creditors and the tax authorities all 
2 There are different ways of doing accounting but companies have to be consistent, 
3 Companies have to disclose or make lmown 
4 The historical cost principle is that the price paid to buy assets, 
5 A going concern usually doesn't 

a and not their current value, is recorded in accounts. 
b need to lmow the current market value of its assets. 
c need to know about the size of profits or losses. 
d which accounting methods they are using. 
e which means regularly using the same methods. 

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

Companies are told which accounting policies to use. 
2 Companies can change their accounting policies whenever they like, as long as they disclose 

this in their Annual Report. 
3 Companies could produce several profit figures, depending on how they depreciated their 

assets, valued their inventory, etc. 
4 There is only one correct interpretation of a company's financial position, and company 

accounts must show this. 
5 In a lot of countries, companies do not record the current value of their assets. 
6 In countries· with high inflation, companies value their assets at their current replacement cost. 

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

Verb Noun(s) Adjective 

calcu!}ation -
- consistent 

- conventional 

measure -

present -

valuable 
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Accounting assumptions and principles 

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

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

l1li The time-period assumption states that the economic life of the business can be divided 
into (artificial) time periods such as the financial year, or a quarter of it. 

l1li The continuity or going concern assumption says that a business will continue into the 
future, so the current market value of its assets is not important. (See Unit 7) 

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

BrE: financial year; 
ArnE: fiscal year 

companies. 

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

l1li The full-disclosure principle states that financial reporting must include all significant 
information: anything that makes a difference to the users of financial statements. 

l1li The principle of materiality, however, says that very small and unimportant amounts do 
not need to be shown. 

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

.. The objectivity principle says that accounts should be based on facts and not 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 example, 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 service is provided or 
goods delivered, not when d,ey are paid for. 

III The matching principle, which is 
related to revenue recognition, states 
that each cost or expense related to 
revenue earned must be recorded in 
the same accounting period as the 
revenue it helped to earn. 
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8.1 Match the accounting assumptions and principles (1-6) to the activities they prevent 
(a-f). Look at A and B opposite to help you. 

1 conservatism principle 
2 matching principle 
3 separate entity assumption 
4 revenue recognition principle 
5 time-period assumption 
6 unit-oF-measure assumption 

a showing a profit divided into US dollars, euros, Swiss francs, etc. 
b publishing financial statements for a IS-month period, because this will show better profits 
c 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 
f valuing assets and estimating future revenue at the highest possible figures 

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

A company's ...................................................... does not have to begin on 1 January, like the 
calendar year. 

2 If an American company owns a company in Britain, this is a ........................... . 
3 Multinationals, with companies in lots of different countries, combine all their results in one 

set of ................................................................................. . 
4 Every entry in a company's accounts must be ........................... : there must be a document available 

showing that it is true. 

8.3 Complete the table with words from A, Band C opposite and related forms. Put a stress mark 
in front of the stressed syllable in each word. The first one has been done for you. Then 
complete the sentences below with words from the table. 

Verb Noun Adjective 

as l
Sllll1C -

disclosure -
- objectivity 

recogruze -

- subjectivity 

verification 

Both the internal and the external auditors have to ........................... the accounts. 
2 Companies have to ........................... all relevant financial information in their annual reports. 
3 Despite the ........................... principle, accountants have to make some subjective judgements. 
4 Even if a company is going through a bad period, for accounting purposes we ........................... it's 

a going concern. 

qve.r.f0t.!0U Jf1 
Look at the Annual Reports of one odwo companies. Howmanyofthe assumptions and 
principles described here. are mentioned in the notes t9 th~financial statements? 
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In Depreciation and amortization 
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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 to be used by the business for many years. 
But fixed assets wear out - become unusable, or become obsolete - out of date, and 
eventually have little 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 ti,e asset is deducted from the profits each year. 

The accounting technique of depreciation makes it unnecessary to charge the whole cost 
of a fixed asset against profits in the year it is purchased. Instead it can be charged during 
all the years it is used. This is an example of the matching principle. (See Unit 8) 

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

Valuation 
Assets such as buildings, machinery and vehicles are grouped together under fixed assets. 
Land is usually not depreciated because it tends to appreciate, or gain in value. British 
companies occasionally revalue - calculate a new value for - appreciating fixed assets like 
land and buildings in their balance sheets. The revaluation is at 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 d,at use inflation accounting systems. (See Unit 7) 

Companies in countries which use historical cost accounting - recording only the original 
purchase price of assets - do not usually record an estimated market value - the price at 
which something could be sold today. The conservatism and objectivity principles support 
clus; and where dIe company is a going concern, the market value of fixed assets is not 
inlportant. (See Units 7 and 8) 

Depreciation systems 
The most common system of depreciation for fixed assets is ti,e straight-line method, 
which means charging equal annual amounts against profit during the lifetime of the asset 
(e.g. deducting 10% of the cost of an asset's value from profits every year for 10 years). 
Many continental European countries allow accelerated depreciation: businesses can 
deduct the whole cost of an asset in a short time. Accelerated depreciation allowances are 
an incentive to investment: a 
way to encourage it. For 
example, if a company deducts 
the entire cost of an asset in a 
single year, it reduces its profits, 
and therefore the amount of tax 
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's assets. 

ProfesSional English in Use Finance 

.-

"Let's see, it says be,.e tbat you've bad a 
lot of CD1porate accollllting experience ... ~J 



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

appreciate 
obsolete 

current assets 
revalue 

to record something at a different price 

fixed assets 
wear out 

2 assets that will no longer be in the company in 12 months' time 
3 to increase rather than decrease in value 
4 out of date, needing to be replaced by something newer 
5 assets that will remain in the company for several years 
6 to become used and damaged 

9.2 Match d,e nouns in d,e box with d,e verbs below to make word combinations. Then use 
some of the word combinations to complete the sentences below. Look at A, Band C 
opposite to help you. 

costs 
profits 

fixed assets 
value 

market value 
purchase price 

Because we .......................... the .................................................... , we don't have worry about the market 
value of fixed assets. 

2 To depreciate .................................................... , we .......................... part of d,eir .......................... from profits 
each year. 

3 Because land usually appreciates, companies do not generally .......................... its .......................... on 
the balance sheet. 

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

All fixed assets can appreciate if there is high inflation, 
2 Accelerated depreciation allows companies to 
3 Fixed assets generally lose value, except for land, 
4 The straight-line medlOd of depreciation 
5 Accelerated depreciation reduces companies' ta.x bills, 

a which usually appreciates. 
b charges equal amounts against profits every year. 
c remove some extremely valuable assets from their balance sheets. 
d which encourages them to invest in new factories, etc. 
e but historical cost accounting ignores this. 

Ove.r -1-0 tj0ll 'IJ 
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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Internal auditing 
After bookkeepers complete their accounts, and accountants prepare their financial 
statements, these are checked by internal auditors. An internal audit is an examination of 
a company's accounts by its own internal auditors or controllers. They evaluate the 
accuracy or correctness of the accounts, and check for errors. They make Sllre that the 
accounts 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 assets and so 00. They check to see that 
these are adequate or sufficient and, if necessary, recommend changes to existing policies 
and procedures. 

External auditing 
Public companies have to submit their financial statements to external auditors­
independent auditors who do not work for the company. The auditors 4ave to give an 
opinion about whether the financial statements represent a true and fair view of the 
company's financial situation and results. (See Unit 3) 

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

Until recently, the big auditing firms also offered consulting services to the companies 
whose accounts they audited, giving them advice about business planning, strategy and 
restructuring. But after a number of big financial scandals, most accounting firms 
separated their auditing and consulting divisions, because an ,----------------, 

BrE: stock take; 
auditor who is also getting paid to advise a client is no longer 
totally independent. ArnE: count of the inventory 

Irregularities 

Are control 
systems 
adequate, 
according to 
external 
auditors? Have 
accounting 
principles 
been applied 
correctly? 

Auditors 
produce an 
audit report. 

No - auditors find 
irregularities: systems 
are not adequate, 
principles have not 
been applied correctly 
or consistently. 

Auditors write a 
management letter to 
directors or sernor 
managers explaining 
what needs to be 
changed. 
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Auditors produce a 
qualified report, 
stating that the 
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10.1 Match the job titles (1-4) with the descriptions (a-d). Look at A and B opposite to help you. 

bookkeepers 
2 accountants 

3 internal auditors 
4 external auditors 

a company employees who check the financial statements 
b expert accountants working for independent firms who review 

companies' financial statements and accounting records 
c people who prepare financial statements 
d people who prepare a company's day-to-day accounts 

10.2 Match the nouns in the box with the verbs below to make word combinations. Some 
words can be used twice. Look at A and B opposite to help you. 

accounts 
systems of control 
stock take 

procedures 
regulations 
advice 

OplIllOnS 

policies 
laws 

Gxamin~ 

10.3 Complete the table with words from A, Band C opposite and related forms. Put a stress mark 
in front of the stressed syllable in each word. The first one has been done for you. Then 
complete the sentences below with the correct forms of words from the table. 

Verb Noun Adjective 

- laccurate 

compliance -

recommend 

record -

examination -

I'm an internal auditor. I ........................................ the company's accounts, to make sure that they 
are ........................................ , and that they ........................................ with company policies and general 
accounting principles. 

2 If the control systems aren't adequate, I make ................ , ....................... concerning changes. 
3 The external auditors check to see if transactions are being ........................................ correctly. 
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II The balance sheet 1 
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Assets, liabilities and capital 

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

Current assets 

Fixed assets 

Total assets 

3,500 

6,500 

10,000 

Liabilities 

Shareholders' equity 

Total liabilities and Shareholders' equity 

6,000 

4,000 

10,000 

Company law in Britain, and the Securities and Exchange Commission in the US, require 
companies to publish annual balance sheets: statements for shareholders and creditors. 
The balance sheet is a document which has two halves. The totals of both halves are 
always d,e same, so they balance. One half shows a business's assets, which are things 
owned by the company, such as factories and machines, that will bring future economic 
benefits. The other half shows the company's liabilities, and its capital or shareholders' 
equity (see below). Liabilities are obligations to pay other organizations or people: money 
that the company owes, or will owe at a future date. These often include loans, taxes that 
will soon have to be paid, future pension payments to employees, and bills from 
suppliers: companies which provide raw materials or parts. If the suppliers have given the 
buyer a period of tin1e before they have to pay for the goods, this is known as granting 
credit. Since assets are shown as debits (as the cash or capital account was debited to 
purchase them), and the total must correspond wid, the total sum of the credits - that is 
the liabilities and capital- assets equal liabilities plus capital (or A = L + C). 

American and continental European companies usually put assets on the left and capital 
and liabilities on the right. In Britain, this was traditionally the od,er way round, but now 
most British companies use a vertical format, with assets at the top, and liabilities and 
capital below. 

BrE: balance sheet; ArnE: balance sheet or statement of financial position 
BrE: shareholders' equity; ArnE: stockholders' equity 

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

A balance sheet does not show how much money a company has spent or received during 
a year. This information is given in other financial statements: the profit and loss account 
and the cash flow statement. (See Unit 14) 
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11 .1 Are the following statements true or false? Find reasons for your answers in A and B opposite. 

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 two sides or halves of a balance sheet always have the same total. 
4 The balance sheet gives information on how much money the company has received from 

sales of shares. 
5 The assets total is always the same as the liabilities total. 
6 The balance sheet tells you how much money the company owes. 

11.2 Complete tl,e sentences. Look at A and B opposite to help you . 

........................... are companies that provide other companies with materials, components, etc. 
2 ........................... are profits that the company has not distributed to shareholders. 
3 " ......................... are things a company owns and uses in its business. 
4 ........................... consist of everytlling a company owes. 
5 ........................... consists of money belonging to a company's owners. 

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

distribute liabilities 
grant money 
owe profits 
pay earnings 
retain credit 

1 We ........................... a lot of our ........................... because we don't ........................... any of our .......................... . 
to the shareholders. 

2 Most businesses have customers who ...................................................... , because they ................. _ ........ . 
them 30 or 60 days' ........................... . 

3 We have a lot of ........................... that we'll have to ........................... later this year. 

Over +0 tjOU ~ 

"l'm afi-aid our accountants are being investigated for 
fi'aud - on the brighter side, ourfinanciai statements 
have made the New York Times besl-sellerfiction list. " 

Look at the balance sheets of some large companies'VVhatare the most common 
sub-divisions of these categories: assets, liabilities, and shareholders' equity? 
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m The balance sheet 2: assets 
_ Fixed and current assets 
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MacKenzie Inc, New York 
Current assets 

Cash and equivalents 
Accounts receivable 
Inventory 
Other current assets 

Total current assets 
Non-current assets 

Property, plant and equipment 
Goodwill 
Long-term investments 

Total non-current assets 

Total assets 

Balance Sheet 31 December 20 __ ($'000) 

3,415 
8,568 
5,699 
5,562 

23,244 

4,500 
950 

6,265 
11,715 

34,959 

In accounting, assets are generally divided into fixed and current assets. Fixed assets (or 
noo-current assets) and investments, such as buildings and equipment, will continue to be 
used by the business for a long time. Current assets are things that will probably be used 
by the business in the near future. They include cash - money available to spend 
immediately, debtors - companies or people who owe money they will have to pay in the 
near future, and stock. 

If a company thinks a debt will not be paid, it has to anticipate the loss - take action in 
preparation for the loss happening, according to the conservatism principle. (See Unit 7) It will 
write off, or abandon, ti,e sum as a bad debt, and make provisions by charging a corresponding 
amount against profits: ti,at is, deducting the amount of the debt from the year's profits. 

Valuation 
Manufacturing companies generally have a stocl~ of raw materials, work-in-progress -
partially manufactured products - and products ready for sale. There are various ways of 
valuing stock or inventory, but generally they are valued at ti,e 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 market price. This is another example of conservatism: even 
if the stock is e.xpected to be sold at a profit, you should not anticipate profits. 

Tangible and intangible assets 
Assets can also be classified as tangible and intangible. Tangible assets are assets with a 
physical existence - things you can touch - such as property, plant and equipment. 
Tangible assets are generally recorded at their historical cost (see Unit 7) less accumulated 
depreciarion charges - the amount of their cost that has already been deducted 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 ti,at are put on products and cannot be used by other 
companies. Networks of contacts, loyal customers, reputation, trained staff or 'human 
capital', and skilled management can also be considered as intangible assets. Because it is 
difficult to give an accurate value for any of these things, companies normally only record 
tangible assets. For tills reason, a going concern should be worth more on the stock 
exchange than simply its net worth or net assets: assets minus liabilities. If a company buys 
another one at above its net worth - because of its intangible assets - the difference in 
price is recorded under assets in ti,e balance sheet as goodwill. 

Professional English in Use Finance 



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

an amount of money that is owed but probably won't be paid 
2 the accounting value of a company (assets minus liabilities) 
3 a legal right to produce and sell a newly invented product for a certain period of time 
4 the historical cost of an asset minus depreciation charges 
5 the amount a company pays for another one, in excess of the net value of its assets 
6 a legally protected word, phrase, symbol or design used to identify a product 
7 to accept that a debt will not be paid 
8 to deduct money from profits because of debts that will not be paid 
9 products that are not complete or ready for sale 

lathe amount of money owed by customers who have bought goods but not yet paid for them 

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

A company's value on the stock exchange is nearly always 
2 Brand names, trade marks, patents, customers, and qualified staff 
3 Cash, money owed by customers, and inventory 
4 Companies record inventory at the cost of buying or making the items, 
5 Companies write off bad debts, and make provisions 
6 Land, buildings, factories and equipment 

a are current assets. 
b are examples of intangible assets. 
c are examples of tangible, fixed assets. 
d by deducting the amount from profits. 
e higher than the value of its net assets. 
f or the current market price, whichever is lower. 

12.3 Sort the following into current, fixed and intangible assets. Look at A and C opposite to 
help you. 

buildings 
goodwill 
stock 

Current assets 

cash in the banle debtors 
human capital investments 
land reputation 

Fixed assets Intangible assets 
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m The balance sheet 3: liabilities 
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Liabilities 
Liabilities are amounts of money that a company owes, and are generally divided into 
two types - long-term and current. Long-term liabilities or non-current liabilities include 
bonds. (See Unit 33) 

Current liabilities are expected to 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 - money that will have to be paid as tax in the future, although the 
payment does not have to be made now. 

Current liabilities 
Short-term debt 
Accounts payable 
Accrued expenses 

Total current liabilities 
Non-current liabilities 

Deferred income taxes 
Long-term debt 
Other non-current liabilities 

Total non·current liabilities 
Total liabilities 
Shareholders' equity 

Common stock 
Retained earnings 

Total 
Total liabilities and Shareholders' equity 

Accrued expenses 

1,555 
5,049 
8,593 

15,197 

950 
3,402 
1,201 
5,553 

20,750 

10,309 
3,900 

14,209 
34,959 

Because of the matching principle, under which transactions and other events are reported 
in the periods to which they relate and not when cash is received or paid, balance sheets 
usually include accrued expenses. These are expenses that have accumulated or built up 
during the accounting year but will not be paid until the following year, after the date of 
the balance sheet. So accrued expenses are charged against income - that is, deducted 
from profits - even though the bills have not yet been received or the cash paid. Accrued 
expenses could include taxes and utility 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 

.. retained earnings: profits from previous years that have not been distributed to shareholders 

.. reserves: funds set aside from share capital and earnings, retained 
for emergencies or adler future needs. 
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13.1 

13.2 

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

1 A current liability will be paid before the date of the balance sheet. 
2 A liability that must be paid in 13 months time is classified as long-term. 
3 A company's accrued expenses are like money an individual saves to pay bills in the future. 
4 Shareholders' eq'uity consists of the money paid for shares, and retained earnings. 
5 If companies retain part of their profits, dus money no longer belongs to the owners. 
6 Companies can sell shares at a higher value than the one stated on them. 

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

money that will be paid in less than 12 months from d,e balance sheet date 
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 

13.3 Sort d,e following into assets and liabilities. Look at A and B opposite to help you. You 
may need to look at Unit 12. 

Accounts payable 
Accrued expenses 
Dividends 
Inventory 
Accounts receivable 

Land and buildings 
Investments 
Cash and equivalents 
Deferred taxes 
Long-term debt 

Assets Liabilities 

D.',.,l Over 1-0 tjOlI ~ 

=-'--------

"Oh, that three billion dollars." 

Look at the last two annual reports and balance sheets of you I' company or one yDll 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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Seall'by PtC 
The profit and loss account 
Companies' annual reports contain a profit 
and loss account. This is a financial statement 
which shows the difference between the 
revenues and expenses of a period. Non­
profit (or not-far-profit) organizations such as 
charities, public universities and museums 
generally produce an income and expenditure 
account. If they have more income than 
expenditure this is called a surplus rather 
than a profit. 

Annual Profit and Loss Account, 1/20 __ 

At the top of these statements is total sales 
revenue or turnover: the total amount of 
money received during a specific period. Next 
is the cost of sales, also known as cost of 
goods sold (COGS): the costs associated with 
making the products that have been sold, 
such as raw materials, labour, and factory 
expenses. The difference between the sales 

Sales Revenue 
Cost of Sales 
Gross Profit 
SeJling, General and 
Administrative Expenses 
Earnings before Interest, Tax, 
Depreciation and Amortization 

Depreciation and Amortization 
Earnings before Interest and Tax 
Interest expenses 
Income Tax 
Net Profit 

(£'000) 
48,782 
33,496 
15,286 

10,029 

5,257 
1,368 
3,889 

257 
1,064 
2,568 

revenue and the cost of sales is gross profit. There are many other costs or expenses that have to 
be deducted from gross profit, such as rent, electricity and office salaries. These are often 
grouped together as selling, general and administrative expenses (SG&A). 

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

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

BrE: net profit; ArnE: net income 
BrE: profit and loss account; ArnE: income statement 

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

.. operations - day-to-day activities 

.. investing - buying or selling property, plant and equipment 

.. financing - issuing or repaying debt, Of issuing shares. 

The cash flow statement shows how effectively a company generates and manages cash. 
Other names are sometimes used for it, including funds flow statement and SOUfce and 
application of funds statement. 

British companies also have to produce a statement of total recognized gains and losses 
(STRGL), showing any gains and losses that are not included in the profit and loss 
account, such as the revaluation of fixed assets. 
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14.1 Which figure in each of the following pairs is higher for a profitable company? Look at A 
opposite to help you. 

1 cost of sales / sales revenue 
2 gross profit I net profit 
3 EBIT I EBITDA 

4 net profit I pre-tax income 
5 income tax I net profit 

14.2 Complete d,e text wid, words from the box. You will need to use each word more than 
once. Look at B opposite to help you. 

I financing investing operations 

(1) ................................ means making money by selling goods and services. (2) ............................... . 
is spending cash, for the business's future growth, including cash acquired by selling 
assets. (3) ................................ involves raising money by issuing stocks and bonds (and also 
paying dividends and interest and repaying bonds). It is better for the company if it can 
pay for future growth out of money from (4) ................................ , without having to use 
(5) ................................. So a 'healthy' cash flow means that the amount of cash provided by 
(6) ................................ is greater d,an the cash used for (7) ................................ . 

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

Changes in operating assets and liabilities 
Dividends paid 
Purchase of plant and equipment 
Net income 
Issuance of stock 

Cash flow statement ($'000) 

Earnings 
Amortization 
Other adjustments to Earnings 
Net cash provided from operations 
Proceeds from issuing new stock 
Stock dividends paid 
Net cash provided from financing 

(';\'V 

Additions to property, plant and equipment 
Net cash used for investing 
Change in cash and equivalents during year 
Cash and equivalents, beginning of year 
Cash and equivalents, end of year 

OVe.r +0 ·ljOU fIl 

Payments to repurchase stock 
Sale of propetty 
Depreciation and amortization expenses 
Income taxes payable 
Repayment of debt 

20 __ 20 --
1,811 1,274 

924 683 
33 -6 

2,768 1,951 
234 167 
-14 
220 167 

-2,351 -1,755 
-2,351 -1,755 

356 97 
2,150 2,014 
2,506 2,111 

Look at cash flow statements in company .annual reports, .an~atthe share pricesof 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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1m Financial ratios 1 

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

.. liquidity: how easily a company can turn some of its assets into cash 

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

• efficiency: how well a company uses its resources. 

_ Liquidity and solvency ratios 

36 

current assets This is the current ratio, which is a calculation of current assets 
current liabilities divided by current liabilities. It measures liquidity and shows how 

much of a company's assets will have to be converted into cash in the 
next year to pay debts. The higher the ratio, the more chance creditors have of being paid. For 
example, if MacKenzie Inc (see Units 12-13) has current assets of $23,244,000 and current 
liabilities of $15,197,000, its current ratio is 1.53, which is acceptable. It is often argued that 
the current ratio of a healthy company should be closer to 2.0 than 1.0, meaning that it has 
nearly twice as many assets as liabilities. 

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

liquid assets 

current liabilities 

This is the quick ratio or acid test, which is a calculation of liquid 
assets 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 Inc's quick ratio is 1.15. 

Earnings and dividends 
Shareholders are interested in ratios relating to a company's share price, earnings, and 
dividend payments. 

total earnings for the year 

the number of ordinary shares 

the market price of an ordinary share 

the past year's EPS 

This is earnings per share (EPS). 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 it has issued 2 million shares, EPS ~ € 0.75. 

This is the price/earnings ratio or PIE ratio. It 
shows how expensive the share is. If a company 
has EPS of€0.75 and the share is selling for 

€9.00, the PIE ratio is 12 (€9 per share divided by €0.75 earnings per share ~ 12 PIE.) A 
high PIE ratio shows that investors are prepared to pay a high multiple of the earnings for a 
share, because they expect it to do well in the future. 

ordinary share dividend This is dividend cover or times dividend covered, which 
net profit shows how many times the company's total annual dividends 

could have been paid out of its available annual earnings. If a 
company has EPS of 75 cents and it pays out a dividend of 30 cents, the dividend cover is 75 
I 30 ~ 2.5. A high dividend cover shows that the company has a lot of money, but d,at it is 
not being very generous to its shareholders. A ratio of 2.0 or higher is generally considered 
safe (it means that the company can easily afford the dividend), but anything below 1.5 is 
rislry. A low dividend cover - below 1.0 - means the company is paying out retained 
surpluses from previous years. 
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15.1 Find words in A opposite with the following meanings. 

1 the ability to sell an asset for cash 
2 how well a business uses its assets 
3 the relationship between two figures 
4 how easily a business can pay bills or debts when they are due 

15.2 Make word combinations using a word from each box. One word can be used twice. Then use 
the word combinations to complete the sentences below. Look at Band C opposite to help you. 

acid assets 
current cover 
dividend ratio 
liquid test 
quick 

...................................................... consist of cash and things that can be easily sold and converted 
to cash. 

2 A high ...................................................... shows that the company is retaining a ·lot of money belonging 
to its shareholders. 

3 The ...................................................... or ...................................................... doesn't count stock or inventory 
because this might be difficult or impossible to turn into cash. 

4 The ...................................................... shows a company's ability to pay its short-term debts. 

1 5.3 Match the two parts of the sentences. Look at Band C opposite to help you. 

If a company pays out retained surpluses from past years 
2 Some investors are worried that the new stock issue 
3 A high current ratio indicates short-term financial strengdl but 
4 Wall Street is on a historic price-earnings ratio of around 351 which 

a it does not measure how efficiently the company is utilizing its resources. 
b its dividend cover will fall below 1.0. 
c makes the market very expensive, as the long-term average is 14.45. 
d will dilute the company's earnings per share. 
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Profitability 
There are various profitability ratios that allow investors to compare a company's profit with its 
sales, its assets or its capital. Financial analysts usually include them in their reports on companies. 

gross profit (sales - cost of goods sold) This is the gross profit margin. It is the money a 
sales company has left after it pays for the cost of the goods 

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

net profit 

total assets 

This is return on assets. It measures how efficiently the firm's assets are being used 
to generate profits. 

net profit 

shareholders' equity 

Leverage 
debt 

shareholders' equity 

EBIT (see Unit 14) 

interest charges 

This is return on equity (ROE). It shows how big a company's profit is 
(after interest and tax) compared with the shareholders' equity or funds. 

This is gearing or leverage, often expressed as a percentage. It shows 
how far a company is funded by loans raci,er than its own capital. A 
highly geared or highly leveraged company is one that has a lot of debt 
compared to equity. 

This is interest cover or times interest earned. It compares a business's 
annual interest payments with its earnings before interest and ta..x, and 
shows how easily ci,e company can pay long-term debt costs. A low 
interest cover (e.g. below 1.0) shows ci,at a business is having difficulties 
generating the cash necessary for its interest payments. 

BrE: gearing; 
Citigroup Inc Key Ratios, 2005 ArnE: leverage 

Citigroup Banking Industry S&P 500 

Average Average 
Growth Rates % 
Sales 11.5 29.4 10.7 
EPS 3.2 21.2 11.2 
Price Ratio 
PIE Ratio 13.9 14.5 20.6 
Profit Margins 
Pre-Tax Margin 21.8 23.7 47.3 
Net Profit Margin 15.5 16.3 7.6 
Financial Condition 
Debt/Equity Ratio 1.9 1.32 1.1 
Interest Cover 2.0 2.1 3.4 
Investment Returns % 
Return On Equity 15.7 13.2 14.5 
Return On Assets 1.2 1.0 2.5 

~.t>","~"...,=.,~ .. ,~_,"",-~> __ ,.,."""~"""",",,,,_ 
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16.1 Match the two parts of the sentences. Look at A and B opposite to help you. 

1 After borrowing millions to finance the takeover of a rival firm, the company's 
2 Although sales fell 5%, the company's 
3 Like profit growth, return on equity is a measure of 
4 With just 24% gearing, d,e company can afford 

a gross profit margin rose 9% from a year ago, s·o sernor management isn't worried. 
b how good a company is at making money. 
e interest cover is the lowest it has ever been. 
d to acquire its rival, which would help to increase its steady growth. 

16.2 Read the text and answer the questions below. You may need to look at Units 11-14. 

Predicting insolvency: the Altman Z-Score 
The Z-Score was created by Edward Altman in the 1960s. It combines a 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 ratios are multiplied by their weights, and the results are added together. 

The 5 financial ratios and their weight factors are: 

A EBIT / Total Assets x 3.3 
B Net Sales / Total Assets x 0.999 
C Market Value of Equity / Total Liabilities x 0.6 
D Working Capital/Total Assets x 1.2 
E Retained Earnings / Total Assets x 1.4 

Therefore the Z-Score ~ A x 3.3 + B x 0.999 + C x 0.6 + D x 1.2 + E x 1.4 

Interpreting the Z-Score 

> 3.0 
2.7-2.99 
1.8-2.7 
< 1.80 

- based on these financial figures, the company is safe 
- insolvency is possible 
- there is a good chance of the company going bankrupt within 2 years 
- there is a very high probability of the company going bankrupt 

Which ratio in the Z-Score takes into account: 

1 money used for everyday expenses? 
2 undistributed profits belonging to the shareholders? 
3 income or earnings before interest and tax are deducted? 
4 the current share price? 
5 the amount of money received from selling goods or services? 
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Direct and indirect costs 
Cost accounting involves calculating 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 
production of particular units of a product - are quite easy to calculate. Examples include 
manufacturing materials and manufacturing wages. But there are also indirect costs or 
overheads - costs and expenses that cannot be identified with particular manufacturing 
processes or units of production. Examples include rent or property taxes for the 
company's offices and factories, electricity for lighting and heating, the maintenance 
department, the factory canteen or restaurant, managers' salaries, and so OD. ,------, 

BrE: overheads; 
Costs such as these are often grouped together on the profit and loss account ArnE: overhead 
or income statement as Selling, General and Administrative Expenses. 

Fixed and variable costs 
Companies also differentiate between fixed costs and variable costs. Fixed costs are those 
that do not change in the short term, even if the production level changes, such as rent 
and interest payments. Variable costs are those that change in proportion to the volume 
of production, such as components and raw materials, and overtime payments. 

Manufacturing companies have to find a way of allocating fLxed and variable costs to the 
various products they make: that is, they divide up the costs and charge them to the 
different products. Absorption costing attempts to charge all direct costs and all 
production costs, and sometimes all indirect costs such as administrative expenses, to 
each 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 not 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 allocate or charge all the costs related to them separately. 

Breakeven analysis 

BrE: cost centre; 
ArnE: cost center 

When deciding whether it would be profitable to produce a product, or offer a service, 
companies do a breakeven analysis. TillS compares expected sales of the new product with 
expected costs - both direct and indirect - at various production levels. The breakeven 
point is the sales volume - the number of units sold - at wlllch the company covers its 
costs - pays all its expenses. To make a profit, it is necessary to sell more than this. 

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

III the level of demand 

• the prices of competitors' products 

• the company's financial situation 

III the company's obiectives - 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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17.1 Match the words in the box with the definitions below. Look at A, Band C opposite to 
help you. 

breakeven point 
overheads 

cost centre 
variable costs 

fixed costs 
profitable 

expenses that are not clearly related to production or manufacturing 
2 a unit of activity in an organization for which costs are calculated separately 
3 costs that depend on the amount produced 
4 adjective meaning providing income for a company 
5 costs that do not change according to the production volume 
6 the sales volume at which a company doesn't make a loss, but doesn't make a profit 

17.2 Sort the following into direct, indirect, fixed and variable costs. Look at A and B opposite 
to help you. 

Cost Direct Indirect fixed Variable 

Advertising expenses 

Bad debts ,( ,( 

Components ,( ,( 

Electricity to run machines 

Electricity for heating 

Equipment repairs 

Factory canteen 

Overtime pay 

Raw materials 

Property tax 

Rent 

17.3 Which of the following statements describes: 

absorption costing? 
2 activity-based costing? 

a 

b 

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. 

~ 
We identify all the different functions within the company, and assign costs to 
products and services according to how much these functions are involved in 
the process of providing the products and services. 
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Manufacturers' pricing strategies 
These are a student's notes from a lecture about pricing. 

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

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

• Most companies consider other factors, like demand, 
competitors' prices, sales targets and profit targets. 

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

• Market skimming: some customers will pay almost any 
price, e.g. for a new hi·tech product, so the company 
can charge a really high price, then lower it to reach 
other market segments, e.g. Intel with new microchips. 

• If a company has 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 too low, e.g. BMW, Rolex. 

• Going-rate pricing: if a product is almost identical to 
competitors' products, companies might charge the 
same price. 

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 who then buy more products which 
are profitable. 

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

• Elasticity: demand is elastic if sales respond directly to 
price variations - e.g. if the price is cut, sales increase. 
If sales remain the same after a change in price, demand 
is inelastic. 
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18.1 Find five verbs in A and B opposite that can be used to make word combinations with 
'prices', Then use the verbs to complete the sentences below. 

Economists say that if sales increase when you ........................... a price, demand is elastic. 
2 If we have more customers than products available, we generally ........................... OUf prices. 
3 Luxury goods companies make huge profits, because their customers are prepared to 

........................... really high prices. 
4 OUf product's really the same as our competitors', so we'll probably ........................... the same price. 
5 After we've skimmed the market, we can ........................... the price to get more customers. 

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

2 

3 

4 

going-rate pricing 
mark-up pricing 

loss-leader pricing 
odd pricing 

Because of our famous brand name 
and our reputation for quality, we 
can charge a Vel)' high price. 

We never use whole numbers like 
$10 or $20. Our prices always end 
in 95 or 99 cents. 

We launch our products at high 
prices, and then reduce them a few 
months later to get more customers. 

We just get the cost accountants to 
work out how much it costs to make 
the product, and add our profit. 

market penetration 
prestige pricing 

market skimming 

5 

6 

7 

Demand isn't very elastic, so we charge 
the same price as our main competitors. 

We actually sell a few products at 
breakeven price, but this brings in 
customers who also buy a lot of 
od,er things. 

We charge a really low price at first, 
because we want to sell as many 
units of the product as possible. 
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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 does not usually earn a high rate of interest: the 
bank docs not 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 your money. Banks usually send monthly statements listing recent sums 
of money going out, called debits, and sums of money coming in, called credits. 

Nearly all customers have a debit card allowing them to make withdrawals and do ad,er 
transactions at cash dispensers. Most customers have a credit card which can be used for 
buying goods and services as well as for borrowing money. In some countries, people pay 
bills with cheques. In other countries, banks don't issue chequebooks and people pay bills 
by banle transfer. These include standing orders, which are used to pay regular fixed sums 
of money, and direct debits, which are used when the amount and payment date varies. 

BrE: current account; ArnE: checking account 
BrE: cash dispenser, cash machine; ArnE: ATM (Automated Teller Machine) 
BrE: cheque; ArnE: check 

Banking products and services 
Commercial banks offer loans - fixed sums of money that are lent for a fixed period (e.g. 
two years). They also offer overdrafts, which allow customers to overdraw an account­
they can have a debt, up to an agreed limit, on which interest is calculated daily. This is 
cheaper than a loan if, for example, you only need to overdraw for a short period. Banks 
also offer mortgages to people who want to buy a place to live. These are long-term loans 
on which the property acts as collateral or a guarantee 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 buye~ and sells it. 

Banles exchange foreign currency for people going abroad, and sell traveller's cheques 
which are protected against loss or dleft. They also offer advice about investments and 
private pension plans - saving money for when YOll retire from work. Increasingly, banks 
also try to sell insurance products to their customers. 

BrE: traveller's cheque; ArnE: traveler's check 

E-banking 
In the 1990s, many commercial banles thought the 
future would be in telephone banlcing and internet 
banking or e-banking. But they discovered that most 
of their customers preferred to go to branches - local 
offices of ti,e banle - especially ones that had longer 
opening hours, and which were conveniently situated 
in shopping centres. 

I BrE: shopping centre; ArnE: shopping mall 
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19.1 Complete the advertisement with words from the box. Look at A and B opposite to help you. 

credit card 
direct debit 
savings accounts 

current accounts 
statements 
standing order 

debit card 
foreign currency 
traveller's cheques 

19.2 Find words in B opposite with the following meanings. 

1 what you can earn when you leave your money in the bank 
2 an amount of money borrowed from a bank for a certain length of time, usually for a specific 

purpose 
3 something that acts as a security or a guarantee for a debt 
4 an arrangement to withdraw more money from a banI, account than you have placed in it 
5 a long-term loan to buy somewhere to live 
6 an arrangement for saving money to give you an income when you stop working 
7 to take back property that has not been completely paid for 

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

1 Current accounts pay more interest than savings accounts. 
2 There is less risk for a banle with a mortgage than with unsecured loans without collateral. 
3 Traveller's cheques are safer for tourists than carrying foreign currency. 
4 The majority of customers prefer to do their personal banking at the banle. 
5 Banle branches are now all in shopping centres. 
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Commercial and retail banks 
When people have more money than d,ey need to spend, they may choose to save it. They 
deposit it in a bank account, at a commercial or retail banle, and the bank generally pays 
interest to the depositors. The bank then uses the money that has been deposited to 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 d,an d,ey 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 credit - make money available for someone to borrow - because the 
money d,ey lend, from their deposits, is usually spent and so transferred to anod,er banl, 
account. 

The capital a bank has and the loans it has made are its assets. The customers' deposits 
are liabilities 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 deposit 
can lend € 81. As the process continues, the banking system can expand the first deposit 
of € 100 into nearly €1,000. In this way, it creates credit of almost €900. 

Loans and risks 
Before lending money, a banl, has to assess or calculate the risk involved. Generally, the 
greater the risk for d,e banle of not being repaid, the higher the interest rate they charge. 
Most retail banks have standardized products 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 - but large companies these days prefer to raise their own finance rather 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 repaid. They also have to 
balance yield - how much money a loan pays - and risk. 
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20.1 Complete the sentences from banks' websites. Look at A and C opposite to help you. 

Our products for .......................................................... include business overdrafts, loan 
repayments that reflect your cash flow, and commercial mortgages. 

Our local branch managers are encouraged to help local businesses and are 
authorized to .......................................................... and overdrafts. 

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

Banks lend savers' deposits 
2 They also create credit by 
3 How much credit banks can create 
4 Before lending money, 
5 The interest rate on a loan 
6 Banks always need liquidity, 

a banks have to assess the risk involved. 
b depends on the reserve requirements. 
c depends on how risky it is for the banle to lend the money. 
d so they can't lend all their money in loans widl long maturities. 
e lending d,e same original deposit several times. 
f to people who need to borrow money. 

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

With standardized products, all customers are ........................... the same interest rate. 
2 Ban1<:s generally know from experience how much cash to keep in their reserves for customers 

who want to ........................... it. 
3 Banks carefully study the financial situation of a company to ........................... the risk involved in 

lending it money. 
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Types of financial institution 
These are a student's notes from a lecture about banking. 

For most of the 20th century, most banks operated in one country 
only (in the US, in one state only). Different kinds of banks did 
specialized kinds of financial business: 
• Retail banks or commercial banks worked with individuals and 

small companies: 
• 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. 

BrE: merchant bank; AmE: investment bank 

bo\l\.ris: debts thClt pelt! tlfl.tere.st 
ClV\.d Clre l'epClLr;l Clt Cl ft-xeGl ftthtre 
oIOt, (see Unit 33) 

lI\Il.erger: wneVl.. two or \I1AO\-e 
c.O\l1ApClVLles joLt'\, togeHH~f~ (see 
Unit 39) 

tctk!.eover bid: wheVL OVlE 

CDVlA.:pClVLtJ offeys to litcqutye. Dr 
blltJ ClV\.other DV\,e; (see Unit 39) 

stocRs Dr shRYts: certLf-CC!tes 
re:preseV\.tLVl9 oV\,e Hv\'Lt of 
DWV\.EVSl1i:p of Cl CDVU:plfl/t,tJ (see 
Unit 29) 

BrE: retail bank, commercial bank, High Street bank; ArnE: retail bank, commercial bank 
BrE: building societies; AmE: savings and loans associations 

Deregulation 

The financial industry changed radically in 1980s and 90s when it 
was deregulated. 
• Before deregulation: rules and regulations in the US, Britain 

and Japan prevented commercial banks doing investment 
banking business. Some other countries (Germany, 
Switzerland) already had universal banks doing all kinds of 
financial business. 

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

Specialized banks 

Other types of banks still have specialized functions: 
• central banks issue currency and carry out the government's 

financial policy 
• private banks manage the assets of rich people or high net 

worth individuals 
• dearing banks pass cheques and other payments through 

the banking system 
• non-bank financial intermediaries such as car 

manufacturers, food retailers and department stores now offer 
products like personal loans, credit cards and insurance. 
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21.1 Find words in A and B opposite with the following meanings. 

1 a company offering financial services 
2 the money a company uses, raised by way of shares and bonds 
3 when two formerly separate companies agree to join toged1er 
4 a company formed by the merger or takeover of several oilier companies 
5 the ending of some rules and restrictions 
6 when a company offers to buy the shares of another company to gain control of it 

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

arrangmg mergers 
2 offering life insurance 
3 issuing shares and bonds 
4 providing mortgages 
5 receiving deposits and making loans to individuals and small companies 
6 giving financial advice to companies 
7 organizing (or defending against) takeover bids 
8 providing pensions 

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

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

,,~ 

2 ~-~----~_J-: ______ '~'~-'~ ______ ---', .. -'----". ___________ --__ ._~'-"""'~ _____ ... --',-----.-,-.-...----" .. ~------ .-- r 
I, We provide a full range of products and services, including advising on corporate strategy" III' 
i and structure, and raising capita1 in equity and debt markets. . " 
! I ' 
'-""":-'%""""" ,-,_~"~.,.*".,."!"','Jr=,~~~-~~""'~:·"~'1.~';lX~~~,,~~'C',q;; 

3, 

How can we help you? We can: 

5 

Build a long·term, one-to·one relationship with your banker. 
Manage your family's diverse business and personal assets, 
Build a portfolio tailored to your family's unique needs. 
Play an active role in managing your assets. 

Nearly twelve million cheques and credits pass through the system each working day. Cheque 
volumes reached a peak in 1990 but usage has fallen since then. mainly owing to increased use of 

plastic cards and direct debits by personal customers. 

Why bank with us? Because we offer: 

• a comprehensive range of accounts and services 

• over 1,600 branches, many with Saturday opening 

• free withdrawals from over 31,000 cash machines 

• online and telephone banking for round-the-clock access to your accounts 
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Raising capital 
Ruth Henly works in an investment bank in New York. 

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

As well as initial public offerings (IPOs), when 
companies offer stock for sale for the first time, there 
are other occasions when they raise funds. For 
example, they might want to expand their operations, 
or to acquire another company, or to reduce dlCir 
amount of debt, or to 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 that invest 
the money of lots of small investors, and pension funds 
- companies that invest money that will later be paid 
to retired workers. 

We also have a stockbroking and dealing department. Tbis executes orders - buys and 
sells stocks for clients - wbich is broking, and trades with our own money, wbich is 
dealing. The stockbroking department also offers advice to investors.' 

I BrE: flotation; ArnE: initial public offering (IPQ) I 

Mergers and acquisitions 
'Investment banks often represent firms in mergers and acquisitions (see Unit 21), and 
divestitures. A divestiture is when a company sells a subsidiary - another company that it 
owns. Most of the fee - the money the company pays us for the service - will depend on 
us completing the deal successfully. Tbis gives the banle a good reason to make sure that 
the transaction succeeds.' 

Consulting and research 
'Large corporations have their own finance and corporate development departments. But 
they often use an investment bank like ours because, like a consulting firm, we can oHer 
independent advice, and we have a lot of experience in financial transactions. We also 
have a large network of contacts, and relationships with investors and companies that 
could be interested in a merger or acquisition. 

If we've worked on a transaction with a company, we know a lot about its business. This 
means we can give advice about strategic plaoning - deciding what do to in the future -
or financial restructuring - changing the way the business is financed. Large investment 
banles also have extensive research departments with analysts and forecasters who 
specialize in the valuation of different markets, industries, companies, securities and 
currencies. Analysts try to work out 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, Band C opposite and related forms. Put a stress 
mark in front of the stressed syllable in each word. The first one has been done for you. 

Verb 
" 

Noun(s) Noun for [leo pIe Adjective(s) 

arcquire - -
advise -

analytical 

institute -

invest -
value -

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

2 

3 

acqll1nng advised divesting 

Deutsche Telekom's IPO was 1 
........................... by Goldman Sachs. ! 

-."."." •• ~I, . ..,._._~~,.J' 

During their acquisition of ( 

~~·".·".·~~·~2nb~~:~::) 
, 
~ Large multinationals are always 

........................... less successful parts of \.' 
their business as well as R successful companies. .._ ................. _ .... I 

" ~~ 

fees 

4 

5 

6 

IPOs merged underwritten 

Big Wall Street banks earned millions of 
dollars in. consulting ........................... from 
Enron before the company collapsed. 

When Mitsubishi Tokyo Financial Group 
.. __ .... ' .. ' .......... with UFJ Holdings, they 
became the world's biggest bank. 

In 2000, the global value of 
........................... was over $220 billion. 

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

financial restructuring 
strategic planning 

consulting firm 
pension fund 

forecasters 
subsidiary 

institutional investor 
valuation 

a company of experts providing professional advice to businesses for a fee 
2 a financial institution that invests money to provide retirement income for employees 
3 deciding what a company is going to do in the future 
4 people who try to predict what will happen in the future 
5 a company that is partly or wholly owned by another one 
6 a financial institution that purchases securities 
7 making changes to how a company is financed 
8 establishing how much something is worth 
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III Central banking 

The functions of central banks 
A journalist is interviewing Professor John Webb, an 
expert in cenrral banking. 

~ What are the main functions of cenrral banks? ) 

Well, most counrries bave a cenrral bank that 
provides financial services to the government and to 

the banking system. If a group of coUDrries have a 
common currency, for example the euro, they also 
share a cenrral bank, such as the European Cenrral 
Bank in Frankfurt. 

Some cenrral banks are responsible for monetary policy - trying to conrrol the rate of 
inflation to maintain financial stability. This involves changing interest rates. The aim is to 
protect the value of the currency - what it will purchase at home and in other currencies. 

In many cOUDrries, the central bank supervises and regolates the banking system and the 
whole financial sector. It also collects financial data and publishes statistics, and provides 
financial information for consumers. In most countries, the central bank prints and issues 
currency - purring banknotes into circulation. It also participates in clearing cheques (see 
Unit 21) and settling debts among commercial banks. 

_ The central bank and the commercial banks 

How exactly does the cenrral bank supervise the commercial banks? 

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

If one bank goes bankrupt, it can quickly affect the stability of the whole financial system. 
And if depositors think a bank is UDsafe they might all try to withdraw their money. If 
this happens it's called a bank run or a run on the baole, and the bank will quickly use up 
its reserves. Cenrral banks can act as lender of last resort, which means lending money to 
financial institutions in difficulty, to allow them to make payments. But cenrral banks 
don't always bail out or rescue banks in difficulty, because this could lead banks to take 
risks that are too big. 

_ Central banks and exchange rates 

52 

What about exchange rates with foreign currencies? 

Cenrral banks manage a country's reserves of gold and foreign currencies. They can try to 
have an influence on the exchange rate - the price at which their currency can be 
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 Match the two parts of the sentences. Look.at A and B opposite to help you. 

1 The central bank will sometimes lend money 
2 Banks would probably start taking too many risks 
3 Central banks are usually responsible for 
4 The central bank can alter 
5 There will be low and stable inflation 

a if they could always be sure of rescue by the central banle. 
b if there is a run on a commercial bank. 
c if monetary policy is successful. 
d printing and distributing banlmotes. 
e the amount of money commercial banks are able to lend. 

23.2 Complete the text from the website of the Federal Reserve, the central banle of the United 
States. Look at A opposite to help you. 

Today the Federal Reserve's duties fall into four general areas: 

,.... conducting the nation's (a) ........................................... policy; 

,.. (b) ........ " ...... " ......................... and regulating banking institutions and protecting the 
credit rights of consumers; 

,.. maintaining the (c) ........................................... of the financial system; and 

,.. providing certain Cd) ......................... " ................ services to the US government, the 
public, financial institutions, and foreign official institutions. 

23.3 Make word combinations using a word from each box. One word can be used twice. 
Then use the word combinations to complete the sentences below. Look at A, Band C 
opposite to help you. 

bank 
currency 
exchange 
financial 
monetary 

markets 
run 
system 
policy 
rate 
stability 

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

2 If there's a ...................................................... and the banle goes banlcrupt, this can have a rapid effect 
on the whole ...................................................... . 

3 On one day in 1992, d,e Banle of England lost over £1 billion (more than half of the country's 
foreign reserves) in the ...................................................... , trying to protect the .......................... . 
........................... of the pound. 
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Interest rates and monetary policy 
An interest rate is the cost of borrowing money: the percentage of the amount of a loan 
paid by the borrower to the lender for the use of the lender's money. A country's minimum 
interest rate (the lowest rate that any lender can charge) is usually set by the central bank, 
as part of monetary policy, designed to keep inflation low. Tills can be achieved if demand 
(for goods 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 factories, 
machinery, creating new jobs, etc. Supply is the creation of goods and services, using 
labour - paid work - and capital. When interest rates fall, people borrow more, and spend 
rather than save, and companies invest more. Consequently, the level of demand rises. 
When interest rates risc, so that borrowing becomes more expensive, individuals tend to 
save more and consume less. Companies also invest less, so demand is reduced. 

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

BrE: labour; 
ArnE: labor 

Different interest rates 
The discount rate is the rate that the central banle sets to lend short-term funds to 
commercial bank.s. When this rate changes, the commercial banks change their own base 
rate, the rate they charge their most reliable customers like large corporations. TillS is the 
rate from which they calculate all their other deposit and lending rates for savers and 
borrowers. 

Banl" make their profits from the difference, Imown as a margin or spread, between the 
interest rates they charge borrowers and the rates they pay to depositors. The rate that 
borrowers pay depends on their creditworthiness, also known as credit standing or credit 
rating. Tlus is the lender's estimation of a borrower's present and future solvency: their 
ability to pay debts. The Illgher the borrower's solvency, the lower the interest rate they 
pay. Borrowers can usually get a lower interest rate if the loan is guaranteed by securities 
or other collateral. For example, mortgages for which a house or apartment is collateral 
are usually cheaper than ordinaty banl, loans or overdrafts - arrangements to borrow by 
spending more than is in your bank account. Long-term loans such as mortgages often 
have floating or variable interest rates that change according to the supply and demand 
for money. 

Leasing or Ime purchase (HP) agreements 
have higher interest rates than banl, loans 
and overdrafts. These are when a 
consumer makes a series of monthly 
payments to buy durable goods (e.g. 
a car, 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 little security 
for ti,e lender: the goods could easily 
become damaged. 

I BrE: base rate; ArnE: prime rate I 
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24.1 Match the words in the box with the definitions below. Look at A and B opposite to help you. 

creditworthy 
spread 

floating rate 
output 

invest 
solvency 

the cost of borrowing money, expressed as a percentage of the loan 
2 having sufficient cash available wheu debts have to be paid 
3 paid work that provides goods and services 
4 a borrowing rate that isn't fixed 
5 safe to lend money to 
6 the difference between borrowing and lending rates 
7 the quantity of goods and services produced in an economy 
8 to spend money in order to produce income or profits 

labour 
interest rate 

24.2 Name the interest rates and loans. Then put them in orde~ from the lowest rate to the 
highest. Look at B opposite to help you. 

a ....................................... : a loan to buy property la house, flat, etc.} 
b ....................................... : borrowing money to buy something like a car, spreading payment over 

36 months 
c ....................................... : commercial banks' lending rate for their most secure cllstomers 
d ....................................... : occasionally borrowing money by spending more than you have in the bank 
e ....................................... : the rate at which central banks make secured loans to commercial banks 

2 3 4 5 

lowest highest 

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

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

b'le.h f0':10ll ~ 
Whafaretheaverage interestr~tespaid to depositors by banksin your country? How much 
doborrolVershave to pay for loans, overdrafts, mortgages and credit card debts? Is there 
'1'uch difference among competing banks? 
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The money markets 
The money markets consist of a network of corporations, financial institutions, investors 
and governments, which need to borrow or invest short-term capital (up to 12 months). 
For example, a business or government that needs cash for a few weeks only can use the 
money market. So can a bani, that wants to invest money d,at depositors could withdraw 
at any time. Through the money markets, borrowers can find short-term liquidity by 
turning assets into cash. They can also deal with irregular cash flows - in-comings and 
out-goings of money - more cheaply than borrowing from a commercial bank. Similarly, 
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 is trading financial 
instruments such as stocks, bonds, short-term loans and debts, rather than lending money. 

Common money market instruments 
III Treasury bills (or T-bills) are bonds issued by governments. The most common maturity­

the length of time before a bond becomes repayable - is three months, although they can 
have a maturity of up to one year. T-bills in a country's own currency are generally the 
safest possible investment. They are usually sold at a discount from their nominal value -
the value written on them - rather than paying interest. For example, a T-bill can be sold 
at 99% of the value written on it, and redeemed or paid back at 100% at maturity, three 
months later. 

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

III Certificates of deposit (or CDs) are short- or medium-term, interest-paying debt 
instruments - written promises to repay a debt. They are issued by bani" to large 
depositors who can then trade them in the short-term money markets. They are known as 
time deposits, because the 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 
unsold securities. 

y 
Dealer tries to find 
long-term buyer 
for securities. 

Dealer repurchases 
securities. 

y . 

Dealer sells 
securities to long­
term buyer. 

• 

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

Organizations use the money markets as an alternative to borrowing from banks. 
2 Money markets are a source of long-term finance. 
3 All money market instruments pay interest. 
4 Certificates of deposit are issued by major manufacturing companies. 
5 Commercial paper is guaranteed by the government. 
6 Some money market instruments can have more than one owner before they mature. 

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

cash flow 
liquidity 
redeemed 

competitive 
maturity 
short-term 

discount 
par value 
unsecured 

a price below the usual or advertised price 
2 adjective describing a good price, compared to others on the market 
3 the ability to sell an asset quickly for cash 
4 (in finance) adjective meaniug up to one year 
5 adjective meaning with no guarantee or collateral 
6 repaid 
7 the length of time before a bond has to be repaid 
8 the movement of money in and out of an organization 
9 the price written on a security 

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

Most money market securities 
2 A treasury bill is safe because it 
3 Commercial paper 
4 Certificates of deposit (CDs) 
5 Repurchase agreements (repos) 

a is issued by corporations, so it is riskier than T-bills. 
b are short-term, liquid, safe, and sold at a discount. 
c is guaranteed by the government. 
d are short-term exchanges of cash for securities. 
e are issued to holders of time deposits in a banle. 

Ove-r+oi'i0a JIll 
What kind of money market instruments are you familiar~ith?Whi"h onesl'lould bel110st 
useful for your company, or for .company you would like to work for? 

Professional English in Use Finance 57 



m Islamic banking 

58 

Interest-free banking 
Some financial institutions do not charge interest on loans or pay interest on savings, 
because it is against certain ethical or religious beliefs. For example, in Islamic countries 
and major financial centres there are Islamic banks that offer interest-free banking. 

Islamic banks do not pay interest to depositors or charge interest to borrowers. Instead 
they invest in companies and share the profits with their depositors. Investment financing 
and trade financing are done on a profit and loss sharing (PLS) basis. Consequently the 
banks, their depositors, and their borrowers also share the risks of the business. This form 
of financing is similar to that of venture capitalists or risk capitalists who buy the shares 
of new companies. (See Unit 28) 

Types of accounts 
Current accounts in Islamic banks give no return - pay no interest - to depositors. TIley 
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, depending on the bank's profitability: that is, its ability to earn 
a profit. Therefore tl,e amount of return depends on how much profit the bank makes in 
a given period. However, these payments are not guaranteed. There is no fixed rate of 
return: 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 
cannot be withdrawn before maturity. They receive a share of the bank's profits. In 
theory, the rate of return could be negative, if the bank makes a loss. In other words, the 
capital is not 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 customer1 and the customer repays the bank at a higher price 
later on. Or the bank can buy an item for a customer with a leasing or hire purchase 
arrangement. (See Unit 24) Another possibility is for the bank to lend money without 
interest but to cover its expenses with a service charge. 

If a business suddenly needs very short-term capital or working capital for unexpected 
purchases and expenses, it can be difficult to get it under tl,e PLS system. On the other 
hand, PLS means that banlc-customer relations are very close, and that banks have to be 
very careful in evaluating projects, as they are buying shares in the company. 

Conventional banks 
• Pay interest to depositors 
• Charge interest to borrowers 
• Lend money to finance 

personal consumption goods 
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26.1 Match the two parts of the sentences. Look at A opposite to help you. 

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 banks' operate in a similar way 

a do not receive a fixed return. 
b have to share their profits with the bank. 
c Islamic banks and their customers share profits and losses. 
d is that it is interest-free. 
e to venture capitalists who buy companies' stocks or shares. 

26.2 Wh.ich of the following statements could be made by customers ofIslamic banks and 
which by customers of conventional banks? Look at B opposite to help you. 

2 

3 

4 

5 

I get 1.5% on my current account and 3% on my savings account. 

I get a variable rate of return on my savings account, depending on the 
bank's profitability. 

If I open a five-year investment account, I won't be able to withdraw my 
money during tIllS period, but I will receive a share of the bank's profits. 

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

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

26.3 Make word combinations using a word from each box. Then use the word combinations 
to complete the sentences below. Look at A, Band C opposite to help you. 

investment 
service 
risk 
working 

capitalists 
capital 
charge 
account 

All businesses need ...................................................... for everyday purchases and expenses. 
2 I don't pay interest but the bank adds a ...................................................... to cover its expenses. 
3 Islamic banks are like the ...................................................... who buy the shares of new companies. 
4 The banle pays me some of its profits on the money I have in my ...................................................... . 
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Measuring money 
Professor John Webb, the banking expert we met in Unit 23, continues his interview. 

~ What is the money supply? ) 

It's the stock of money and the supply of new money. The currency in circulation - coins 
and notes that people spend - makes up only a very small part of the money supply. The 
rest consists of banle deposits. 

Are there different ways of measuring it? 

Yes. It depends on whether you include time deposits - banlc deposits that can only be 
withdrawn after a certain period of time. The smallest measure is called narrow money. 
Tllis only includes currency and sight deposits - bank deposits that customers can 
withdraw whenever they like. The other measures are of broad money. This includes 
savings deposits and time deposits, as well as money market funds, certificates of deposit, 
commercial paper, repurchase agreements, and tllings like that. (See Unit 25) 

-z( What about spending? ) 

To measure money you also have to know how often it is spent in a given period. This is 
money's velocity of circulation - how quickly it moves from one institution or bank 
account to another. In other words, the quantity of money spent is the money supply 
times its velocity of circulation. 

Changing the money supply 
The monetary authorities - sometimes the government, but usually the central bank - use 
monetary policy to try to control the amount of money in circulation, and its growth. 
TIlls is in order to prevent inflation - the continuous increase in prices, which reduces the 
amount of tIliugs that people can buy. 

III They can change the discount rate at which ti,e central banle lends short-term funds to 
commercial banks. The lower interest rates are, the more money people and businesses 
borrow, which increases ti,e money supply. 

III They can change commercial banles' reserve-asset ratio. (See Unit 23) Tllis sets the 
percentage of deposits a bank has to 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. 

III The central bank can also buy or sell treasury bills in open-market operations with 
commercial banks. If the banks buy these bonds, they have less money (and so can lend less), 
and if ti,e central bank buys them back, ti,e commercial banles have more money to lend. 

Monetarism 
Monetarist economists are those who argue that if you control the money supply, you can 
control inflation. They believe the average levels of prices and wages depend on ti,e 
quantity of money in circulation and its velocity of circulation. They tlllnle that inflation is 
caused by too much monetary growth: too much new money being added to the money 
stock. Otl,er 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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27.1 Are the following statements true or false? .Find reasons for your answers in A and B 
opposite. 

Most money exists on paper, in banle accounts, rather than in notes and coins. 
2 Banking customers can withdraw time deposits whenever they like. 
3 The amount of money spent is the money supply multiplied by its velocity of circulation. 
4 Central banks can try to control the money supply. 
5 Commercial banks can choose which percentage of their deposits they keep in their reserves. 

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. 

I broad supply narrow 

1 The ...................................................... is the existing stock of money plus newly created money. 
2 The smallest or most restrictive measure is ................................................. , .... . 
3 ...................................................... is a measure of money that includes savings deposits. 

27.3 Find three nouns in Band C opposite that make word combinations with 'monetary'. 
Then use the word combinations to complete the sentences below. 

The ...................................................... are the official agencies that can try to control the quantity of 
money. 

2 The attempt to control the amount of money in circulation and the rate of inflation is called 

3 Monetarism is the theory that the level of prices is determined by ..................................................... . 

Ove-r .fa ':f0U " 

US inflation and money supply growth 

US broad money supply/ 
..... 

I-
/' 

$7,000bn 

$6,000bn 

$S,OOObn 

4% 

2% ~-
0% 

1993 1995 

US inflation rate 

1997 1999 
, , , 

2001 2003 

What is wrong with having inflation? What is the current inflation rate ill 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't allowed to sell 
stocks or shares to the general public. They have to 
find other ways of raising capital. Some very small 
companies are able to operate on money their 
founders - the people who start the company - have 
previously saved, but larger companies need to get 
capital from somewhere else. As everybody Imows, 
baoles are usually risk-averse. This means they are 
unwilling to lend to new companies where there's a 
danger that d,ey 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 
d,eir own funds to lend money to companies, but 
most of mem raise capital from other financial 
institutions. Some rich people, who banks call high 
net worm 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 consequendy high profits - if the 
new business is successful. Because of this profit 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 ourselves expect entrepreneurs - people with an idea to start a 
new company - to provide us with a business plan. (See Unit 50) 

Because of the high level of risk involved, investors in start-ups usually expect a higher 
than average rate of return - the amount of money the investment pays - on their capital. 
If they can't get a quick return in cash, they can buy the new company's shares. If the 
company is successful and later becomes a public company, which means it is listed on a 
stock exchange, the venture capitalists will be able to sell their shares then, at a profit. 
This will be d,eir exit 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 
Unit 29) Investors providing money at tills stage have a lower risk of loss dmn earlier 
investors like us, but also less chance of making a big profit.' 

BrE: preference shares; ArnE: preferred stock 
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2 B. 1 Complete the crossword. Look at A and B .opposite to help you. 

" , 
] 1 1 4 I I 5 I -

6 

I' II 
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- - '----- '----- f-
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1 1 
9 

1 10 1 1 -
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1 1 1 1 

r-
f-

- l- I-
- '----- f-

121 13 
1 

-
Across 
3 A firm listed .on a st.ock exchange is a ............................. (6,7) 
7 Individuals who lend m.oney to new companies are sometimes called ............... (6) 
8 Banks that are risk- .............. usually d.on't want to finance new companies. (6) 

10 The am.ount of money made from an investment is its rate of ............... (6) 
11 New businesses often have to get finance from ............................ companies. (4,7) 
12 The people who start companies. (8) 

Down 
1 People who have ideas for setting up new businesses. (13) 
2 .............. capital firms specialise in financing new companies. (7) 
4 Many banks don't want to .............. money to new businesses. (4) 
5 People who want to borrow money to start a company write a business ............... (4) 
6 Money invested in a company just before it joins a stock exchange is sometimes called ............. . 

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

13 See 9 down. 

2B.2 Match the two parts of the sentences. Look at A and B opposite to help you. 

1 Banks are usually reluctant 
2 Start-ups often get money 
3 New companies can grow rapidly 
4 Risk capitalists usually expect 
5 Venture capitalists need an exit strategy - a way 
6 Mezzanine financing is a second round of financing 

a a higher than average return on their money. 
b and so are potentially profitable. 
c before a company joins a stock exchange. 
d to get their money back after a few years. 
e to lend money to new companies. 
f from specialized venture capital firms. 

Ove.r +0 qOll ~ 
Would you invest in start-ups? In which fields? If YOllwanted to start a business, how 
would you try to raise capital? 
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Stocks and shares 1 

Stocks, shares and equities 
Stocks and shares are certificates representing part ownership of a company. The people who 
own them are called stockholders and shareholders. In Britain, stock is also used to refer to all 
kinds of securities, including government bonds. (See Unit 33) The word equity or equities is 
also used to describe stocks and shares. The places where the stocks and shares of listed or 
quoted companies are bought and sold are called stock markets or stock exchanges. 

Going public 

A successful existing company wants to 
expand, and decides to go public. 

The company gets advice from an 
investment bank about how many shares 
to offer and at what price. 

The company gets independent accountants 
to produce a due diligence report. 

The company produces a prospectus which 
explains its financial position, and gives 
details about the senior managers and the 
financial results from previous years. 

The company makes a flotation or IPO 
(initial public offering). 

An investment banle underwrites the stock 
Issue. 

Note: Flotation can also be spelt floatation. 

Ordinary and preference shares 

go puhlic: 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 detailed examination 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: details about sales, costs, 
debts, profits, losses, etc. (See Units 11-14) 

flotation: an offer of a company's shares to 
investors (financial institutions and the 
general public) 

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

BrE: ordinary shares; ArnE: common stock 

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 debts. If the 
company goes into liqnidation - has to sell all its assets to repay part of its debts - holders 
of preference shares are repaid before other shareholders, but after owners of bonds and 
other debts. If shareholders expect a company to grow, however, they generally prefer 
ordinary shares to preference shares, because the dividend is likely to increase over time. 
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29.1 Match the words in the box with the definitions below. Look at A, Band C opposite to 
help you. 

bankrupt 
going public 
flotation 
investors 
liquidation 

prospectus 
ordinary shares 
preference shares 
stock exchange 
to underwrite 

a document describing a company and offering stocks for sale 
2 a market on which companies' stocks are traded 
3 buyers of stocks 
4 changing from a private company to a public one, quoted on a stock exchange 
S the first sale of a company's stocks to d,e public 
6 to guarantee to buy newly issued shares if no one else does 
7 shares that pay a guaranteed dividend 
B the most common form of shares 
9 insolvent, unable to pay debts 

10 the sale of the assets of a failed company 

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

1 New companies can apply to join a stock exchange. 
2 Investment banks sometimes have to buy some of the stocks in an lPO. 
3 The due diligence report is produced by the company's own accountants. 
4 The dividend paid on preference shares is variable. 
S If a company goes bankrupt, the first investors to get any money back are me holders of 

preference shares. 

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

offer 
go 
produce 
underwrite 

an issue 
a prospectus 
shares 
public 

After three very profitable years, d,e company is plarming to (1) ........................... (2) ........................... and 
we're (3) ........................... 100,000 (4) ........................... for sale. We've (5) ........................... a very attractive 
(6) ........................... , and although a leading investment bank is (7) ........................... d,e (8) ........................... , 
we don't think dley'li have to buy any of the shares. 

Ove.r-ro· tjOIi " 
Havethere been any big f1otationsinthenews recentl'l?Aretheri!any private companies 
whose stocks you would like to buy ifthey went public? 
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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 - d,ey can be repeatedly traded at the stock exchange on 
which the company is listed, on what is called the secondary market. 

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 
(OTC) markets, such as NASDAQ in New York and the Alternative Investment Market 
(AIM) in London, which have fewer regulations. 

The nominal value of a share - the price written on it - is rarely the same as its market 
price - the price it is currently being traded at on the stock exchange. This can change 
every minute during trading hours, because it depends on supply and demand - how many 
sellers and buyers there arc. Some stock exchanges have computerized automatic trading 
systems d,at match up buyers and sellers. Other markets have market makers: traders in 
stocks who quote bid (buying) and offer (selling) prices. The spread or difference between 
these prices is their profit or mark-up. Most customers place their buying and selling 
orders with a stockbroker: someone who trades with the market makers. 

New share issues 
Companies that require further capital can issue new shares. If these are offered to 
existing shareholders first this is known as a rights issue - because the current 
shareholders have the first right to blly them. Companies can also choose to capitalize 
part of their profit or retained earnings, This means turning their profits into capital by 
issuing new shares to existing shareholders instead of paying them a dividend. There are 
variolls names for this process, including scrip issue, capitalization issue and bonus issue. 
Companies widl surplus cash can also choose to buy back some of their shares on the 
secondary market. These are then called own shares. 

BrE: own shares; 
ArnE: treasury stock 

Categories of stocks and shares 
Investors tend to classify the stocks and shares available in the equity markets in different 
categories. 

III 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. 

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

III Income stocks: Stocks that have a history of paying consistently high dividends. 

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

III 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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30.1 Match the words in the box with the definitions below. Look at A and B opposite to help you. 

to capitalize 
rights issue 

market price 
secondary market 

new shares offered to existing shareholders 

primary market 
nominal value 

own shares 

2 the price written on a share, which never changes 
3 to turn profits into stocks or shares 
4 the market on which shares can be fe-sold 
5 the price at which a share is currently being traded 
6 shares tllat companies have bought back from tI,eir owners 
7 the market on which new shares are sold 

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

Stocks tllat have already been bought at least once are traded on ti,e primary market. 
2 NASDAQ and the AIM have more regulations than the New York Stock Exchange and the 

London Stock Exchange. 
3 The market price of stocks depends on how many buyers and sellers tI,ere are. 
4 Automatic trading systems do not require market makers. 
5 Market makers make a profit from the difference between their bid and offer prices. 

30.3 Complete the sentences. Look at Band C opposite to help you. 

2 

3 

4 

A stock whose price has suddenly fallen 
a lot after a company had bad news 
could be a ........................................ , as it will 
probably rise again. 

The stocks of food, tobacco and oil 
companies are usually .................................... , .. , 
as demand doesn't rise or fall very much 
in periods of economic expansion or 
contraction. 

Pension funds and insurance companies, 
which can't take risks, usually only 
invest in ....................................... . 

The best way to make a profit in the 
long term is to invest in 

5 
This stock used to be considered an 
....... _ ................................ , but two years ago 
the company started to cut its dividend 
and reinvest its cash in the business. 

6,----------------------, 
The financial director announced a 
forthcoming ........................................ of new 
shares to existing shareholders. 

7,----------------------, 
The company is planning a 

B 

........................................ of one additional 
share for every three existing shares. 

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

Professional English in Use Finance 67 



m Shareholders 

68 

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 market crashes when these indexes have 
fallen considerably on a single day (e.g. 'Black Monday', 19 October 1987, when the 
D]lA lost 22.6%). 

Financial journalists use some animal names to describe investors: 

.. bulls are investors who expect prices to rise 

.. bears are investors who expect them to fall 

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

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

Dividends and capital gains 
Companies that make a profit either pay a dividend to their stockholders, or retain d,eir 
earnings by keeping the profits in d,e company, which causes the value of the stocks to 
rise. Stockholders can then make a capital gain - increase the amount of money they have 
- by selling their stocks at a higher price than d,ey paid for d,em. Some stockholders 
prefer not to receive dividends, because the tax they pay on capital gains is lower than the 
income tax d,ey pay on dividends. When an investor buys shares on the secondary 
market they are either cum diy, meaning the investor will receive the next dividend dlC 

company pays, or ex diy, meaning they will not. Cum div share prices are higher, as they 
include the estimated value of the coming dividend. 

Speculators 
Institutional investors generally keep stocks for a long period, but there are also 
speculators - people who buy and sell shares rapidly, hoping to make a profit. These 
include day traders - people who buy stocks and sell them again before the setdement 
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, who charge low commissions - fees for buying or selling 
stocks for customers. Speculators 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 wait for the price to fall before buying and selling the 
stocks. The opposite - a long position - means actually owning a security or other asset: 
that is buying it and having it recorded in one's account. 

June 1: Sell 1,000 Microsoft stocks, to be delivered June 4. at current market price: $26.20 

June 3: Stock falls to $25.80. Buy 1,000 

June 4: Settlement day. Pay for 1,000 stocks @ $25.80, receive 1,000 x $26.20. Profit $300 

A short position 
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31.1 Label the graph with words from the bo:;:. Look at A opposite to help you. 

bull market crash bear market 

2 
3 ................................. . 

1984 1985 1986 1987 1988 

31.2 Answer the questions. Look at A, Band C opposite to help you. 

I How do stags make a profit? 
2 Why do some investors prefer not to receive dividends? 
3 How do you make a profit from a short position? 

31.3 Make word combinations using a word or phrase from each box. Some words can be used 
twice. Then use the correct forms of the word combinations to complete the sentences below. 
Look at Band C opposite to help you. 

make 
own 
pay 
receive 
retain 
take 

a capital gain 
a dividend 
earnings 
a position 
a profit 
securities 
tax 

I ........................... less ........................... on capital gains 
than on income. So as a sharehoIde~ I prefer 
not to ........................... a ............................ If the 
company ........................... its ........................... , I can 
........................... a ...................................................... by 
selling my shares at a profit instead. 

2 Day trading is exciting because if a share price 
falls, you can ........................... a ........................... by 
........................... a short ............................ But it's risky 
selling ........................... that you don't even 

The sculpture of a bull near the New York Stock 
Exchange 
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Influences on share prices 
Share prices depend on a number of factors: 

... the financial situation of the company 

III the situation of the industry in which the company operates 

• the state of the economy in general 

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

Prices can go up or down and the question for investors - and speculators - is: can these 
price changes be predicted, or seen in advance? When price-sensitive infonnation - news 
that affects 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 predicted. 

III The random wallk hypothesis. Prices move along a 'random walk' - this means day-to­
day changes are completely random or unpredictable. 

III The efficient market hypothesis. Share prices always accurately or exactly reflect all 
relevant information. It is therefore a waste of time to attempt to discover patterns or 
trends - general changes in behaviour - in price movements. 

I-lead 

Time Head and shoulders pattern 

III Technical analysis. Technical analysts are people who believe that studying past share 
prices does allow them to forecast future price changes. They believe that market prices 
result from the psychology of investors rather than from real economic values, so they 
look for trends in buying and selling behaviow; such as the 'head and shoulders' pattern. 

III 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. TIllS means that markets are not efficient. The true value 
reflects tl,e present value of the future income from dividends. 

Types of risk 
Analysts distinguish between systematic risk and unsystematic risk. Unsystematic risks are 
things that affect individual companies, such as production problems or a sudden fall in 
sales. Investors can reduce these by having a diversified portfolio: buying lots of different 
types of securities. Systematic risks, however, cannot be eliminated in this way. For 
example market risk cannot be avoided by diversification: if a stock market falls, all the 
shares listed on it will fall to some extent. 
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32.1 Match the two parts of the sentences. Look at A and B opposite to help you. 

The random walk theory states that 
2 The efficient market hypothesis is that 
3 Technical analysts believe that 
4 Fundamental analysts believe that 

a studying charts of past stock prices allows you to' predict future changes. 
b stocks are correctly priced so it is impossible to make a profit by finding undervalued ones. 
e you can calculate a stock's true value~ which might not be the same as its market price. 
d it is impossible to predict future changes in stock prices. 

32.2 Are the following statements true or false? Find reasons for your answers in Band C opposite. 

Fundamental analysts think that stock prices depend on psychological factors - what people 
think and feel - rather than pure economic data. 

2 Fundamental analysts say that the true value of a stock is all the income it will bring an 
investor in the future, measured at raday's money values. 

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

4 Unsystematic risks can affect an investor's entire portfolio. 

32.3 Match the theories (1-3) to the statements (a--<:). Look at B opposite to help you. 

1 fundamental analysis 
2 technical analysis 
3 efficient market hypothesis 

a 
Share prices are correct at any given time. When new information appears, 
they change to a new correct price. 

b ,-----------------------------------------~ 

c 

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

It's not only the facts about a company that matter: the stock price also 
depends on what investors think or feel about the company's future. 
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Government and corporate bonds 
Bonds are loans to local and national governments and to large companies. The holders 
of bonds generally receive fixed interest payments, once or twice a year, and get their 
money - known as the principal - back on a given maturity date. This is the date when 
the loan ends. 

Governments issue bonds to raise money and they are considered to be a risk-free 
investment. In 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 years, and Treasury 
bonds, which have a maturity of 10-30 years. (There are also short-term Treasury bills 
which have a different function: see Units 25 and 27.) 

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

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

Prices and yields 
Bonds are traded by banks which act as market makers for their customers, quoting bid 
and offer prices with a very small spread or difference between them. (See Unit 30) The 
price of bonds varies inversely widl interest rates. This means that if interest rates rise, so 
that new borrowers have to pay a higher ratc, existing bonds lose value. If interest rates 
fall, existing bonds paying a higher interest rate than the market 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 
whose interest rate varies with market interest rates. 

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

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

Bonds with a low credit rating (and a high chance of default), but paying a high interest 
rate, are called junk bonds. Some of these are known as fallen angels - bonds of 
companies that were previously in a good financial situation, while others arc issued to 
finance leveraged buyouts. (See Unit 40) 

BrE: convertible share; ArnE: convertible bond 
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33.1 Match the words in the box with the definitions below. Look at A and B opposite to help you. 

coupon 
credit rating 
gilt-edged stock 
default 
insolvent 

maturity date 
principal 
Treasury bonds 
Treasury notes 
yield 

the amount of capital making up a loan 
2 an estimation of a borrower's solvency or ability to pay debts 
3 bonds issued by the British government 
4 non-payment of interest or a loan at the scheduled time 
5 the day when a bond has to be repaid 
6 long-term bonds issued by the American government 
7 the amount of interest that a bond pays 
8 medium-term (2-10 year) bonds issued by the American government 
9 the rate of income an investor receives from a security 

10 unable to pay debts 

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

Bonds are repaid at 100% when they mature, unless the borrower is insolvent. 
2 Bondholders are guaranteed to get all d,eir money back if a company goes bankrupt. 
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 price of floating-rate notes doesn't vary very much, because they always pay market 

interest rates. 
6 The owners of convertibles have to change them into shares. 
7 Some bonds do not pay interest, but are repaid at above their selling price. 
8 Junl( bonds have a high credit rating, and a relatively low chance of default. 

33.3 Answer the questions. Look at A, Band C opposite to help you. 

1 Which is the safest for an investor? 
A a corporate bond B a junlc bond C a government bond 

2 Which is the cheapest way for a company to raise money? 
A a bank loan B an ordinary bond C a convertible 

3 Which gives d,e highest potential return to an investor? 
A a corporate bond B a junk bond C a government bond 

4 Which is the most profitable for an investor if interest rates rise? 
A a Treasury bond B a floating-rate note C a Treasury note 
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III Futures 

74 

Commodity futures 
Forward and futures contracts are agreements to 
sell an asset 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 metals (aluminium, 
copper, lead, nickel and zinc), preciolls metals 
(gold, silver, platinum and palladium) and oil. 
These products are known as commodities. 
Futures were invented to enable regular buyers 
and sellers of commodities to protect dlcmselves against losses or to hedge against future 
changes in the price. If they both agree to hedge, the seller (e.g. an orange grower) is 
protected from a fall in price and the buyer (e.g. an orange juice manufacturer) is 
protected from a rise in price. 

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

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

I BrE: aluminium; ArnE: aluminum I 
Financial futures 
More recently, financial futures have been developed. These are standardized contracts, 
traded on exchanges, to buy and sell financial assets. Financial assets such as currencies, 
interest rates, stocks and stock market indexes fluctuate - continuously vary - so financial 
futures are used to fix a value for a specified future date (e.g. sell euros for dollars at a 
rate of € 1 for $1.20 on June 30). 

III Currency futures and forwards are contracts that specify the price at which a certain 
currency will be bought or sold on a specified date. 

• Interest rate futures are agreements between banks and investors and companies to issue 
fi.xed income securities (bonds, certificates of deposit, money market deposits, etc.) at a 
future date. 

III Stock futures fix a price for a stock and stock index futures fix a value for an index (e.g. 
the Dow Jones or the FTSE) on a certain date. They are alternatives to buying the stocks 
or shares themselves. 

Like futures for physical commodities, financial futures can be used both to hedge and to 
speculate. Obviously the buyer and seller of a financial future have different opinions 
about what will happen to exchange rates, interest rates and stock prices. They are both 
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 amOLmt of 
money gained by one party will be the same as tI,e sum lost by the other. 
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34.1 Match the words in the box with the definitions below. Look at A opposite to help you. 

backwardation 
to hedge 

commodities 
over-the-counter 

forwards 
spot price 

futures 

the price for the immediate purchase and delivery of a commodity 
2 the situation when the current price is higher than the future price 
3 adjective describing a contract made betw'een two businesses~ not using an exchange 
4 contracts for non-standardized quantities or time periods 
5 physical substances, such as food, fuel and metals, that can be bought or sold with futures 

contracts 
6 to protect yourself against loss 
7 contracts to buy or sell standardized quantities 

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

A Commodity futures allow 
B Interest rate futures allow 
C Currency futures allow 

u banks 
v comparues 
w farmers 

x food manufacturers 
y importers 
z investors 

........................................................................ to charge a consistent price for their products. 
2 ........................................................................ to be sure of the rate they will get on bonds which could be 

issued at a different rate in the future. 
3 ........................................................................ to know at what price they can borrow money to finance 

new projects. 
4 ........................................................................ to make plans knowing what price they will get for their crops. 
5 ........................................................................ to offer fixed lending rates. 
6 ........................................................................ to remove exchange rate risks from future international 

purchases. 

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

Financial futures were created because exchange rates, interest rates and stock prices all 
regularly change. 

2 Interest rate futures are related to stocks and shares. 
3 Financial futures contracts allow companies to protect themselves against short-term changes 

in exchange rates. 
4 You can only hedge if someone who expects a price to move in the opposite direction is 

willing to buy or sell a contract. 
5 Both parties can make money out of dIe same futures contract. 
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Derivatives 

Options 
Derivatives are financial products whose value 
depends on - or is derived from - another 
financial product, such as a stock, a stock 
market index, or interest rate payments. They 
can be used to manage the risks 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) except 
that they give the right - give the possibility, but 
not the obligation - to buy or sell an asset in 
the future (e.g. 1,000 General Electric stocks on 
31 March). If you buy a call option it gives you 
the right to buy an asset for a specific price, 

", . . .' 

REMEMBER: 
EJ£VA1l)RS MAY GO 
DOW~ AS WELl AS UP 

either at any time before the option ends or on a specific future date. However, if you buy 
a put option, it gives you the right to sell an asset at a specific price within a specified 
period or on a specific future date. Investors can buy put options to hedge against falls in 
the price of stocks. 

In-tile-money and out-of-tlle-money 
Selling or writing options contracts involves d,e obligation either to deliver or to buy 
assets, if the buyer exercises the option - chooses to make d,e trade. For dlis the seller 
(writer) receives a fee called a prenlium from the buyer. But writers of options do not 
expect them to be exercised. For e.xample, if you expect the price of a stock to rise from 
100 to 120, YOll can buy a call option giving the right to buy the stock at 110. If the 
stock price does not rise to 110, you will not exercise the option, and the seller of the 
option will gain the premium. Your option will be out-of-the-money, as the stock is 
trading at below d,e strike price or exercise price of 110, the price stated in the option. If, 
on the other hand, the stock price rises above 110, you are in-thc-money: you can 
exercise the option and YOll will gain the difference between the current market price and 
110. If the market moves in an unexpected direction, the writers of options 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 at a particular price, probably higher than the current market 
price. They are usually issued along with bonds, but they can generally be detached from 
the bonds and traded separately. Unlike call options, which last three, six or nine months, 
warrants have long maturities of up to ten years. 

Swaps are arrangements between institutions to exchange interest rates or currencies (e.g. 
dollars for yen). For example, a company that has borrowed money by issuing floating­
rate notes (see Unit 33) could protect itself from a rise in interest rates by arranging with 
a bank to swap its floating-rate payments for a fixed-rate payment, if the bank expected 
interest rates to fall. 
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35.1 Match the two parts of the sentences. Look at A opposite to help you. 

1 The price of a derivative always depends on 
2 Options can be used to hedge against 
3 A call option gives its owner 
4 A put option gives its owner 

a future price changes. 
b the right to buy something. 
c the price of another financial product. 
d the right to sell something. 

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

1 If you expect the price of a stock to rise, you can a buy a call option. 
b sell a call option. 
c buy a put option. 
d sell a put option. 

2 If you expect the price of a stock to fall, you can a buy a call option. 
b sell a call option. 
c buy a put option. 
d sell a put option. 

3 If an option is out-of-the-money it will a be exercised. 
b not be exercised. 

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

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

35.3 Complete the definitions. Look at A, Band C opposite to help you. 

.......................... are like call 
options, but with much 
longer time spans. 

2..----------; 

give the right to sell 
securities at a fixed price 
within a specified period. 

35.4 Complete these sentences using words from A, Band C opposite. 

3 
.......................... can be used 
to speculate on interest 
rate movements. 

1 If your put option is out-of-the-money, the seller will gain the ........................... . 
2 You only exercise a call option if the market price is higher than the ........................... . 
3 If I expect a stock price to go up in the short term, I buy ...................................................... instead of 

the stock. 
4 IfI expect a big company's stock price to go up in the long term, I sometimes buy their 

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

Ove.r' . .f-o '101l ~ 
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 
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Allocating and diversifying assets 
These are a student's notes from a lecture about asset management . 

. ,------------------------------, 
WHATI Asset management;s managing financial assets for 
institutions or individuals. 
WHO? Pension funds and insurance companies manage huge 
amounts of money. Private banks specialize in managing portfolios 
of wealthy individuals. Unit trusts invest money for smaLL investors 
in a range of securities. 
HOW? Asset managers have to dedde how to allocate funds they're 
responsibLe for: how much to invest in shares, mutual funds, bonds, 
cash, foreign currencies, precious metals, or other types of investments. 
WHY? Asset allocation decisions depend on objectives and size of 
the portfolio (see below). The portfolio's objectives determine the 
returns expected or needed, and the acceptable level of risk. The 
best way to reduce exposure to risk is to diversify the portfolio -
easier and cheaper for a large portfolio than a small one. 

I BrE: unit trusts; ArnE: mutual funds I 

Types of investor 

Investors have different goals or objectives. 

pDttfolLo, oll t"e 
~Ii\.vestl'\.tevd:s neld btl Cili\. 
~lI\.dLv~dt.tCil ~V\..vestor or 
DYgClll\.~ZClHoli\. 

seclttn.ti.e.s: Cl geVlerClL 
lI\.C!lIW! for shm'-es, boll\.ds 
ClVld other trC!dCibLe 
fi,-lI\.C!lI\.dC!l assets 

CiLlocCite: to dLs.tribL<.te 
Clccordi.~ tD Ci pLClV\.. 

cH.verst.fu: to bt.<.tJ Ci wide 
vm-letfj of ctlff",,,t 
sect.<.ri.Hes 

• Some want regular income from the investments - less concerned with size of their capital. 

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

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

Active and passive investment 

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

BrE: index-linked fund; ArnE: tracker fund 
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36.1 Find nonns 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. 

0umu'~ ................. . 

~lIocat~ 

I don't want to pay a bank to .......................... my .......................... ; I can do it myself. 
2 I have lots of different types of securities, because I decided to .......................... my .......................... . 
3 As an asset manageJ; I discuss clients' needs and objectives and then we decide how to 

.......................... their .......................... . 
4 If my clients want to .................................................... , I take more risks, and buy a lot of stocks. 

36.2 Match the investment goals (1-3) with the statements (a--<:). Look at B opposite to help yon. 

1 capital preservation 
2 growth 
3 income 

a 
I want to accumulate wealdl, but I lmow that this means taking risks and buying 
securities with volatile prices that could go down as well as up. 

b 
I want a regular return every year, because I need that money, even if this means 
I might have to risk losing some of my capital. 

c 
I definitely don't want to risk losing any of my capital, even if this means d1at 
some years I get a very low return. 

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

1 The value of index-linked fnnds will change frequendy 
2 Private banks 
3 Asset managers buy more bonds than shares 
4 Mutual funds 
5 Asset managers buy more shares than bonds 

a if the client wants to avoid risks. 
b diversify the money of small investors. 
c if the whole market is volatile. 
d manage d,e investments of rich investors. 
e if the client hopes to accumulate capital. 
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FJ Hedge funds and structured products 
_ Hedge funds 

Hedge funds are private investment funds for wealthy investors, run by partners who 
have made big personal investments in the fund. They pool or put together their money 
and investors' money and trade in securities and derivatives, and try to get high returns 
whedler markets move up or down. They are able to make big profits, but also big losses 
if things go wrong. Despite d,eir name, hedge funds do not necessarily use hedging 
techniques - protecting dlemselves against future 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 follow as many rules as mutual funds. 

_ Leverage, short-selling and arbitrage 
Most hedge funds use gearing or leverage, which means borrowing money as well as 
llsing their own funds, to increase the amount of capital available for investment. In this 
way, me fund can hold much larger positions or investments. Hedge funds invest where 
they see opportunities to make short-term profits, generally using a wide range of 
derivative contracts such as options and swaps. (See Unit 35) They take a long position 
by buying securities that they believe will increase in value. At the same time, they sell 
securities d,ey think will decrease in value, but which they have not yet purchased. This is 
called taking a short position. If d,e price does fall, mey can buy them at a lower price, 
and then sell them at a profit. 

Hedge funds also use arbitrage, which means sinlUltaneously purchasing a security or 
currency in one market and selling it, or a related derivative product, in another market, 
at a slighdy higher price. In this way investors can profit from price differences between 
me 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 to make a 
significant profit . 

.. Structured products 

80 

Investors who do not have sufficient funds to join a hedge fund can buy structured 
products from banks. These are customized - individualized or non-standard - over-the­
counter financial instruments. They use derivative products (futures, forwards, options, 
warrants, etc.) in a way similar to hedge funds, depending on the customer's requirements 
and changes in the markets. 

-----------------

"The bad news is it's all our clients' money." 
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37.1 Match d,e verbs in d,e box wid, the definitions below. Look at A and B opposite to help you. 

to leverage to pool 
to take a long position to take a short position 

to put several people's resources together for shared use 
2 to purchase securities, expecting their price to rise 
3 to use borrowed money as well as one's own money to increase the size of one's investments 
4 to sell securities that one has not yet purchased, anticipating that d,eir price will fall 

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

1 Hedge funds are so named because they protect against losses. 
2 Hedge funds use their investors' money as well as borrowed money. 
3 Hedge funds concentrate on making long-term investments. 
4 The fact d,at investors can make a profit from arbitrage shows that markets are not perfecdy 

efficient. 
5 Structured products are individualized financial instruments offered by hedge funds. 

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

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: 

• Gapital 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 (seiling) options over an underlying 
asset. The premium from the written option provides the additional income yield. 

• Full Participation - These are products that have sirnilarrisk characteristics as the 
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. 

I . 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. 
L_._._. __ ..... __ ... __ .. _. ___ ... __ ... _._ .. _ .. _. __ .. ____ .. __ .... ___ ._ ..... _. __ . __ .. _ ..... ___ . ___ . 

Which group of structured products would you use if: 

you wanted the chance of big returns with only a small investment now? 
2 you didn't want to lose any of your money? 
3 you wanted to trade in a particular combination of assets? 
4 you wanted d,e highest return? 
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II Describing charts and graphs 

Increase and decrease 

_________ _ Upward movement _____________ _ 
Verbs Nouns 

to rise to increase 
to grow to climb 
to improve';' to get better''" 
"(only for positive situations) 

The 'bas-ic 'income'taX rate::: i 
will rise Jrom 25% to 28% .. l 
': ....... "'~"""~.+,.< .• , .. , •.• ~ 

a rise an mcrease 
a growth an improvement';' 
* (only for positive situations) 

ABC sales improved last 
year by 10% to $lm. 

Downward movement 

The UK inflation rate 
has climbed to 3%. 

-------- --------------- -- ----------- - - ---
Verbs Nouns 

to fall to decline 
to decrease to drop 
to deteriorate" to get worse'!-
"(only for negative situations) 

Travel agents are expecting a 4% 
fall in prices. 

Rate of change 

a fall 
a decrease 
a deterioration II-

a decline 
a drop 

"(only for negative situations) 

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

Large changes Fast changes Regular changes 

considerable - considerably 
dramatic - dramatically 
sharp - sharply 
significant - significantly 
substantial- substantially 

abrupt - abruptly 
quick - quicldy 
rapid - rapidly 
sudden - suddenly 

Small changes Slow changes 

moderate - moderately 
slight - slightly 

slow - slowly 

gradual - gradually 
steady - steadily 

High points, low points, and staying the same 

To reach the highest point and then go down To reach the lowest point and then rise 

to peak to hit bottom 
to top out 
to reach a peak 
to reach a maximum 

to bottom out '" / 
to reach a low point "" 

To stay at the same level on the graph or chart To go up and down contin'uously 

to remain stable 
to stabilize 
to remain constant 

82 to level off 

to fluctuate 



38.1 Match the graphs (1-3) to the descriptions (a-c). Look at A, Band C opposite to help you. 

38.2 

650 

600 

550 

500 

450 
400 
350 

I 

~I 
1\ 

V \ 
V 

01 02 

r' 
r-1 v\f 

Vft- -

, 
03 04 

2 3 

1 05-rr---'---"'-1~~=~-':'--':'-'" 
90-l'rl,..-+-.......j 

75 

60-l1--"Lj--lIC+T>Pj 

45-tt---r--V-\'cf 

30~-+-+-+-~ 
01 02 03 04 

90 

80 

70 

60 

50 

40 

I 

1 

I 
01 

J 
I V 

tJ 
yv "V lj 

02 03 04 

a After peaking early in 2001, Deutsche Bank shares declined for nearly two years, apart from a 
slight rise in the autumn of 2001. They bottomed out in early 2003, and climbed steadily for 
most of the year. They fell again in the summer of 2004, but the end of the year saw an 
improvement. 

b Following a sharp fall early in 2001, UBS shares were up and down for a couple of years, 
reaching a low of CHF40 in September 2001. They improved steadily in 2003 and after a 
moderate drop in the middle of 2004 they began to increase again. 

e Barclays shares reached a peak in spring 2002, and then fell steadily for six months, before 
rising slightly and then dropping again until the end of the year. However, 2003, saw an 
almost uninterrupted growth, which despite a couple of moderate falls continued in 2004. 

Complete the text describing the graph with 
words from the box. Look at A, Band C 
opposite to help you. 

grew slowly 
remained stable 
sharp increases 

increased rapidly 
risen regularly 

The number of hedge funds (1) .................... . 
..................... in 1991-92 but has (2) .................... . 
..................... ever since. Although the number of 
funds (3) .......................................... between 1992 and 
1997 the assets of the funds only (4) .................... . 
...................... There were (5) .......................................... in 
hedge funds' total assets in 1999 and 2003. 

Growth of hedge funds 
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38.3 Describe the graph showing the price 
of gold. Look at A, Band C opposite 
to help you. 
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1m Mergers and takeovers 

_ Mergers, takeovers and joint ventures 

84 

In the modem business world, the ownership of companies often changes. Tills can happen in 
different ways: 

• a merger; this is when two companies join together to form a new one (e.g. Exxon and 
Mobil, America Online and Tune Warner). 

II a takeover or acquisition: this is when one company buys another one (e.g. Vodafone and. 
Mannesmann, Daimler-Benz and Chrysler). This can happen in two ways. Firstly, a 
company can offer to buy all the shareholders' shares at a certain price (higher than the 
market price) during a limited period of time. This is called a takeover bid. Secondly, a 
company can buy as many shares as possible on the stock market, hoping to gain a 
majority. This is called a raid. 

Investment banks have mergers and acquisitions 
(M&A) departments that 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 Sony Ericsson, which makes 
mobile phones. 

Hostile or friendly? 

"Well the merger is over, now 
the takeover starts." 

There are two types of takeover bid. If a company's board of directors agrees to a 
takeover, it is a friendly bid (and if the shareholders agree to sell, it becomes a friendly 
takeover). If the company does not want to be taken over, it is a hostile bid (and if 
successful, a hostile takeover). Companies have various ways of defending themselves 
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 at a big discount. This reduces the holding of the 
company attempting the takeover, and makes the takeover much more expensive. 

Integration 
Horizontal integration is when a company gets bigger by acquiring competitors in the 
same field of activity. Vertical integration is acquiring companies involved in other parts 
of the supply chain, usually to make cost savings. There are two possibilities: backward 
integration is acquiring suppliers of raw materials or components; forward integration is 
buying distributors or retail outlets. Companies can also buy businesses in completely 
different fields, which is lmown as diversification. This can be done to reduce tl,e risk 
involved in operating in only one industry - but diversifying into completely different 
industries is a risk itself. 
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39.1 Complete the sentences. Look at A opposite to help you. 

1 I want to work in the mergers and ........................................ department of an investment banle in 
New York. 

2 Beverage Partners Worldwide is a ........................................ between the Coca-Cola and Nestle 
companies, making ready-to-drink teas and coffees. 

3 After their ........................................ , Union Bank of Switzerland and Swiss Bank Corporation had 
combined assets of $600bn. 

4 We started with a ........................................ , buying all the stocks available on the stock exchange. 
That got us 15% of their stocks. Then we made a ........................................ , offering 20% above the 
market price, and bought another 40% of the company. 

39.2 Complete the sentences. Look at B opposite to help you. 

Telecom !talia is looking for a ..................................... to reSClle it from a .................................... . 
takeover by rival Olivetti. 

2 
Coloni~1 has agreed tiJ a ... ,.: .................... _ ........ takeover by Commonwealth Bank. 

3 
Mackenzie Financial Corp is planning a huge rights issl1e as a ..................................... to fightoif 
C. L FundManagement's takeoveroifer. .. . . 

39.3 Match the newspaper headlines (1-5) with the processes (a-e). Look at C opposite to help you. 

2 

3 

4 

5 

Shell Purchases 30 Gas Stations 

Hotel Chain to Buy Furniture 
Manufacturer to Supply Its New Hotels 

Electrical Retailer Dixons Bids 
for High Street Competitor Currys 

", ; - ,,' . ' .. 
.. ~" .. ,,"."- .. -;.~.,.,~~=~~~-~: 

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

a horizontal integration 
b vertical integration 
c forward integration 
d backward integration 
e diversification 
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1m Leveraged buyouts 

86 

Conglomerates 
A serie-s of takeovers can result in a parent company controlling a number of subsidiaries: 
smaller companies that it owns. When d,e subsidiaries operate in many different business 
areas, the company is known as a conglomerate. 

But large conglomerates can become inefficient. Top executives often leave after hostile 
takeovers, and too much diversification means the company is no longer concentrating on 
its core business: its central and most important activity. Takeovers do not always result 
in synergy: combined production or productivity that is greater than the sum of the 
separate parts. In fact, statistics show that most mergers and acquisitions reduce rather 
than increase a company's value. 

An inefficient conglomerate whose profits are too low can have a low stock price, and its 
market capitalization - the total market price of all its ordinary shares - can fall below 
the value of its assets, including land, buildings and pension funds. If this happens, it 
becomes profitable for another company to buy d,e conglomerate and either split it up 
and sell it as individual companies, or close the companies and sell the assets. This 
practice, common in the USA but rare in Europe or Asia, is called asset-stripping. It 
shows that stock markets are not always efficient (see Unit 30), and iliat companies can 
sometimes be undervalued or underpriced: d,e price of their shares on the stock market 
can be too low. Some people argue that asset-stripping is a good way of using capital 
more efficiently; others argue that it is an unfortunate activity that destroys companies 
and jobs. 

Raiders 
If corporate raiders - individuals or companies that want to take over other companies -
borrow money to do so, usually by issuing bonds, d,e takeover is called a leveraged 
buyout or LBO. Leveraged means largely financed by borrowed capital. After the 
takeoveJ; 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 iliey are risley: it 
may not be possible to sell the subsidiaries at a profit. But, because of the risk, these 
bonds pay a high interest rate, so some invesrors are happy to buy them. 

Sometimes a company's own managers want to 
buy the company, and re-organize it. This is a 
management buyout or MBO. If the buyout is 
financed by issuing preference shares and 
convertibles, this is called mezzanine financing 
as it is, in a sense, halfway between debt and 
equity. (See Unit 28 for another use of 
'mezzanine financing'.) 
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40.1 Match the words in the box with the definitions below. Look at A and B opposite to help you. 

asset-stripping 
parent company 

core business 
subsidiaries 

leveraged 
synergy 

market capitalization 

a company that owns or controls one or more other companies 
2 the main activity of a company 
3 buying a company in order to sell some of its assets 
4 companies partly or wholly owned by another company 
5 having a lot of borrowed money compared to one's own funds 
6 the total value of a company on the stock exchange 
7 two things working together that produce an effect greater than rhe sum of rheir individual 

effects 

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

1 Large conglomerates formed by takeovers 
2 If a conglomerate diversifies and doesn't concentrate on its core business~ 
3 An inefficient conglomerate's stock market value 
4 If a company is worth less than its assets, 
5 Raiders do not need to have very much money of their own if 

a can be less than the sale value of all its assets. 
b can become inefficient, especially if they are very diversified. 
c they use leverage, and issue junk bonds. 
d there might not be synergies among all its different activities. 
e you can make a profit by buying it and selling the parts. 

40.3 Put the sequence of events in rhe correct ordel: The first stage is a. Look at B opposite to help you. 

a Corporate raiders calculate that a large company is undervalued. 
b Investors buy the bonds because rhey pay a high interest rate. 
c The new owners sell some of the company's subsidiaries. 
d The new owners repay the bondholders. 
e The raiders buy the company. 
f The raiders issue bonds to raise capital to buy the company. 

1 I" 2 3 4 5 6 
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!II Financial planning 

88 

Financing new investments 

Discounted cash flows 

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

'Financial planning involves calculating whether 
new projects would be profitable. We have to 
calculate the probable rate of return: the amount 
of income we'd receive each year from the 
investment, expressed as a percentage of the total 
amount invested. If we're going to finance a 
project with our own money, the rate of return 
must be at least as high as we could get by 
depositing d,e money in a bank instead, or by 
making another risk-free investment, like buying 
government bonds. 

If we need to borrow money to finance a 
new investment, its projected rate of 
return has to be higher than the cost of 
capital - d,e amount we have to pay to 
borrow the money.' 

'We usually calculate the discounted cash flow value of an investment. Tills means 
discounting or reducing future cash flows to get their present values - in other words, 
calculating the present value of money to be received in the future. This is because me 
value of money decreases over time. Firstly, there's nearly always inflation, so cash will 
have lower purchasing power in the future: you'll be able to buy less wim me same 
amount of money. And secondly, if you had d,e money now, you could get income by 
using or investing it. The return we could get by investing the money in other ways is the 
opportunity cost of capital. So waiting for money is also a cost. This is the time value of 
money: how much more it is worth to receive money now rather than in the future.' 

Comparing investment returns 
'If we have to choose among possible investments in new projects1 we work out the net 
present value (NPV) of each project by adding up all the expected cash flows, discounted 
to their present value1 minus the initial investment. To do this, we have to select a 
discount rate or capitalization rate. This is usually the interest rate we pay for borrowing 
the capital, but we could increase it if mere'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 yield 1.61 times its 
original value. So you get back $1,610, including $610 compound interest. A discount 
rate of 10% has a discount factor of one divided by 1.61, which is 0.62. So $620 invested 
now will be worth $1,000 in five years if it's invested at 10%. 

When we're comparing alternative investments, we also calculate the internal rate of 
return (IRR). That's the interest rate or discount rate that gives a net present value of zero 
in today's money values. In other words, the present value of the cash d,at we're going to 

receive from an investment is the same as the present value of borrowing that cash. We 
normally choose the investment with the highest IRR.' 
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41 .1 Match the words in the box with the definitions below. Look at A, Band C opposite to help you. 

discount rate 
purchasing power 

discounted cash flow 
rate of return 

a series of future earnings converted to their va~ue today 

internal rate of return 
time value of money 

2 the annual percentage amount of income received from an investment 
3 the interest rate an investment earns when the present value of all costs equals the present 

value of all returns 
4 the difference between the value of money held now, and its value if it is received in the 

future, because it could be invested during that period 
5 the value of money, measured by the quantity (and quality) of products and services it can 

buy 
6 the interest rate used to calculate the present value of furure cash flows 

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

If a company uses its own money for a new project, there is no opportunity cost of capital. 
2 A project financed by borrowed money requires a rate of return higher than the cost of 

capital. 
3 Because of inflation, money will usually be worth more in the furure than at the present. 
4 The longer you have to wait for investment returns, the less their present value is. 

41 .3 Match the two parts of the sentences. Look at Band C opposite to help you. 

Future cash flows are usually discounted 
2 If a project seems to be particularly risky or uncertain, 
3 Money you possess now is worth more than money received in the future, because 
4 The net present value of a project is the sum of all the returns it is expected to provide, 
5 When choosing among potential investments, 

a businesses look for the one with the highest internal rate of return. 
b by the cost of the capital involved in the investment. 
c discounted to their current value. 
d it can earn interest in that time~ and there might be inflation. 
e you can increase the discount rate you use in your calculations. 
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R Financial regulation and supervision 

90 

Government regulation 
Mei Lee is the compliance officer at a large US bank with 
subsidiaries in major financial centres: she has to make sure 
that everybody obeys government regulations and follows 
internal procedures. 

'The financial services industry was deregnlated in the 1980s: 
lots of government controls were removed to make the market 
freer and more efficient. But a lot of regulations still exist. 
We're still regulated and supervised by government agencies. 
For example, in Britain there's the Financial Services Authority 
(FSA), and here in the States there's the Federal Reserve (or the 
Fed) and the Securities and Exchange Commission (SEC). 

The Fed supervises banks, and the SEC tries to protect investors by requiring full 
disclosure: it makes sure that public companies make all significant financial information 
available. And it tries to prevent fraudulent or illegal practices in the securities markets, 
such as companies artificially raising their stock price by using dishonest accounting 
methods or issuing false information.' 

Internal controls 
'1 have to make sure no one here does any insider trading or dealing - buying or selling 
securities when they have confidential or secret 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 opportunities for profitable insider dealing, 
but we try to keep what we call "Chinese walls" around departments that have 
confidential information. This means having strict rules about not using or spreading 
information. 

Another tlling 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 to win investment banking business from a company, their analysts in the 
research department could produce inaccurate reports exaggerating the client company's 
Iinancial situation and prospects. This could lead the fund management and stockbroking 
departments to buy securities in that company, or recommend them to clients, because of 
false information.' 

Sarbanes-Oxley 
'Because of lots of serious conflicts of interest in banks, the US government passed the 
Sarbanes-Oxley Act in 2002. This requires research analysts to disclose whetller tl,ey 
hold any securities in a company they write a research report about, and whether they 
have been paid by the company. 

Another outcome of Sarbanes-Oxley was the establishment of a board to oversee or 
supervise the auditing of public companies, and to prevent auditors doing non-audit 
services while they're auditing a company. That's because an auditing firm that is also 
doing lucrative - profitable - consulting work with a company might be tempted not to 
audit the accounts very carefully, and to ignore evidence of illegal practices or "creative 
accounting". (See Unit 3) 

Another part of my job is making sure no criminal organization uses us for money 
laundering - converting illegal or crinllnal funds into what looks like legitimate or legal 
income, by passing it through a lot of transactions, companies and bank accounts.' 
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42.1 Match the words in the box with the definitions below. Look at A, Band C opposite to help you. 

compliance 
money laundering 

disclosure 
price-sensitive 

fraudulent 
oversee 

insider dealing 

adjective meaning able to influence or change a,price 
2 behaving according to regulations, rules, policies, procedures, etc. 
3 buying or selling stocks when you have confidential information about a company 
4 disguising the source of money acquired from criminal activities 
5 adjective meaning dishonest and illegal (intending to get money by deceiving people) 
6 giving investors and customers all the information they need 
7 to watch something to make certain that it is being done correctly 

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

Criminal organizations try to hide the origin of illegally received money 
2 People with privileged, confidential information about a stock could make money 
3 Some banks might try to get business from companies, e.g. issuing stocks and bonds, 
4 Some companies might try to make their auditors less rigorolis 
5 Some companies try to raise their stock price 

a by acting on t1,at information and buying and selling the stock. 
b by also paying them to do consulting work. 
c by moving it through lots of different companies and banl, accounts. 
d by not following accepted accounting methods or by publishing false information. 
e by publishing reports that overstate the companies' financial health. 

42.3 Complete the newspaper headlines with words from the box. Look at A, Band C 
opposite to help you. 

2 

3 

Chinese walls 
deregulation 

compliance officer 
insider traders 

FSA warns that criminal gangs are V 

still ......................................... through I 
bureaux de change , 

-,."ft-,~.<.~,~ .. !",'C=_~,."-;.""'''"0':, • .",.. . .ff.I':~~:.-:.,. .•. ,,_J 

Sarbanes-Oxley has greatly reduced 
......................................... for auditing finns, 
report says 

Senator says even the smallest 
financial company needs a 

4 

5 

6 

conflicts of interest 
laundering money 

FSA says it's time to get tough on 
..................................... _.: they are almost 
never prosecuted 

Fed says .... ;, ..................... : ............. not 
fUnctioning In investment banks: 
suspicious trading is increasing 

25 years after ........................................ . 
bankers say there's still too much 
goveITIIilent control 
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92 

Trade 
Most economists 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 output produced per unit of an input (e.g. raw material, labour). 

Countries can have an absolute advantage - so that they are the cheapest in the world, or 
a comparative advantage - so that they are only more efficient than some other countries 
in producing certain goods or services. TillS can be because they have raw materials, a 
particular climate, qualified labour (skilled workers), and economies of scale - reduced 
production costs because of large-scale production. 

Balance of payments 
hnports are goods or services bought from a foreign 
country. Exports are goods or services sold to a foreign 
country. 

A country that exports more goods than it imports has 
a positive balance of trade or a trade surplus. The 
opposite is a negative balance of trade or a trade 
deficit. Trade in goods is sometimes called visible trade. 
Services such as banking, insurance and tourism are 
sometimes called invisible imports and exports. Adding 
invisibles to the balance of trade gives a country's 
balance of payments. 

BrE: visible trade; ArnE: merchandise trade 

Protectionism 

"Good invisible export figures 
this quarter, sir." 

Governments, unlike most economists, often want to protect variolls areas of the economy. 
These include agriculture - so that the country is certain to have food - and other strategic 
industties that would be necessary if there was a war and international trade became 
impossible. Governments also want to protect other industries that provide a lot of jobs. 

Many governments impose tariffs or import taxes on goods from abroad, to make them 
more expensive and to encourage people to buy local products instead. However, there 
are an increasing number of free trade areas, without any import tariffs, in Europe, 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 products. 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 restrict 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. Variolls international agreements also forbid dumping - selling 
goods abroad at below cost price in order to destroy or weaken competitors or to earn 
foreign currency to pay for necessary imports. 
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43.1 Complete the crossword. Look at A, Band C opposite to help you . ., 
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Across 
2 Countries that export a lot of oil or manufactured goods tend to have a positive ............. . 

(7,2,5) 
5 A country exporting more than it imports has a trade .............. (7) 
6 In a free trade areal governments cannot impose a ............. on imports. (6) 
8 A limit to the quantity of goods tilat can be imported is a .............. (5) 

10 and 9 down Adding trade in services to trade in goods gives you the ............. of .............. (7,8) 
11 Billions of dollars leave the USA every year because the country has a big trade .............. (7) 
14 Artempting to reduce imports in favour of local production is called .............. (13) 
15 The import and export of goods is called ............. trade. (7) 

Down 
1 Producing in large quantities becomes cheaper because of economies of .............. (5) 
3 and 4 If a country can produce something more cheaply than anywhere else in the world it 

has an .............. (8,9) 
7 Many economists encourage governments to abolish import taxes and have completely 

.............. (4,5) 
9 See 10 across. 

11 A number of international agreements make it illegal to ............. goods on foreign markets 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 established rules of trade 
between nations. (3) 
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!II Exchange rates 

94 

Why exchange rates change 
An exchange rate is the price at which one currency can be exchanged for another (e.g. 
how many yen are needed to buy a euro). In theory, exchange rates should be at the level 
that gives purchasing power parity (PPP). This means 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 
different countries. So if the price level in a country increases because of inflation, its 
currency should depreciate - its exchange rate should go down in order to return to PPP. 
For example, if inflation increases in the US, the dollar exchange rate should go down so 
that it takes more dollars to buy the same products in oti,er countries. 

In fact, PPP does not work, as exchange rates can change due to currency speculation­
buying currencies in the hope of making a profit. Financial institutions, companies and 
rich individuals all buy currencies, looking for high interest rates or shott-term capital 
gains if a currency increases in value or appreciates. This means exchange rates change 
due to speculation rather than PPP. Over 95% of the world's currency transactions are 
purely speculative, and not related to trade. Banks and currency traders make 
considerable profits from the spread between a currency's buying and selling prices. 

Fixed and floating rates 
For 25 years after World War II, the levels of most major currencies were determined by 
governments. They were fixed or pegged against ti,e US dollar (e.g. from 1946-67, one 
pound was worth $2.80), and the dollar was pegged against gold. One dollar was worth 
one thirty-fifth of an onnce 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 Fnnd 
agreed. Pegging against the dollar ended in 1971, because following inflation in the USA, 
the Federal Reserve did not have enough gold to guarantee the American currency. 

Since ti,e early 1970s, there has been a system of floating exchange rates in most western 
countries. This means ti,at exchange rates are determined by people buying and selling 
currencies in the foreign exchange markets. A freely floating exchange rate means one 
which is determined by market 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 European countries are no longer a problem. But the euro continues to fluctuate 
against ti,e US dollar, the Japanese yen and other currencies. 

Government intervention 
Governments and central banks sometimes try 
to change the value of their currency. They 
intervene in exchange markets, using foreign 
currency reserves to buy their own currency -
in order to raise its value - or selling to lower it. 
The resulting rates are known as managed 
floating exchange rates. But speculators 
generally have a lot more money tilan a 
government has in its reserves of foreign 
currency, so central banks or governments only 
have limited power to influence exchange rates. 
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44.1 Are the following statements true or false? Find reasons for your answers in A and B opposite. 

1 Purchasing power parity 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 Speculators generally sell currencies if their interest rate rises. 
5 Currency traders offer different buying 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 to be fixed; now they float. 
9 If more people want to buy a currency than sell it, its price will go down. 

44.2 Complete the table with words from A, Band C opposite and related forms. Put a stress 
mark in front of the stressed syllable in each word. The first one has been done for you. 

Verb Noun(s) Noun for people Adjective 

appreci 1ation - -

- converted 

depreciate - -
- interventionary 

speculative 

44.3 Complete the newspaper headlines with the correct forms of words from 44.2 above. 

2 

3 

4 

5 

6 

us illflat.ion wiUcausedollar to· ............................ : ......... i..yeconomisl:siNa~1l 

Top economists saycllJ:'rency. undervalued,call for government 
to allow itto .......... L ...... ,; ................. 5-10% 

Increasing currency ......................................... is making exchange rates 
more volatile 

Common currency: Economic consultant says ........................ i.. ............. . 
pound to euro would cost British businesses £l2bn 

Chinese experts say the ......................................... betting on revaluation are 

threatening the economy 

:',' __ :', ' , , ,'_ :, : '" 'i; 

Central bank not expected to ................... , ............. ; ....... in currency. crisis . ...... ! 
".,.. ''' .. ~~,...,,_~~#'7'--,.,,~'7'y'~--' "·-3,_,;fy;,'~.,.,:".h·,·v.". -.::',~~:.~_~"'''~"'''":,~~J 

OVe-r -rOtjOll ~ 
What has happened to the valueof your currency in the pastfew years? What do you think 
were the probable causes of any changes? 
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m Financing international trade 

Documentary credits 
A company which sells goods or services to other countries is known a5 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. TIllS is a 
written promise by a banle to pay a certain amount to the seiler, within a fixed period, 
when the bank receives instructions from the buyer. 

Documentary credits have a standard form. They generally contain: 

.. a short description of the goods 

.. a list of shipping documents required to obtain payment (see C below) 

.. a final shipping date 

.. a final date (or expiration date) for presenting the documents to the banle 

Documentary credits are usually irrevocable, meaning that they cannot be changed unless 
all the parties involved agree. Irrevocable credits guarantee that the bank wlllch 
establishes the letter of credit will pay the seller if the documents are presented witiiln tile 
agreed time. 

_ Bills of exchange 

96 

Another metilOd 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 date. When the bill matures, the inlporter pays the money to its banlc, 
which transfers the money to the exporter's bank. This banle tilen pays the money to the 
exporter after deducting its charges. 

A bank may agree to endorse or accept a bill of exchange before it matures. To endorse a 
bill is to guarantee to pay it if the buyer of goods does not. If a bill is endorsed by a well­
known banle, the exporter can sell it at a discount in the financial markets. The discount 
represents the interest the buyer of the bill could have earned between the date of 
purchase and the bill's maturity date. When the bill matures, the buyer receives the full 
amount. This way the exporter gets most of the money inlmediately, and doesn't have to 
wait for the buyer to pay tile bill. 

Export documents 
Exporters have to prepare a number of documents to go with the shipment or 
transportation of goods. 

.. The commercial invoice contains details of the goods: quantity, weight, number of 
packages, price, terms of delivery, terms of payment, and information about the 
transportation. 

.. The bill of lading is a document signed by the carrier or transporter (e.g. the ship's 
master) confirming that the goods have been received for shipment; it contains a brief 
description of the goods and details of where they are going. 

III The insurance certificate also describes the goods and contains details of how to claim if 
they are lost or damaged in transit - wIllIe being transported. 

.. The certificate of origin states where the goods come from. 

.. Quality and weight certificates, issued by private inspection and testing companies, may 
be necessary, confirming that tilese are ti,e correct goods in the right quantity. 

.. An export licence giving the right to sell particular goods abroad is necessary in some 
cases. 
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5 1 Are the following statements true or false? Find reasons for your answers in A, Band C opposite. 4 . 
1 With a letter of credit, the buyer tells the bank when to pay the seller. 
2 Letters of credit are only valid for a certain length of time. 
3 An exporter usually has the right to change a letter of credit. 
4 The bill of lading confirms that the goods have been delivered to the buyer. 
5 With a bill of exchange, the seller can get most of the money before the buyer pays. 
6 Bills of exchange are sold at less than 100%, but redeemed at 100% at maturity. 

45.2 Put the sequence of events in the correct order. The last stage is b. Look at B opposite to 
help you. 

a A bank accepts or endorses the bill of exchange. 
b The accepting bani, pays the full value of d,e bill of exchange to whoever bought it. 
e The exporter sells the bill of exchange at a discount on the money market. 
d The importer receives the goods and pays its bank. 
e The importer's bank transfers the money to the accepting bank. 
f The seller or exporter writes a bill of exchange and sends it to the buyer or importer (and 

ships d,e goods). 

1 3 4 5 6 b 

45.3 Fiud verbs in A, Band C opposite that can be used to make word combinations with the 
nouns below. Then use the correct fOID1S of some of the verbs to complete the sentences. 

~II of exchaV 

~cume~ 

Exporters can get paid sooner if a bill of exchange is ........................... by a bank. 
2 The bill of lading and the insurance certificate both ........................... the goods. 
3 Exporters ........................... goods to foreign countries. 
4 The transporter ........................... a document confirming d,at it has ........................... the goods. 
5 In order to be paid, the exporter has to ........................... the shipping documents to a specific 

banle 
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m Incoterms 

.. Transport and additional costs 
Companies exporting or importing goods use standard arrangements called Incoterms -
short for International 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 top 
of the cost of the goods. These include transportation or shipment, 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 are 13 different Incoterms that can be divided into 4 different groups: an E Term 
(Departure), d,e F Terms (Free, Main Carriage Unpaid), the C Terms (Main Carriage 
Paid), and the 0 Terms (Delivered/Arrival). Each group of terms adds more 
responsibilities 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 transit. 

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. 

III FCA or Free Carrier means that d,e goods are delivered to a named place where the 
carrier can load them onto a truck, train or aeroplane. 

III FAS - Free Alongside Ship means that seller delivers the goods to the quay next to the 
ship in the port. 

III FOB - Free On Board means that the seller pays for loading the goods onto the ship. 

_ The C and D terms 

98 

In the dlird group, the C terms, the seller arranges and pays for the carriage or 
transportation of the goods, but not for the payment of customs duties and taxes. 
Transportation of goods is also known as freight. 

III In CFR - Cost and Freight (used for ocean freight) and CPT - Carriage Paid To ... (used 
for air freight and land freight), the buyer is responsible for insurance. 

III In d,e terms ClF - 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 0 Terms, the seller pays all the costs involved in transporting the 
goods to the country of destination, including insurance. 

III In OAF - Delivered At Frontier, the importer is responsible for preparing the 
documentation and getring the goods through customs. 

If the goods are delivered by ship to a port, the two parties can choose who pays for 
unloading the goods onto the quay. The two possibilities are: 

III DES - Delivered Ex Ship - the buyer pays for unloading the goods from the ship 

III DEQ - Delivered Ex Quay - d,e seller pays for unloading the goods from the ship to the 
quay, and for the payment of customs duties and taxes. 

If the goods go through customs and are delivered to the buyer, there are two possibilities: 

III DDU - Delivered Dury Unpaid - the buyer pays any inlport taxes 

III DDP - Delivered Dnry Paid - d,e seller pays any import taxes. 
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46.1 Label the diagram using the abbreviations forlncoterms. Look at A, Band C opposite to 
help you. 

Seller delivers to a 
carrier in its country 

2 ................. . 

Seller delivers to a port of shipment 

Seller delivers to a port of destination 

Seller delivers to the customs by air or land 

Seller delivers to buyer 

4 ................. . 

5 ................. . or 6 ................. . 

, .................. m' ............... j 

12 .................. or 13 ................. . 
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IJ Insurance 
_ Insuring against risks 

Insurance is protection against possible financial losses. 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 
contract, called a policy, with the insurance company - also known as the insurer. The 
contract promises rhat the company will pay you if you suffer loss of or damage to 
property, or sickness or personal injury. 

There are variolls losses which people or businesses can insure against: 

• theft - someone stealing their goods or possessions 

• damage from fire or other natural disasters such as floods, earthquakes and hurricanes. 

If property is stolen or damaged, the person or company who is insured makes a claim -
requests compensation - from the insurer. The insurer will then indemnify or compensate 
them: that is, pay them an amount of money equivalent to the loss. As the number of 
natural disasters seems to be increasing, so are the claims for damage to property, and this 
will lead to higher insurance premiums. 

In the past, many people buying insurance used independent brokers - people who 
searched for insurance at the lowest cos~ or agents - people working for the insurance 
company. But like retail banking, rhe insurance industry has changed in recent years. A 
lot of iusurance 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 insurance (also called assurance) will pay an agreed sum to someone else, for 
example your husband or wife, if you die 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 retire from work. As with pension plans, life 
insurance policies are tax shelters, or a way of postponing payment of tax. You do not 
have to pay income tax on life insurance premiums. However a lump sum - a single, 
large amount of money paid out when an insurance policy matures - will be taxable. 

_ Insurance companies 

100 

Insurance companies 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 market in the world is Lloyd's of London. This is an association of 
people called underwriters, who guarantee to indemnify other people's possible losses. 
Lloyd's spreads risks among a number of syndicates: groups of weald1Y individuals, 
commonly known as 'names'. These people can earn a lot of money from insurance 
premiums if the clients never claim for compensation, but they also have unlimited 
liability or responsibility for losses. 

If insurance companies consider that they have underwritten too many risks, they can sell 
some of 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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47.1 Complete the crossword. Look at A, Band C opposite to help you. 

Across 
1 and 10 across Some people buy life 

insurance that pays a ............................ on 
retirement. (4,3) 

4 Many insurance companies now sell 
.............. , over the phone or the internet. (6) 

8 I have a theft policy, so the insurance 
company will .............. me if my mobile 
phone is stolen. (9) 

9 If you make a big claim from your 
insurance company, the cost of your 
.............. will probably go up. (7) 

10 See 1 across. 
12 When I insured my house, I used a ............. . 

to find me the best deal. (6) I" 
13 Exporters have to insure goods in transit 

in case somebody .............. them. (6) 
14 I lost my job as an .............. for an insurance 

company when people stopped buying 
over the counter. (5) 

15 Lloyd's spreads the risks it insures among 
.............. made up of groups of underwriters. 
(10) 

17 The individual underwriters at Lloyd's are 
commonly called ............... (5) 

19 Natural disasters are expensive for 
insurance companies because they cause a 
lot of .............. to buildings and their contents. (6) 

Down 
2 Lloyd's .............. risks worth over £14 billion. (11) 

I 

1" 

'7 
-

-

9 

-' 

-
ps 

2 ] 

- -

- -

I 
.. 

.,.... 
- - f--

" I I I 

I I 111 I I 

11 11 I I 
I 

14 I f-

I " I, 
f- r-

f-

17 I " 
-

1
19 I I 

3 You should always read the small print - all the details - before you accept an insurance 
............... (6) 

5 There are .............. companies that take on part of the risks underwritten by smaller 
companies. (11) 

6 Life insurance can be a tax .............. - a way of 
putting off paying tax till later. (7) 

7 Most people insure their personal ............. . 
against loss, fire and dleft. (8) 

11 .............. of London is the world's largest 
insurance market. (6) 

16 Fortunately, I've never had a car accident, so 
I've never had to .............. anything from the 
insurance company. (5) 

18 Life insurance is also a way to .............. money 
and pay less tax. (4) 

ovir' +0 tj0ll " 

"Helio, I'd like to apply for some 
property insurance." 

How many dirferent insurance policies do you or yourfamily.haye?Are thereanyris~syoLJ 
cannot insure yourself against? What insurance does your company or employer have? 

'"ii 
r-
r-
f--
r-
f--
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mJ The business cycle 

102 

Expansion and contraction 
All market economies have periods when consumption - spending on goods and services 
- rises. Consumers buy more, companies invest more, and production, income, profits 
and employment increase. These periods are always followed by periods when spending 
and 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 
business cycle is a peak, which is followed by a downturn, during which the amount of 
economic activity decreases. If the economy keeps contracting for more than six months, 
the downswing is called a recession. A serious, long-lasting recession is called a depression 
or a slump. The lowest point of the business cycle is a trough, which is followed by a 
recovery, when economic 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 
Governments and central banks use fiscal policy, which involves changing the levels of 
government expenditure and taxation to try to limit the extent of the business cycle. 

If an economy is moving into a recession, the government might have a reflationary fiscal 
policy. This means trying to stimulate the economy by increasing government spending, 
or by cutting levels of direct or indirect tax so that individuals and companies have more 
money to 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 
fiscal policy. This means trying to cool down the economy: reducing the amount of 
economic activity by raising tax rates or cutting government expenditure. This reduces the 
level of demand in the economy and helps to reduce inflation. 

Monetary policy 
Governments or central banks can also use monetary policy - changing interest rates and 
the level of the money supply - to influence the level of economic activity. (See Unit 27) 
They can boost or increase economic activity if the economy is in a downturn by reducing 
interest rates and allowing the rate of growth of the money supply to increase. Alternatively, 
if the economy is growing too fast and causing inflation, they can slow it down by 
increasing interest rates and reducing the rate of growth of the money supply. 

The main reason for having an independent central bank (see Unit 23) is to prevent 
governments from creating a political business cycle - a cycle that will be at a high point at 
the time of the next election. Governments can do this by beginning their periods of office 
with a couple of years of policies designed to stop the economy from growing, followed by 
ta.x cuts and monetary expansion in the two years before the next election. This policy, 
sometimes called boom and bust, helps the government get re-elected but is not good for 
economic stability. An independent central bank makes this less likely to happen. 
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48.1 Label the graph with words from the box. Look at A opposite to help you. 

boom downswing peak 

6 

2 
3 

receSSIOn recovery 

4 ............................................... . 
1 

4 

5 

5 
6 

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

If the government thinks the economy is contracting too much, 
2 Fiscal policy involves 
3 If there isn't an independent central bank, governments can 
4 If the government thinks the economy is growing too quickly, 
5 Monetary policy involves 

a interest rates and the money supply. 
b it can raise tax rates and cut its expenditure. 
c manipulate the business cycle to their own advantage. 
d it can cut taxes and increase its spending. 
e taxation and government spending. 

48.3 Find verbs in A and B opposite with the following meanings. 

to get bigger or make bigger to get smaller or make smaller 

trough 

...-------, 
\ 

, \, I 

"I've learnt not to worry." 
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!ID Taxation 

104 

Direct taxes 
Governments finance most of their expenditure by taxation. If they spend more than they 
levy or charge in taxes, they have to borrow money. 

Direct taxes are collected by the government frotn the income of individuals and businesses. 

• Individuals pay income tax on their wages or salaries, and most other money they receive. 

III Most countries have a capital gains tax on profits made from the sale of assets such as 
stocks or shares. This is usually imposed or levied at a much lower rate than income tax. 

III A capital transfer tax (commonly called death duty in Britain) is usually imposed on 
inherited money or property. Other names for this tax arc inheritance tax or estate tax. 

III Companies pay corporation tax on their profits. Business profits are generally taxed 
twice, because after the company pays tax on its profits, the shareholders pay income t<LX 

on any dividends received from these profits. 

III Companies and their employees also have to pay taxes (called national insurance in 
Britain) which the government uses to finance social security spending - unemployment 
pay, sick pay, etc. 

I BrE: corporation tax; ArnE: income tax I 
Indirect taxes 
Indirect taxes are levied on the production or sale of goods and services. They are included in 
the price paid by the final purchaser. 

III In most European 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 amount is added to the final price paid by the consumer. In Canada, Australia, 
New Zealand and Singapore, this tax is called goods aud services tax or GST. 

III In the USA, there are sales taxes, collected by retailers, levied on the retail price of goods. 

• Governments also levy excise taxes or excise duties - additional sales taxes on 
commodities like tobacco products, alcoholic drinks and petrol. 

III Special taxes, called tariffs, are often charged on goods iroported from abroad. (See Unit 43) 

Income tax for individuals is usually progressive: people with higher incomes pay a higher 
rate of tax (and therefore a higher percentage of their income) than people with lower 
incomes. Indirect taxes such as sales tax and VAT are called proportional taxes, iroposed 
at a fixed rate. But indirect taxes are actually regressive: people with a low income pay a 
proportionally greater part of their income than people with a high income. 

I BrE: petrol; ArnE: gasoline I 

Non-payment of tax 
To reduce the amount of income tax that employees have to pay, some employers give their staff 
advantages instead of taxable money, called perks, such as company cars and ftee health insurance. 

Multinational companies often register their head offices in tax havens - small countries 
where income ta.xes 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, Of reporting it inaccurately,.... is called tax evasion, and can lead to big penalties. 
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49.1 What are the standard names for the tax or taxes paid on the following? Look at A and B 
opposite to help you. 

alcoholic drinks and tobacco products 
2 company profits 
3 goods bought in stores 
4 money received from relatives after their death 
5 salaries and wages 
6 goods made in other countries 
7 money made by selling stocks at a profit 

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

1 an adjective describing taxes on revenue or income 
2 a tax that has one rate that is the same for everybody 
3 money paid by the government to sick and unemployed people 
4 a tax that has a higher rate for taxpayers with a higher income 
5 an adjective describing taxes on consumption or spending 

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

1 Capital gains are generally taxed at a higher rate than income. 
2 The same sum of money can be taxed more than oncc. 
3 Sales taxes can be both proportional and progressive at the same time. 
4 Excise duties are extra sales taxes on selected products. 
5 Many international companies have their registered headquarters in small countries where 

d,ey do only a small proportion of their business. 
6 Employees will generally pay less tax if d,eir employer reduces their salary a little and 

provides them widl a car. 
7 Tax avoidance is illegal. 
8 Perks and loopholes are forms of tax evasion. 

49.4 Find five verbs in A and B opposite that can be used to make word combinations with 'tax'. 
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Business plans 

Market opportunities 
If you have a brilliant idea for a new product Of service, or a better or cheaper way of 
supplying 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 your project, YOll 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: 

III what sort of company it is 

.. what the product or service is, and what is special about it 

• who the managers are 

III how much money you need, and what you will use it for. 

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 history of sales and profits. It describes the 
company today, and the plans for the future. 

The second chapter describes what you already sell or want to sell. It explains what 
differentiates the product or service from other existing ones - what makes it different or 
unique. It focuses on the benefits or advantages for customers - how it will improve 
people's lives! 

The chapter on the market describes the industry you operate in, the market segments, 
the other firms in rhe market (your competitors), changes in ti,e industry, and projected 
trends - forecasts for the future - and technological opportunities. It outlines what the 
customers need, where they are, and how you plan to reach them. It explains how you 
will make sure that customers Imow about your product or service and why they will 
prefer it to the competition. It gives details of your marketing strategy, including sales 
tactics - the ways you plan to achieve sales, advertising, publicity and sales promotions -
incentives to encourage customers to buy. 

The chapter on the management team gives details about the most inlportant staff. The 
chapter on strategy outlines your strategies for marketing, pricing, distribution, sales, etc., 
and how you are going to implement them ,?r carry them out. 

The financial analysis 
The financial analysis gives details of the historical performance, if it is an existing 
company, and describes existing finance and assets. It explains why the business needs 
funds, and gives sales forecasts (the sales tile business expects to achieve in a particular 
period of tinle), projected or expected financial statements (profit and l6ss account, cash 
flow statement, and balance sheet), and proiections for future income. It will probably 
include a breakeven analysis, and an analysis of financial ratios. 

Various appendices can come at rhe end of the business plan, including the curriculum 
vitae (CV) of each top manager and promotional materials for your products. 

I BrE: curriculum vitae; AmE: resume I 
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50.1 Make word combinations using a word from each box. Then use the word combinations 
to complete the sentences below. Look at A and B opposite to help you. 

implement 
reach 
require 
supply 

customers 
finance 
services 
strategies 

1 Are you sure you can .......................... these .. , ....................... more efficiently than your competitors? 
2 This business plan gives details of the .......................... we .......................... , and what we're going to 

do with it. 
3 We'll hire two experienced managers to help us .......................... our .......................... . 
4 We're convinced our innovative advertising will allow us to .......................... our potential 

........................... 

50.2 Complete the sentences. Look at A, Band C opposite to help you. 

We're convinced this is a great .................................................... : people will really want what we 
plan to offer. 

2 ( Our ................................... , ................ is over 100,000 units a year. T 
3 

The product is .......................... : there's absolutely nothing else like it on the market. 

4 
Our .................................................... is essentially to advertise a lot and sell at a very low price. 

5 
The advertising will stress the .......................... the consumers will get from d,e product -
how it will save them time and money. 

6 
We'll also use a few .................................................... , such as giving away free samples or 
offering discounts. 

50.3 Use the words below to make word combinations with 'market' that have appeared in 
this book. Then sort the word combinations: which are concerned wid1 finance and 
which with marketing? 

bear 

capitalization 

currency 
equity 

maker 

over-the-counter 

secondary 

value 

stock 

skimming 

share 

segment 

pnce 

prllllary 

penetration 

Ove.r+0':i0lA 
If you were starting up a newcompany, what product or se",ice l/IoUldit 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 

Financial journalists and people working in finauce use lots of different expressions to describe 
price changes in financial markets. These are the most common ones. (Some of these words also 
appear in Unit 38.) 

._ .......... _ . ...... ._. ~mal!..~~ow upwar~ mo~.men!. __ .... _ . _____ . __ 
Verbs 
to advance 
to firm 
to be firm 
to be firmer 

to gain 
to be a little stronger 
to be slightly stronger 

___ ._. ____ . __ ~vemen!... ___________ _ 
Verbs Nouns 
to jump 
to leap 
to rocket 
to shoot up 
to skyrocket 

to soar 
to strengthen 
to surge 
to take off 

a Jump 
a leap 

___ . ___ Upwar.cJ.. mov~ment follrl.win!Lprevious downward moveme~ __ ... __ 
Verbs Nouns 
to stage a comeback 
to rebound 
to recover 
to revive 
to rally 

a comeback 
a rally 
a rebound 
a recovery 

Small or slow downward movement 
--~-~------ -------- - - ---- -- - - --- - ~----~-~ ------_ .. _------
Verbs Nouns 
to dip 
to decline 
to drift down 
to weaken 

to lower 
to slide 
to ease 

to slip or slip back 
to be or come under pressure 

a decline 
a slide 

___ . ________ ....'-arge. dOw~w...ll.r.cl.mo.v.e..n1.<:'l~ .. ______ . ___ ...... __ ._ 
Verbs Nouns 
to crash 
to sink 

to dive to drop 
to skid to slump 

to plummet to fall sharply 
to go south 
to go or fall t11rough me floor 
to plunge or take a plunge 
to suffer a drop or a setback 
to take a beating or a knock 
to tumble or take a tumble 

a crash 
a dive 
a drop 

Note: Some verbs have irregular past forms, for example leap - leapt 7 leapt; sl;lOot - shat - sha~ 

fall - fell - fallen. 
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Language reference - numbers 

Saying and writing numbers 
Everyone working in finance uses a lot of numbers. Saying and understanding numbers or 
figures in a foreign language can be difficult. 

This is how numbers above 100 are said] and written in legal contracts and on cheques: 

100 a hundred or one hundred 
200 two hundred (l1ot two hundreds) 
1,000 alone thousand 
1,100 alone thousand one hundred or eleven hundred 
1,234 alone thousand two hundred and thirty-four 

2,200 
100,000 
1,000,000 
1,000,000,000 
1,000,000,000,000 

or twelve hundred and thirty-four 
two thousand two hundred 
alone hundred thousand 
alone million 
alone billion 
alone trillion 

BrE: uses 'and' in figures - a hundred and twenty-five thousand; 
ArnE: doesn't use 'and' in figures - a hundred twenty-five thousand 

English uses a comma (,) to separate large numbers into groups of three digits, counting 
from the right. 

12,345 twelve thousand, three hundred and forty-five 
12,345,678 twelve million, three hundred and forty-five thousand, six hundred and seventy-eight. 

Note: English does not use a raised comma (12'345). 

Saying amounts of currency 
The name of a currency is said after the number (or in the middle of the number), but is 
written before the number. 

€10 
$10.95 
¥50,000 
£3.50 

ten euros 
ten dollars ninety-five 
fifty thousand yen 
three pounds fifty or three fifty 

The smaller currency unit (e.g. cents or pence) is not usually said. 

Decimals 
English uses a point (.) for decimal numbers. The numbers before a decimal point are said 
normally. All the digits after a decimal point are said separately. 

1.25 one point two five 
12.45 twelve point four five 
3.14159 three point one four one five nine 

If the decimal is a unit (of money, for example), both parts can be said lilce normal numbers. 

87.65 
$87.65 

eighty-seven point six five 
The stock is trading at eighty-seven si>."ty-five. 
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Fractions 
a half 
a third / one third 
a quarter / one quarter 
three quarters 
a fifth 

Ordinals 

5h6 five sixteenths 
7/32 seven thirty-seconds 
1 [/2 one and a half 
22/3 two and two thirds 

To put things in an orde~ use ordinal numbers. 

1st (the) first 60th (the) sixtieth 
2nd (the) second 61st (the) sixty-first 
3rd (the) third 62nd (the) sixty-second 

BrE: a quarter; 
ArnE: a quarter, a fourth 

47th floor 

4th (the) fourth 100th (the) hundredth This is the forty-seventh floor 
5dl (the) fifth 1,000th (the) thousandth 
6th (the) sixth 

Saying sequences of numbers 
o is called zero (or sometimes in Britain, nought). 

After a decimal point and in telephone numbers, room numbers, bus numbers, etc., 
British English uses oh. 

room seven oh four the one oh six bus 

For telephone numbers, fax numbers, banle account numbers, credit card numbers, passport 
numbers, etc., people usually say each digit separately, but in groups of two, three or four digits. 

0202-456-1414 oh two oh two, four five six, one four one four I BrE: oh; ArnE: zero I 
An exception is double numbers: 

0255-226-3344 oh two double five, double two six, double three double four 

I BrE: double oh; ArnE: zero zero I 
A rising intonation is used at the end of each group of numbers except the last one, which 
has a falling tone, showing that the end of the number has been reached . 

.f.f .f.f ......... 
00 44 1223 325 566 

Numbers as adjectives 
When a number is 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 two-hour flight 
a three-day holiday 

a four-syllable word 
a five-person team 
a six-figure number 

a ten-thousand euro bonus 
a fifty-dlOusand dollar car 

If you lind saying long numbers difficult, practise reading numbers aloud from a business 
newspaper, or using your personal documents, telephone book, etc. 
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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 are called syllables. The word syl·la·ble has three syllables, u·nit has two, 
pro-l1tlll-ci-a-tioll has five. 

In spoken English, syllables are either stressed or unstressed (or accented and unaccented). 
In the following examples the syllable following the (') mark is stressed . 

• One syllable of nouns ('business), verbs (in'vest), adjectives (ex'pensive) and adverbs 
('quickly) is stressed . 

• Prepositions (in, at, to), pronouns (he, me), and articles (a, the) are usually unstressed. 

The usual rule for two-syllable words is to stress the first syllable. 
'asset 'budget 'credit 

2 Most three-syllable words are also stressed on the first syllable. 
'auditor 'capital 'c01pomte 

3 Most words of four or more syllables are stressed on the third syllable from the end. 
coNateml e'conomy lia'bilities 

4 Because not all syllables are pronounced in English, some words which look like they have 
three syllables are reduced to two, 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 [ 1 are not pronounced. 

bus[ijness intfejrest intfejresting secret(a]1y diction[ajlY 

5 However, there are lots of exceptions to these rules. The most common one is that most (Latin) 
prefixes are not stressed, but even this rule has an exception since the pre- in 'prefix' lli stressed. 

co- col'lect con- con 'ned pre- pre 'diet 
COffi- com'ponent ex- ex'pect pro- pro'vide 

6 There is a large group of two-syllable words which are 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 need someone to (i'nance the company. 
We're using a new 'transport company to trans'port the goods from China. 

Two-syllable words that follow dlis stress pattern include: 

conduct decrease increase refund 
conflict discount pel1nit reject 
contrast e;..-port present Stl11Jey 

convert imp01t produce transfer 

Because of this rule, and the large number of verbs that begin with a prefix, more two-syllable 
verbs are stressed on the second syllable than the first (despite rule 1 above). 

Where these words are also adjectives (a 'perfect product, an 'import ban'ier), d,ey are stressed 
like d,e noun. Where the adjective is the same as the past participle of the verb (per'fected, 
im 'ported), it is stressed on d,e second syllable, like the verb. 
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7 Most suffixes are unstressed. Exceptions, include: 

-arion alia 'cation depreci'atioll illteg'ratioll 
-itian 1)0 'sition acqtti'sitiol1 con'ditional 
-otion pro'motioll pro 'motional 
-ution instj'tutioll so'lution distri'bllti01l 
-ee employ'ee trai'llee gltaran'tee 
-eer car'eer engil1'eer 

Suffixes do not normally change the three-syllable rule, so 'advertising and 'organizer are 
stressed on the first syllable, although they are four-syllable words. 

8 There are various regular patterns of syllables (often at the end of a word) that come just after 
a sttessed syllable. 

.. Most words ending in -ie, -ieal and -ieally are stressed on tbe previous syllable. 
auto'matic eeo 'nomic his'torical s),ste'matically 

III Most words ending in -ial, -ially, -Ital, and -Itally are sttessed on the previous syllable. 
com'mercial fi'nal1ciall)! 'an1lual il1di'vidually 

III Most words ending in -ible, -ity and -ify are stressed on tbe previous syllable. 
eOll'veltible eOllvelti'bility di'versify 

.. Most words ending in -iolts, -eoltS and -110115 are stressed on the previous syllable. 
'obviolls simlll'taneOlls am 'bigllOliS 

9 The last letter of a group of initials is usually stressed. 

AG'M AT'M EP'S IP'O LB'O OT'C PL'C US 'A VAT 
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Language reference - British and American vocabulary 

aluminum 
Annual Meeting of Stockholders 
Bylaws 
balance sheet I statement of financial position 
prime rate 
savings and loans association 
ATM. (Automated Teller Machine) 
president 
check 
convertible bond 

cost center 
accounts payable 
cbecking account 
accmints receivable 
depreda~ioq./-amortization 
Special Meeting 
fiscal year 
property, plant and equipment 
apartment 
iuitial public offering (IPO) 
leverage 
tracker fund 
labor . 
chief executive officer (CEO) 
CertificateofIncorporation 
investment bank 

common stock 
overhead 
treasury stock 
gasoline 
listed company 
preferred stock 
income statement 
stockholder 
stockholders' equity 
stocks 
shopping mall 
welfare 
inventory 
count of the inventory 
traveler's check 
fair presentation 
merchandise trade 
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Answer key 

1 .1 social security, salary 4 mortgage 
5 currency 
6 overtime 

7 tax 
8 rent 2 earo, commission 

3 bonus 9 pension 

1 .2 1 false - most money ... consists of bank deposits 

2.1 

2 true - salaries are usually paid monthly and wages are usually paid weekly 
3 false - commission is a percentage of the income they generate, which can change 
4 true - money paid by a company or the government to a retired person is a pension 
5 false - most people pay one or the other, depending on whether they are buying or renting 

their home 

"l 
;- I- '8 RIR '0 wJ . I 0 0 

I' FlU N D 5 W 

V 2. "'S '8 A l A N clEI 
E ~ E 
"5 H 'A R E Hlo l "b E R 5 I 
T 5 E I 5 

- - T rv ~ 5 
!if{ E "c A P I T A l I 

I"D E 8 T D 
V "8 "0 N D E 

E W 1"1 N C "0 M I E I 
1"1 N T E R E 5 "T D W 

U A 
- N 

L'l E N D "E X piE N 5 Els J 
3.1 booldceeping, a bookkeeper 

3.2 

3.3 

4.1 

2 external auditing, an independent auditor 
3 management accounting, a management accountant 
4 financial accounting, a financial accountant 
5 accounting, an accountant / internal auditing, an internal auditor 

1 c, 2e, 3a, 4b, sci 

carry out an audit 
do an audit 
establish rules 
follow rules 
make rules 
set rules 
apply standards 
establish standards 
use standards 
record transactions 
summarize transactions 

1 debit 3 debtors 5 stock 
2 ledger 4 credit 6 creditors 
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4.2 1 Double-entry bookkeeping, account, debit 
2 day books, journals 
3 nominal ledgers, bought ledger 
4 trial balance 

4.3 1 debit 
2 debit 

3 debit, credit 
4 credit, debit 

5.1 1 false - a company""" has a separate legal existence from its owners, the shareholders 
2 false - the owners are not fully liable for - or responsible for - d,e business's debts""" 

Their liability is limited to the value of their share capital 
3 true - managers and executive directors run the company for its owners 
4 true - Non-executive directors are often more objective 
5 false - partners are fully liable or responsible for any debts the business has 
S false - partnerships are not legal entities, so in case of a legal action, it is d,e individual 

partners and not the partnership that is taken to court 

5.2 corporate governance 
audit committee 
limited liability 
non-executive directors 
share capital 

audit committee 4 limited liability 
2 non-executive directors 
3 share capital 

5 corporate governance 

5.3 a Memorandum 
b registered office 

6.1 1 private 
2 stock exchange 
3 limited 

6.2 misconduct 
2 gross profit 

6.3 1 e, 2a, 3b, 4c, 5f, sd 

7.1 1 c, 2e, 3d, 4a, 5b 

c purpose 
d authorized share capital 

4 quoted 
5 interim 
S listed 

3 net profit 
4 turnover 

7 quarterly 
8 annual report 
9 AGM 

7.2 false - Companies can choose their accounting policies""" There are a range of methods of 
valuation ... and measurement 

2 false - 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 true - Areas in which ilie choice of policies can make a big difference include depreciation""" 
[and] the valuation of stock or inventory 

4 false - companies have to give a true and fair view of their financial situation - meaning there 
are various possibilities - rather ilian the true and fair view - meaning only one is possible 

5 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 with regular high inflation ... use inflation accounting systems that take 
account of changing prices 
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7.3 Verb Noun(s) Adjective 

'calculate calcu'lation -
- con'sistency con'sistent 

- con'ventian con'ventional 

'measure 'measurement -
pre'sent presen'tation -
'value 'value, valu'ation 'valuable 

8.1 1£, 2d, 3e, 4c, 5b, 6a 

8.2 financial year I fiscal year 
2 subsidiary 

3 consolidated financial statements 
4 verifiable 

8.3 Verb Noun 

as'surne as'sumption 

dis'close dis 1 closure 

- objec'tivity 

'recognize recog l nition 

- subjec'tivity 

'verify verifi'cation 

1 verify 3 objectivity 
2 disclose 4 assume 

9.1 1 revalue 4 obsolete 
2 current assets 5 fixed assets 
3 appreciate 6 wear out 

9.2 deduct costs 
depreciate fixed assets 
record market value 
record purchase price 
reduce profits 
reduce value 

record, purchase price 
2 fixed assets, deduct, costs 
3 reduce, value 

9.3 1 e, 2c, 3a, 4b, 5d 

10.1 1 d, 2c, 3a, 4b 
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10.2 check accounts 
check stock take 

10.3 

check systems of control 
comply with laws 
comply with policies 
comply with procedures 
comply with regulations 
examine accounts 
examine systems of control 
give advice . . . 
give opinIOns 

Verb Noun 
- 'accuracy 

com'ply com'pliance 

recom'mend recommen'dation 

re'cord 'record 

ex'amine exami'nation 

examine, accurate, comply 
2 recommendations 
3 recorded 

Adjective 

'accurate 

-
recom I mended 

-
-

11 .1 true - American and continental European companies usually put assets on the left and 
capital and liabilities on the right ... most British companies use a vertical format, with assets 
at the top, and liabilities and capital below 

2 false - A balance sheet does not show how much money a company has spent or received 
during a year 

3 true - Since assets are shown as debits ... and the total must correspond with the total sum of 
the credits ... assets equal liabilities plus capital (or A ~ L + C) 

4 true - shows the company's liabilities, and its capital or shareholders' equity ... Part of this is 
share capital - the money the company raised by selling its shares 

5 false - assets equal liabilities plus capital 
6 true - Liabilities are obligations to pay other organizations or people: money that the 

company owes, or will owe at a future date 

11.2 Suppliers 4 Liabilities 
2 Retained earnings 5 Shareholders' equity 
3 Assets 

11.3 distribute profits 
grant credit 
owe money 
pay liabilities 
retain earnings 

retain, earnings, distribute, profits 
2 owe money, grant, credit 
3 liabilities, pay 
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12.1 1 bad debt 6 trade mark 
2 net worth I net assets 7 write off 
3 patent 8 to make provisions 
4 net book value 9 work-in-progress 
5 goodwill 10 debtors / accounts receivable 

12.2 1e, 2b, 3a, 4f, 5d, 6c 

12.3 Current assets: cash in the bank, debtors, stock 
Fixed assets: buildings, land, investments 
Intangible assets: goodwill, human capital, reputation 

13.1 1 false - Current liabilities are expected to be paid within a year of the date of the balance sheet 
(if it bas been paid, it is no longer a liability and will not appear on the balance sheet) 

13.2 

2 true - current is defined as within a year of the date of d,e balance sheet 
3 true - accrued expenses are charged against income - that is, deducted from profits - even 

though the bills have not yet been received or the cash paid 
4 true - Shareholders' equity includes: the original share capital ... share premium: money made 

if the company sells shares at above their face value - the value written on them ... retained 
earnings 

5 false - shareholders' equity includes retained earnings - it is money belonging to d,e 
shareholders and not the company 

6 true - share premium is money made if the company sells shares at above their face value­
the value written on them 

current liabilities 
2 share premium 

3 deferred 
4 accrued 

13.3 Assets: Accounts receivable, Cash and equivalents, Inventory, Investments, Land and buildings 
Liabilities: Accounts payable, Accrued expenses, Deferred taxes, Dividends, Long-term debt 

14.1 sales revenue 4 pre-tax income 
2 gross profit 5 net profit 
3 EBITDA 

14.2 1 Operations 5 financing 
2 Investing 6 operations 
3 Financing 7 investing 
4 operations 

14.3 Operating activities: Changes in operating assets and liabilities, Depreciation and amortization 
expenses, Income taxes payable, Net income 
Financing activities: Dividends paid, Issuance of stock, Payments to repurchase stock, 
Repayment of debt 
Investing activities: Purchase of plant and equipment, Sale of property 

15.1 1 liquidity 
2 efficiency 

3 ratio 
4 solvency 
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1 5.2 acid test 
current ratio 
dividend cover 
liquid assets 
quick ratio 

liquid assets 
2 dividend cover 

1 5.3 1 b, 2d, 3a, 4c 

16.1 lc, 2a, 3b, 4d 

3 acid test, quick ratio 
4 current ratio 

1 6.2 1 D, 2 E, 3 A, 4 C, 5 B 

1 7.1 overheads 4 profitable 
5 fixed costs 2 cost centre 

3 variable costs 6 breakeven point 

17.2 Cost Direct 

Advertising expenses 

Bad debts 

Components ,/ 

Electricity to run machines ,/ 

Electricity for heating 

Equipment repairs 

Factory canteen 

Overtime pay ,/ 

Raw materials ,/ 

Property tax 

Rent 

17.3 la,2b 

1 B.l charge prices 
cut prices 
lower prices 
pay prices 
raIse prIces 

cutflower 4 charge 
2 raise 5 cutflower 
3 pay 

Indirect 

,/ 

,/ 

,/ 

,/ 

,/ 

,/ 

,/ 

1 B.2 
2 
3 

prestige pricing 
odd pricing 
market skimming 

5 going-rate pricing 
6 loss-leader pricing 
7 market penetration 

4 mark-up pricing 

Fixed Variable 

,/ 

,/ 

,/ 

,/ 

,/ 

,/ 

,/ 

,/ 

,/ 

,/ 

,/ 
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19.1 current accounts 6 direct debit 
7 statements 2 savings accounts 

3 debit card 
4 credit card 
5 standing order 

8 foreign currency 
9 traveller's cheques 

19.2 interest 5 mortgage 
2 loan 
3 collateral 
4 overdraft 

6 private pension plan 
7 repossess 

19.3 false - a savings account or deposit account ... pays more interest 

20.1 

20.2 

20.3 

21.1 

21.2 

2 true - If the borrower doesn't repay the mortgage, ti,e bank can repossess the house or flat 
3 true - traveller's cheques ... are protected against loss or theft 
4 true - Commercial banks ... discovered that most of their customers preferred to go to 

branches 
5 false - customers preferred to go to branches ... especially ones ... which were conveniently 

situated in shopping centres (but not all branches are) 

1 bank account 
2 corporate customers 

1£, 2e, 3b, 4a, 5c, 6d 

charge interest 
pay interest 
transfer money 
withdraw money 
assess risks 
calculate risks 

1 charged 
2 witlldraw 
3 assess 

financial institution 
2 capital 
3 merger 

3 grant loans 
4 conditions, personal customers 

4 conglomerate 
5 deregulation 
6 takeover bid 

investment/merchant banks . . 
2 msurance comparues 
3 investment/merchant banks 
4 building societies I savings and loans associations 
5 commerciallretaillHigh Street banks 
6 investment/merchant banks 
7 investment/merchant banks . . 
8 msurance comparues 

21.3 1 central banle 4 clearing banle 

120 

2 investment banl.;: 
3 private bank 

5 retail/commerciallHigh Street bank 
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22.1 Verb 

a'cquire 

ad'vise 

'analyse 

'institute 

in'vest 

'value 

22.2 1 underwritten 
2 advised 
3 divesting, acquiring 

22.3 consulting firm 

Noun(s) 

acqui'sition 

ad'vice 

a'nalysis 

insti'tution 

in'vestment 

'value, valu'ation 

4 fees 
5 merged 
6 IPQs 

5 subsidiary 

Noun for people 
-

ad'viser or ad'visor 

'analyst 

-
in'vestor 

-

2 pension fund 
3 strategic planning 
4 forecasters 

6 institutional investor 
7 financial restructuring 
8 valuation 

23.1 lb, 2a, 3d, 4e, 5c 

23.2 a monetary 
b supervising 

c stability 
d financial 

23.3 bank run 
currency markets 
exchange rate 
financial system 
financial stability 
monetary policy 

monetary policy, financial stability 
2 banle run, financial system 
3 currency markets, exchange rate 

24.1 interest rate 
2 solvency 
3 labour 
4 floating rate 

24.2 1 e discount rate 
2 c base rate or prime rate 
3 a mortgage 

5 creditworthy 
6 spread 
7 output 
8 invest 

4 d overdraft 
5 b hire purchase 

Adjective(s) 

-

-

ana'lytic, ana'lytical 

insti'tutional 

-

'valuable 

24.3 false - The discount rate is the rate that the central bank sets ... When this rate changes, the 
commercial banks change their own base rate ... This is d,e rate from which they calculate all 
their other deposit and lending rates 

2 true ~ 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 

'4 true - Borrowers can usually get a lower interest ratc if the loan is guaranteed by securities or 
other collateral 

5 true - The rate that borrowers pay depends on their creditworthiness ... The higher the 
borrower's solvency, the lower the interest rate they pay (the bigger the risk, the higher the 
interest rate) 

6 true - mortgages often have floating or variable interest rates that change according to the 
supply and demand for money 
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25.1 1 true - a business or government that needs cash for a few weeks only can use the money 
market ' 

2 false - to borrow or invest short-term capital 
3 false - T-bills are ... usually sold at a discount ... rather than paying interest ... Commercial 

paper is ... also sold at a discount 
4 false - Certificates of deposit are issued by banks 
5 false - Commercial paper ... is unsecured . 
6 true - Certificates of deposit ... are issued by banl<s to large depositors who can then trade 

them in the short-term money markets 

25.2 discount 
2 competitive 
3 liquidity 

25.3 1 b, 2c, 3a, 4e, 5d 

26.1 Id, 2c, 3a, 4b, 5e 

4 short-term 
5 unsecured 
6 redeemed 

26.2 Customers of Islamic banks: 2, 3, 5 
Customer of conventional banks: 1, 4 

26.3 investment account 
service charge 
risk capitalists 
working captial 

7 maturity 
8 cash flow 
9 par value 

1 working capital 
2 service charge 

3 risk capitalists 
4 investment account 

27.1 1 true - currency in circulation ... makes up only a vety small part of the money supply. The 
rest consists of banl, deposits 

2 false - time deposits [are 1 bank deposits that can only be withdrawn after a certain period of 
time 

3 true - 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 circulation 

4 true - the central bank ... users] monetaty policy to try to control the amount of money in 
circulation1 and its growth 

5 false - [the monetary authorities] can change commercial banks' reserve-asset ratio ... the 
percentage of deposits a bank has to keep in its reserves 

27.2 broad money 
money supply 
narrow money 

1 money supply 
2 narrow money 
3 Broad money 

27.3 monetaty authorities 
2 monetary policy 
3 monetaty growth 

122 Professional English in Use Finance 



28.1 ,,-
E 

"V 'p I u I B ' l I I c I c I 0 1M 'p A N yl 

~ 'M E l T 

I'A lis I I-- I-- I--
N G E N A R 

I-- f- f-
T Z D N ~ I-- I-- ~ ~ 

U Z P 

Cri "A V I E I R '5 E I I"R I E Tlu R N 
I--

E N T E 

"R SIKIC p I I I T I A Il f-
I A ~ 
N R E 

f- f- f-
E ~ c-'!-~ 

R 

"F I 0 I'u I N I D E I R 5 

~ 
28.2 1e, 2f, 3b, 4a, 5d, 6c 

29.1 1 prospectus 6 to underwrite 
2 stock exchange 7 preference shares 
3 investors 8 ordinary shares 
4 going public 9 bankrupt 
5 flotation 10 liquidation 

29.2 false - only successful existing companies can go public 
2 true - An investment bank underwrites the stock issue: guarantees to buy the shares if there 

are not enough other buyers 
3 false - The company gets independent accountants to produce a due diligence report 
4 false - preference shares ... holders receive a fixed dividend 
5 false - holders of preference shares are repaid before other shareholders, but after owners of 

bonds and other debts 

29.3 offer shares 
go public 
produce a prospectus 
underwrite an issue 

1 go 
2 public 
3 offering 
4 shares 

30.1 rights issue 
2 nominal value 
3 to capitalize 

5 produced 
6 prospectus 
7 underwriting 
8 issue 

5 market price 
6 own shares 
7 primary market 

4 secondary market 

30.2 1 false - newly issued shares [are] sold for the first time [on] the primary market 
2 false - over-the-counter markets such as NASDAQ ... and AIM ... have fewer regulations 
3 true - market price ... depends on supply and demand - how many sellers and buyers there are 
4 true - automatic trading systems ... match up buyers and sellers 
5 true - The spread or difference between these prices is their profit or mark-up 
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30.3 value stock 5 income stock 
6 rights issue 2 defensive stocks 

3 blue chips 
4 growth stocks 

7 scrip/capitalization/bonus issue 
8 own shares 

31 .1 bear market 
2 bull market 
3 crash 

31.2 Possible 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 taxed at a lower 
rate than dividends, which are income. 

3 By agreeing to sell something at a fixed price, and then buying it at a lower price. 

31.3 make a capital gain 
make a profit 
own securi ties 
pay a dividend 
pay tax 
receive a dividend 
retain earnings 
take a position 

pay, tax, receive, dividend, retains, earnings, make, capital gain 
2 make, profit, taking, position, securities, own 

32.1 1d,2b,3a,4c 

32.2 false - Fundamental analysis ... ignores the behaviour of investors and assumes that a share 
has a true or correct value 

2 true - Fundamental analysis ... assumes that a share has a true or correct value, which ... 
reflects the present value of the future income from dividends 

3 true - Investors can reduce these by having a diversified portfolio 
4 false - Unsystematic risks are things that affect individnal companies (and their shares) 

32.3 1 b, 2c, 3a 

33.1 principal 
2 credit rating 
3 gilt-edged stock 
4 default 
5 maturity date 

6 
7 
B 
9 

10 

Treasury bonds 
coupon 
Treasury notes 
yield 
insolvent 
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33.2 true - The holders of bonds ... get dleir money ... back on a given maturity date 
2 false - if a company ... declared bankrupt ... boldholders will probably get some of their 

money back 
3 true - The highest grade (AAA or Aaa) means that there is almost no risk that the borrower 

will default 
4 false - if interest rates rise, so that new borrowers have to pay a higher rate, existing bonds 

lose value . 
5 true - floating-rate notes ... whose interest rate varies with market interest rates 
6 false - convertibles ... are bonds that the owner can later change into shares ... the buyer gets 

the chance of making a profit with the convertible option 
7 true - zero coupon bonds ... pay no interest but are sold at a big discount on their par value 
8 false - Bonds widl a low credit rating (and a high chance of default) are called junk bonds 

33.3 1 C, 2 C, 3 B, 4 B 

34.1 1 spot price 5 commodities 
6 to hedge 2 backwardation 

3 over-the-counter 
4 forwards 

7 futures 

34.2 1 A, x 
2 B,z 
3 B,v 

4 A,w 
5 B,u 
6 C,y 

34.3 true - currencies, interest rates, stocks and stock market indexes fluctuate ... so financial 
futures are used to fix a value for a specified future date 

35.1 

35.2 

35.3 

35.4 

2 false - Interest rate futures are agreements to issue ... bonds, certificates of deposit, money 
market deposits, etc. 

3 true - Interest rate futures are agreements between banks and investors and companies to 
issue fixed income securities ... at a future date 

4 true - the buyer and seller of a financial future have different opinions about what will 
happen to exchange rates, interest rates and stock prices 

5 false - Futures trading is a zero-sUlll game, because dle amount of money gained by one party 
will be the same as the SUlll lost by the adler 

1 c, 2a, 3b, 4d 

1 a, d 4 a 
2 b,c 5 a 
3 b 

Warrants 
2 Put options 
3 Swaps 

premium 4 warrants 
2 strike/exercise price 5 swap 
3 call options 
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36.1 accumulate capital 
allocate assets 
allocate funds 
allocate money 
diversify portfolios 
manage accounts 
manage assets 
manage money 
manage portfolios 

1 manage, assets/money/portfolio 
2 diversify, portfolio 

3 allocate, money/funds/assets 
4 accumulate capital 

36.2 1c, 2a, 3b 

36.3 1c, 2d, 3a, 4b, 5e 

37.1 1 to pool 3 to leverage 
2 to take a long position 4 to take a short position 

37.2 false - Despite their name, hedge funds do not necessarily use hedging teclmiques 
2 true - Most hedge funds use gearing or leverage, which means borrowing money as well as 

using their own funds 
3 false - they generally specialize in high-risk, short-term speculation 
4 true - investors can profit from price differences between the two markets ... the price 

difference is usually very small (and would be zero if markets were perfectly efficient) 
5 false - structured products from banks ... are customized ... financial instruments 

37.3 Leverage 3 Full Participation 
2 Capital Protection 4 Yield Enhancement 

38.1 1c,2a,3b 

38.2 remained stable 4 grew slowly 
2 risen regularly 5 sharp increases 
3 increased rapidly 

38.3 Possible answer: 
The price of gold rose steadily during 1985-7, reaching a peak of $500 an ounce at the end of 
1987. The price fell again in 1988-9. The price fluctuated rapidly in 1990, and declined slowly 
during 1991-2. After a sharp rise in 1993, it remained stable for four years before falling 
dramatically between 1996 and 1999. Gold bottomed out at nearly $250 in both 1999 and 
2001. Since 2001 there has been a steady rise to over $400. 

39.1 acquisitions 3 merger 
2 joint venture 4 raid, takeover bid 

39.2 white knight, hostile 
2 friendly 
3 poison pill 

39.3 1c, 2d, 3a, 4e, 5b 
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40.1 1 parent company 
2 core business 
3 asset-stripping 
4 subsidiaries 

40.2 1 b, 2d, 3a, 4e, 5c 

40.3 1 a, 2f, 3b, 4e, 5c, Sd 

41.1 1 discounted cash flow 
2 rate of return 

5 leveraged 
6 market capitalization 
7 synergy 

4 time value of money 
5 purchasing power 

3 internal rate of return S discount rate 

41 .2 false - The return we could get by investing the money in other ways is the opportunity cost 
of capital 

2 true - the rate of return must be at least as high as we could get by depositing the money in a 
bank instead, or by making another risk-free investment 

3 false - there's nearly always inflation, so cash will have lower purchasing power in the future: 
you'll be able to buy less with tile same amount of money 

4 true - the value of money decreases over time 

41 .3 1 b, 2e, 3d, 4c, 5a 

42.1 1 price-sensitive 
2 compliance 
3 insider dealing 
4 money laundering 

42.2 le, 2a, 3e, 4b, 5d 

42.3 1 laundering money 
2 conflicts of interest 
3 compliance officer 

43.1 "S 
'B 'A l AJ N C E 

B A 

5 fraudulent 
S disclosure 
7 oversee 

4 insider traders 
5 Chinese walls 
S deregulation 
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44.1 true - In theory, exchange rates should be at the level that gives purchasing power parity (PPP) 
... In fact, PPP does not work 

44.2 

2 false - if the price level in a country increases because of inflation, its currency should 
depreciate 

3 true - Financial institutions, companies and rich individuals all buy currencies, looking for ... 
short-term capital, gains if a currency gains in va1t.:te 

4 false - currency speculation [is] buying currencies in the hope of making a profit ... looking 
for high interest rates 

5 true - currency traders make considerable profits from the spread between a currency's buying 
and selling prices 

6 false - Over 95% of the world's currency transactions are purely speculative, and not related 
to trade 

7 true - gold convertibility ... ended in 1971, because ... the Federal Reserve did not have 
enough gold to guarantee the American currency 

8 true - For 25 years after World War II, tile levels of most major currencies ... were /L"ed ... 
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, its price will rise; if there are more 
sellers, it will fall 

Verb Noun(s) Noun for people Adjective(s) 

aplpreciate apprecitation - -
coolvert converti'bility, con'version - con'verted 

de'preciate depreci'ation - -
inter'vene inter1vention - inter1ventionary 

'speculate specu'lation 'speculator lspeculative 

44.3 depreciate 4 converting 
5 speculators 
6 intervene 

2 appreciate 
3 speculation 

45.1 true - a letter 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 - a letter of credit ... is a written promise ... to pay a certain amount ... within a fixed 
period 

3 false - Documentary credits are usually irrevocable, meaning that they cannot be changed 
unless all the parties involved agree 

4 false - the bill of lading is a document ... confirming that the goods have been received for 
shipment 

5 true - If a bill is endorsed by a well-known bank, the exporter can sell it ... in the financial 
markets ... This way the exporter gets most of tile money immediately, and doesn't have to 
wait for the buyer to pay the bill 

6 true - the exporter can sell it at a discount ... When the bill matures, the buyer receives the 
full amount 

45.2 1£, 2a, 3c, 4d, 5e, 6b 
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45.3 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 
reeei ve goods 
sell goods 
transport goods 

1 accepted/endorsed 
2 describe 

4 signs, received 
5 present 

3 sell 

46.1 1 EXW 
2 FCA 
3 FAS 
4 FOB 
5 DES 
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48.1 peak 4 trough 
2 downswing 5 recovery 
3 receSSIon 6 boom 

48.2 1 d, 2e, 3c, 4b, 5a 

48.3 to get bigger or make bigger: boost, expand, increase, inflate, raise, rise, reflate, stimulate 
to get smaller or make smaller: contract, cool down, cut, decrease, deflate, reduce 

49.1 excise taxes I excise duties 
2 income tax I corporation tax 
3 sales tax / value-added tax / goods and services tax 
4 capital transfer tax / inheritance tax / estate tiLX / death duty 
5 income tax and social security tax I national insurance 
6 tariffs 
7 capital gains tax 

49.2 direct 4 progressive tax 
5 indirect 2 proportional tax 

3 social security 

49.3 false - Most countries have a capital gains tax ... at a much lower rate than income tax 
2 true - Business profits are generally taxed twice, because after the company pays tax on its 

profits, the shareholders pay income tax on any dividends received from these profits 
3 false - Indirect taxes such as sales tax and VAT are called proportional taxes, imposed at a 

fixed rate. But indirect taxes are actually regressive 
4 true - excise duties [ are] additional sales taxes on commodities like tobacco products, 

alcoholic drinks and petrol 
5 true - Multinational companies often register their head offices in tax havens - small countries 

where income taxes for foreign companies are low 
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 ... loopholes [are] ways of getring around the law ... called tax avoidance 

49.4 charge tax 
collect tax 
impose tax 
levy tax 
pay tax 

50.1 implement strategies 
reach customers 
require finance 
supply services 

supply, services 
2 finance, require 

3 implement, strategies 
4 reach, customers 
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50.2 market opportunity 
2 sales forecast 
3 umque 

4 marketing strategy 
5 benefits 
6 sales promotions 

50.3 Finance: bear market, currency market, equity market, over-the-counter market, primary 
market, secondary. market, stock market, market c;apitalization, market maker, market price, 
market value 
Marketing: market penetration, market segment, market share, market skimming 
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Index 
The 1llimbers in the index are Ultit ll1t11lb~rs Hot page 1lt1111bers. 

abrupt !.'brApt! 38 
abruptly!a'brAptli! 38 
absolute advantage Ittebsalmt 

ad 'vmntld3/ 43 
absorption costing /ab'zo:pJ"TI 

,kostIU! 17 
accelerated depreciation 

f;)klselarcltld dltpri:JPcIJ:ln/ 9 
account la1kauntl 4 
accountancy la'kauntantsil 3 
accountant la'kauntantl 3 
account book la'kaunt bukl 10 
accounting la'kauntIIJ/ 3 
accounting period /a'kauntllJ 

,Plariadl 4 
accounting policies lalkauntIIJ 

,pniasiz/ 7 
accrued expenses /d.kru:d 

Iklspentslz/ 13 
accumulate jgtkju:mjaleltl 36 
accumulated depreciation 

charges id1kjUlmjaicltld 
dltpri:Ji1cIJ:ln ItJmd3lZ1 11 

accuracy J'rekjarasil 3, 10 
accurately J'rekjaratlil 32 
acid test J'resrd Itest! 15 
acquire la'kwatarJ 21,22 
acquisition IILekwllzrj;lnl 12, 39 
active strategy I'rektlv 

,strretad3U 36 
activity-based costing 

lrek'tlvati ,belst ,kostIJ] 17 
additional costs la'drj;maI 

,kosls! 46 
adequate l'redIkwatl 10 
advice lad'valsl 22 
agent l'cld3;mtl 47 
allocate l'relakeItI 17, 36 
analyst Il ren;;)lIstl 22, 32 
angel investor l'emd3al 

lnl vestarl 28 
annual accounts I,renjual 

a'kauntsl 3 
annual general meeting (AGNI) 

l,renjual,d3enaral'mi!tIl] ler 
d3i: 'em! 6 

annual report I,renjual nlp:'!!tl 6 
anticipate a loss lren,tlslpelt a 

'Insl 12 
apply!a'plal! 3 
appreciate lalpri:ficltl 9,44 
appreciation la,Pri:ji'elJ;lnl 9 
arbitrage l,a:br'tra:3/37 
arbitrageur 1,a:bltra:'33:rl 37 
articles of association I,a:tildz 

avalsaufilelf;lnl 5 
assess lalsesl 20 
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asset allocation IllEset 
,rela'keIJ;lnl 36 

asset management lireset 
,ffiremd3rnantl 36 

assets liresctsl 2, 11, 20 
asset-stripping I'reset ,stnpll]l 

40 
assumption lalsAffipJ;lnl 8 
assurance 1;;)'f:J:r;;)ntsl 47 
audit committee 1':J!drt kalmltil 

5 
auditing 1':'!ldltII]1 3 
auditor 1':J:drtdrl 10 
auditors' report I,:'!:dltaz 

nlp:'!:tl 6 
authorized share capital 

11:J:8araIzd IJea ,kreprtall 5 
automatic trading system 

1,:ntamretIk ItreldII] ISIstarnl 
30 

backwardation I,bcekwa'derf;lnl 
34 

backward inccgration 
I,brekwad Ilntllgrerf;lnl 39 

bad debt !,bood 'det! 12 
bailout I,bed'aut! 23 
balance of payments I,brelants 

;;)V Ipclmantsl 43 
balance of trade I,brelants ;;)V 

'Ireld! 43 
balance sheet l'bLelants Ji:tl 2, 

4,11 
bank accountj'bLeJ]k a,kaunt! 

20 
bank-cusrorner relations l,breJ]k 

,kAstama n'lerj~mzl 26 
bank deposit l'brel]k dI,PoZltl 1 
banknote l'bceJ]koaut! 1 
bank run l'brel]k IrAnI 23 
bank transfer l,brel]k 

'trLentsf3l rl 19 
base rare J'bels lelt! 24 
bear (noun) !bea'! 31 
bear (verb) !be.'! 47 
bear market J'bea ,ma:krtJ 31 
benefit J'bemfrtl 50 
bid IbId! 30 
bill!bIl! 1 
bill of exchange !,bIl av 

Iks'IJemd3! 45 
bill of lading !,bII ov 'leldIU! 45 
blue chip !'blu: ,I.rlp! 30 
board of directors l,b:lld av 

dr'rekt;;)zl 5 
bond !bond! 2, 21, 33 
bonus J'baun;;)sJ 1 
bonus issue I'baunas IlJUlJ 30 

bookkeeping J'buk,ki:Pll]J 3,4 
boom !bu:m! 48 
boom and bust J,bu:rn and 

'bAst! 48 
boost !bu:st! 48 
borrow from /'bnrau fromJ 2 
borrower Ilboraudr/ 20 
bottom line J,botam 'lamJ 14 
bottom out I,botarn lautJ 38 
bought ledger I,b::nt 'led3arJ 4 
branch !bra:ntf! 19 
brand name J'brrend ,nelml 12 
breakeven analysis 

l'breIlc,i:v~m ;;),meiasls/ 17 
breakeven point IlbreIkli:van 

,poml! 17 
broad money J'br:,!Id ,mAnU 27 
broker l'braukarJ 47 
budget l'bAd3It! 1 
building society !'blldIU 

salsalatiJ 21 
bull!boIl 31 
bull marker J'bulllTIu:kltl 31 
business cycle Jlblzms ,satklJ 48 
business entity Jlblzms 'entltiJ 8 
business plan J'blZlllS ,plcenl 

28, 50 
call option !'b:1 ,opJon! 35 
capital J'krepIt"ll 2, 11 
capital accumularion J,kreplt;,l 

a,kju:mja'leIJ"'nl 36 
capital adequacy ratio l,krePlt;l1 

'redlkwasi ,reIJiau/ 27 
capital gain l,krePlt;l1 Igeml 31, 

33 
capital gains tax /lkrePlt;lj 

Igernz ,treksl 49 
capitalization issue 

J,kreprt;ljm'zelj'an ,lfu:1 30 
capitalization rate 

J,kreplt"lm'zeIJan Ircrtl 41 
capitalize J'kreprt"lmzJ 30 
capital preservation I,kreprt;ll 

,prezalveTj';,nl 36 
capital rransfer tax J'k<.eplt~l 

Itrrentsf3: r I treksJ 49 
carrier rkreriarl 45 
carry out J,kreri lautl 3 
cash !k",f! 1 
cash dispenser l'kreJ 

dI,spentsarl 19 
cash flow J'k<cf ,flaul 25,32 
cash flow statement I'kref ,f1au 

,sleIlmont! 11, 14 
central bank l,sentral'breI]ki 21 
certificate of deposit Jsa,tlflkat 

av dl'poZltl 25 



certificate of origin Isa,tIfIkat 
av 'OrId3ml 45 

CPR - cost and freight I,si: ef 
'a: ,kost ~md 'frertl 46 

chairman l'tJeamanl 5 
charge ItJOld31 20 
charge against l'tJOld3 

a,gentstl 13 
charge against profits l,tJa:d3 

a,gentst 'profItsl 9 
chart ItJOlt! 32 
chartist l'tJmtIstl 32 
cheque ItJek! 19 
chequebook l'tJekbukl 19 
Chinese walls l,tJami:z 'wollz! 

42 
CIF - cost, insurance and 

freight I,si: ar 'ef ,knst 
In,Juarants and 'frertl 46 

CIP - carriage and insurance 
paid to ... I,si: ar 'pi: ,krend3 
and rn.Juarants 'peId tml 46 

clearing bank l'klrarII] ,breI]kl 
21 

climb Iklalml 38 
coin /komI 1 
collateral/ka'iret'rol/ 19 
commercial bank l,ka'rn3:Jal 

,breukl 20 
commercial invoice Ika,ffi3:J:1l 

'rnvoIsI 45 
commercial paper Ika,m:s:J:1i 

'peIparl 25 
commission Ika'mlJanl 1,31 
commodities Ika'modatiz! 34 
common currency I,kom;m 

'kArantsil 44 
company l'kAmp;;mil 5 
comparative advantage 

Ikam,preratrvad'va:ntId31 43 
comparative cost principle 

Ikam,preratlv 'kost 
,pnntsapll 43 

compensate l'koffipanseItl 47 
competitive Ikam'pctItlvl 25 
compliance Ikam'plmantsl 42 
comply with Ikam'plal wlol 10 
compounding lkam'paundIIJI 41 
confidential/,knnfl'dentJ'1/ 42 
conflict of interest l,konflIkt av 

'mtrast! 42 
conglomerate !kan'gloffi:1ratl 

21,40 
conservatism !kan's3:vatIz"ml 

8, 12 
considerable !kan'sId:1rabll 38 
considerably Ikan'sld:.rabli! 38 
consistency!kan'srstantsi! 7 

consolidated financial 
statement Ikao,sohdcltId 
faI,orentj'''I'steItmantl 8 

consulting Ikan'sAltfol 10 
consulting firm Ikan'sAltlIJ 

,f3:m1 22 
consumption lkan'sArnpJ"n/ 48 
continuity l,kontI'nju:atil 8 
controller !k;m'traularl 10 
convention Ikan'ventJ:101 7 
convertible Ikan'v3ltabll 33 
convertible bond Ikan'v3:tabl 

,bond! 28 
cool down the economy I,ku:l 

,dauo oi I'kooamU 48 
core business I,k:n 'bIZOlsf 40 
corporate bonds l'k:l:p:1rat 

,bondzl 33 
corporate customer l'k:up>Jrat 

,kAStamar! 20 
corporate governance 

!,ko:p<lrat 'gAvanantsl 5 
corporate raider !,k:l:p;!rat 

'rCld;)rl 40 
corporation l,ko:par'cJJ:1nl 6 
corporation tax !,k:llp>Jr'cIJan 

,treksl 49 
cost accounting !'kost 

a,kauntlul 17 
cost centre I'kost ,sent;!r! 17 
cost of capiral I,kost av 

'kreplt-II 41 
cost of goods sold I,kost av 

,gudz'sauldl 14 
cost of sales !,kost av 'sctlz! 14 
cost-plus pricing l'knst,PiAS 

,pralSIIJ! 18 
coupon l'kulfJOn! 33 
cover costs I,fuwa 'knsts! 17 
CPT - carriage paid to ... !,si: 

pi: 'til ,krend3 'pcId tu:! 46 
crash Ikra!JI 31 
create credit Ikri,eIt 'kredJt/ 

20 
creative accounting !kri,cItlv 

a'kauntIIJI 3 
credit I'kredltl 4 
credit card I'kredlt ,ko:dl 19 
creditor !'kredItarl 3 
creditors l'lcredItaz! 4, 13 
credit rating !'kredlt ,reJtJIJ! 

24, 33 
credits l'kredItsl 19 
credit standing I'kredlt 

,strendlIJ! 24 
creditworthiness 

l'kredIt,w3:omasl 24 
C terms flsi: ,t3:rnzl 46 
cum div !'kArn ,dlVI 31 

currency l'kAP'ntsil 1 
currency forward !,kAPntsi 

'fo:wadl 34 
currency future !,kAP'ntsi 

'fju:tJa,1 34 
currency market 1'kJ\.r-tntsi 

,mmkTtl 23 
currency speculation l,kAraotsi 

,spckja'lcIJ"nl 44 
current account l'kArant 

a,lcauntl 19 
current assets l,kArant 'resetsl 

9,12 
current liabilities !,kAfdOt 

,lma'bllatizl 13 
current ratio l,kAf~mt 'rcIJiau! 

15 
current replacement cost 

l,kAfant fI'plcIsmant ,kostl 
7,9 

curriculum vitae (CV) 
fka,nkjalam 'vi:taI ,si: 'viIl 
50 

customized l'kAstarnaIzd! 37 
customs clearance l'kAstaffiz 

,klmraotsl 46 
DAF - delivered at frontier I,di: 

el lef dJ,hvad at frAn'tIar! 46 
damage to property l,dremld3 

t;) 'prnpatil 47 
day book I'del ,buk! 4 
day trader /'deI ,treldarl 31 
DDP - delivered duty paid I,di: 

dil 'pi: dI,hvad ,djillti 'peld! 
46 

DDU - delivered duty unpaid 
I,di: di: 'jill dl,hvad ,djillti 
An'perd! 46 

dealer I'dhlar! 25 
dealing l'di:ItUI 22 
death duty l'deS ,dju:tiJ 49 
debit I'debltl 4 
debit card I'deblt ,ko:dI 19 
debits I'debltsl 19 
debt Idet! 2 
debt instrument I'dct 

,mtstramantl 25 
debtors I'detaz/ 4, 10, 12 
declare bankrupt IdJ,klcar 

'breukrApt! 33 
decline Idl'klalOl 38 
decrease (n) I'di:kri:sl 38 
decrease (v) I'dl'krilsl 38 
default Idl'fo:ltl 33 
defensive stock Idl'fentsiv 

,stokl 30 
deferred taXes IdI,f3:d 'trelcslzl 

13 
deficit l'defISlt! 43 
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34 

deflationary Idl'fleIJ .. n"ril 48 
demand !dl'mamdl 23, 30 
deposit Idl'pnzltf 20 
deposit acco_unt Idl'POZlt 

o,kaunt! 19 
depositor IdI'pOZlt;,rl 20 
depreciate Idr'pri:]icltl 9,44 
depreciation IdI,pri:j1'elj'''nl 7,9 
depression Idr'preJan/ 48 
DEQ - delivered ex quay I,di: 

i: 'kju: dI,hvad ,eks 'ki:1 46 
deregulate l,di:'regjaleItI 21, 42 
deregulation I,di:regja'lel]anl 

21 
derivative Idl'nvotlvl 35 
DES - delivered ex ship I,di: i: 

'es dI,hvad ,eks 'Slpl 46 
deteriorate Idl'tlariareltJ 38 
deterioration Idl,tIaria'relJ"nl 

38 
direct Idl'rekt/ 47 
direct cosr!dl'rekt ,kDSt! 17,18 
direct debit JdI,rekt 'debit! 19 
direct tax IdJ'rekt ,treksl 49 
director Jdl'rektarJ 5 
disclose IdlS'kbuzJ 7, 10 
disclosure Jdls'klau3arJ 42 
discount (n) I'dlskauntl 25 
discountcd cash flow 

!dl,skauntid 'kao} ,f1ou! 41 
discount factor J'dIskaunt 

,f",kto'! 41 
discounting JdtlskauntIIJI 41 
discount ratc I'diskaunt ,reItl 

24,27,41 
distribute Idl'stnbju:tl 11 
diversification 

Idar,v3:slfl'keIf"nl 32,39 
diversified porrfolio 

IdaI,v3:slCard ,p:J!t'fauliaul 
32 

diversify Idm'v3Islfml 36 
divestiture JdaI'vestltJarl 11 
dividend J'dlvldendl 2 
dividend cover I'dlvldend 

,kAVarl 15 
documentary credit 
I,dokjament~ri 'kredItl 45 

documentation 
!,dokjomen'lel}on/ 46 

double-entry bookkeeping 
l,dAbl ,entn 'buk,kiIPIl)1 4 

downswing J'daunSWI1)1 48 
downturn Iidaunt3Inl 48 
draft !dra:ft! 45 
dramatic Idra'mretlkl 38 
dramatically Idra'mretlk"liJ 38 
draw up I,dr:>: 'Ap! 5 
drop !drop! 38 
D terms I'di: ]t3:mzJ 46 
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due diligence I,dju: 'ddld3antsl 
29 

dumping !'dAmpIU! 43 
earn 13m! 1 
earnings !'3:ml)zI 2 
earnings per share 1,3:mI)Z ,P3: 

'fearl 15 
e-banking I'i: ,brel)krlJI 19 
EBIT !'i:bl!! 14 
EBITDA !,i:bIt'da:! 14 
economies of scale II,kon<1rniz 

ov 'skell! 18,43 
efficiency fI'fJfaotsi! 15 
efficient market hypothesis 

lI,flfant tmmkIt hm,pn8;;'sls! 
32, 36 

elastic II 'Irest del 18 
employment IIm'pl:Hrnantl 24 
endorse IIn 'd:t:sl 45 
entrepreneur I,ontr.lpro'n:nrl 18 
equities I'ekwltizl 2,19 
equity!'ekwItil 29 
equity market !lekwIti ,ma:kltl 

30 
establish II'st",bh}! 3 
estate tax lI'stelt ,treks! 49 
E term !'i: ,t3:rn! 46 
ethical!'e9lkall 3 
evaluate /t'vreljueJtl 10 
ex div !'eks ,dlVI 31 
examination IIg,zrernI'neIJ::Jo! 

10 
exchange market hks'tfemd3 

,ma:kIt! 44 
exchange rate hks'tfemd3 

,rclt! 23, 44 
excise duty !'eksaJz ,dju:til 49 
excise tax J'eksaIz ,treksl 49 
execute orders !,eksrkju:t 

t:):dazl 12 
executive director IIg,zekjatlv 

dI'rektarl 5 
executive summary fIg,zekjotIv 

'sAillaril 18, 50 
exercise an option ',eksasmz 

on 'op}on! 35 
exercise price !'eksasalz .pralsl 

35 
exit strategy !'eksrt Istra:!tad3il 

28 
expense Itk'spentsl 4 
expenses IIk'spentslzl 2 
export (n) !'ekspo:t! 43 
export (v) !ek'spo:t! 43 
exporter IIk'sp:>:tarl 43 
export licence Ileksp:>lt 

,imsants! 45 
external audit hk,st3In'lj ':lldlt! 

3 

external auditor !Ik,st3Inal 
I:):dltarl 10 

extraordinary general meeting 
(EGM) IIk,stn:d::Jn'lri ,d3en"pl 
'mi:tl1) ,i: d3i: 'eml 6 

EXW - ex works !Ii: eks 
'dAblju: ,eks 'w3:ks! 46 

face value j1feIs ,vrelju:1 25 
fair presentation l.fed 

tprezan'teI]an! 7 
fall !b:l! 38 
fallen angel!tf:lIlan 'emdylf 

33 
FAS - free alongside ship J,ef eI 

les ,ffi: a,loI]smd 'Jlp! 46 
FeA - free carrier I,ef sil 'el 

,fri: 'kreriarl 46 
fee !fi:! 22 
fees !fi:zI 1, 36 
financial accounting ICar'nrenfal 

d,kauntIlJ/ 3 
financial future Ifar,men]a) 

'fju:!},'! 34 
financial institution !faJ,menS"1 

ImtstI'tju:f:Jn/ 21 
financial instrument IfaJ,nrenJ"1 

Imtstramantl 25 
financial planning Ifal,nrenj'''l 

'pl"'nIU! 41 
financial restructuring 

Ifar,m:enf"i1ri:'strAktSafll)! 
22 

financial results IfaI,nrenJ"1 
n lzAlts! 29 

financial stability Jfal,nrenJ;)1 
sta'bIi~til 23 

financial statement !faI,nrenJ"l 
'steltmantl 1, 3, 4 

financial system !Cal,nrenfal 
'sIstaml 23 

financial year IfaI,nrenf"l'jIar! 
8 

financing l'famrentsIl)1 14 
fiscal policy !,fIsk'l 'polosi! 48 
fixed assets I,flkst 'resetsl 9, 12 
fixed costs I'flkst ,knsts! 17 
fixed dividend I,flkst 

'dIVIdendI 19 
fixed exchange rate !,fIkst 

lks'tJemd3 ,relt! 44 
fixed interest payment I,flkst 

,mtrast 'pclmantl 33 
fixed-term l'fIkst ,t3:mJ 26 
floating exchange rate 1,f1autIIJ 

Iks'tj'emd3 ,relt! 44 
floating interest rate !,flautll) 

Imtrast ,fCIt! 14 
floating-rate note l'flautJl) ,rcit 

,naut! 33 
flotation !fl;m'tclf"nl 19 



fluctuate 1'f1AktJuerti 34,38 
FOB - free on board lief dU 

'bi: Ifn: on 'b:l:dl 46 
follow rules J,folau 'rultzl 3 
forecaster f'b:ka:starJ 22 
foreign currency /, form 

'kArantsil 19 
forward I'fo:wadl 34 
forward contract J'f:Jlwad 

,konln"ktl 34 
forward integration /,f::Jlwad 

,mtI'grelJanl 39 
found Ifaundl 5 
founder /'faund~Jr/ 5,28 
fraud Ifra:dl 3, 10 
fraudulent j'fro:djal;mt/ 42 
freely floating exchange rate 

/,fti:li ,flautllJ Iks'tJemd3 
,fclt 44 

free trade I,ffi: 'tfeld/ 43 
freight Ifreltl 46 
friendly bid I'frendli ,bldl 39 
friendly takeover /'frendli 

,tcrkauvarJ 39 
F terms lief ,t3:mz/ 46 
full capacity 1,l'ul ka'p",satil 48 
full-disclosure /,fu1 dlS'klaU3Jr/ 8 
fundamental analysis 

/,fhndarnental a'melasIsl 32 
funds If Andzl 2 
funds flow statement /'L\TIdz 

,tlou ,stcItmantJ 14 
futures contract J1fju:tJaz 

,kontr",kt! 34 
gearing j'gr;arrl)/ 16, 37 
get better I,get 'belarl 38 
get worse I,get 'w3:sl 38 
gilt-edged stock l,gIlt ,ed3d 

'stoki 33 
gilts Iglltsl 33 
give the right l,gIV 0;:) 'rmtl 35 
go bankrupt I,gau 'brelJkrAptl 

15,29 
go into liquidation I,gau mta 

,lIkwr'derJanl 19 
go public I,gou 'pAblrkl 29 
going concern l,gaUlI) kan's3:n1 

7, 8 
going-rate pricing l,gaul1) lert 

'pfmSrlJl 18 
gold Igouldl 23 
gold convertibility I,gauld 

kan, v3:ta'brlatil 44 
goods Igudzl 12 
goods and services tax (GST) 

I,gudz and 'S3:vrSIZ ,treks 
,d3i: es 'ti:1 49 

goodwill Igud'wrl/ 12 
government bond l'gAV;)nm;)nt 

,bond! 27,33 

governm~nt expenditure 
l,gAv"nmanllk'spendltJarl 
48 

gradual/'gr",d3uoll 38 
gradually l'gr",d3uo1il 38 
grant a loan I,gromt a 'Iaunl 20 
grant credit I,gramt 'kredltl 11 
gross profit l,gr~}Us 'profrt! 6, 14 
gross profit margin I,graus 

'profit ,ma:d3ml 16 
grow Igraul 38 
growth Igrou81 36,38 
growth stock l'grau6 ,stnk! 30 
health insurance l'helS 

mJuarantsl 1 
hedge against l'hed3 a,gentst! 34 
hedge fund l'hed3 ,fAnd! 37 
hedging l'hed3rul 37 
high net worth individual/,hal 

,net ,w3:8 ,mdl'vld3uall 
21,28 

highly-geared I,halli 'glod! 16 
highly-leveraged I,halli 

'li:vand3dl 16 
hire purchase I,hma 'p3:tJasl 

24,26 
historical cost Ihl,stonkal 

'kost! 7 
hit bottom I,hlt 'bot;nnl 38 
horizontal integration 

Ihofl,zont:Ji,mtl'grcIJ"nl 39 
hostile bid l'hnstaIl,bldJ 39 
hostile takeover I'hostall 

,telkauvarl 39 
image pricing l'ImId:; ,praISll;J1 

18 
implement (v) !'lmphmentl 50 
import In) i'Impa:ti 43 
import Iv) ilm'pa:ti 43 
importer IIm'po:tarl 45 
impose Ilm'pauzl 49 
improve Irm'pru:vl 38 
improvement IIm'pru:vrnantl 

38 
in circulation 1m ,s3:kja'lelJanl 

27 
in transit 1m 'tnenzltl 45 
incentive Irn'sentrvl 9 
income 1'L1JkAml 1 
income and expenditure 

account 1,IlJkAm and 
rk'spendItJar a,kaunll 14 

income stock 1'l1JkAm ,stok! 30 
income tax l'l1JkAm ,treksl 49 
incoterms l'r1Jkau,t3:mzl 46 
increase (n) I'mkti:sl 38 
increase (v) Im'kri:sl 38 
indemnify Im'dernmfml 47 
independent auditor 

I,mdlpendant 'O:dltorl 3 

index-linked fund 
I,rndeks'lrukl ,fAndl 36 

indirect cost I,ITIdlrekt 'kostl 
17,18 

indirect tax I,ITIduekt 'treksl 49 
inelastic I,Inr'lrestrkl 18 
inRation Im'fleIJ:lnl 27 
inflation accounting Im'flelJ:·n 

a,kauntIlJ1 7 
inheritance tax Irn'hentants 

,t",ksl 49 
initial public offering fI,ntJal 

,pAbhk 'ofanlJl 22 
insider dealing IIn,smda 'di:hlJl 

42 
insider trading Im,sarda 

'treldllJl 42 
insolvent Im'solvantl 33 
institutional investor 

l,mtstrtju:J"'n:llm'vestarl 22 
instrument I'rntstramantl 35 
insurance Im'Juarantsl 47 
insurance certificate 

Irn'Juarants sa,tIfIk~tl 45 
insurance company 

Im'Juafants lkArnp~mil 21 
insure against Im'Juar 

a,gcntstl 47 
insurer Im'Juararl 47 
intangible assets Im,trend3ab1 

'resetsl 12 
interest I'mtrastl 2, 19 
interest cover I'rntrast ,kAVarl 

16 
interest-free I,rntrast 'fd:1 26 
interest rate future l'rntr;Jst 

,fert 'fju:tJarl 34 
interim report l,rnt~'lfIm rr'p:l:tl 

6 
intermediary I,rnta'mi:diaril 22 
internal audit Irn,t3:nol':J:drtl 

3,10 
internal auditor Irn,t3:n"1 

':J:dItarl 10 
internal rate of return 

Im,t3:nal,fclt av fI't3:n1 41 
internet banking I'mtanct 

,b:eUI<IUI 19 
intervene 1,1Ota'vi:n1 23,44 
in-the~money I'm aa ,mAnil 35 
inversely fIn'v3:slil 33 
invest Irn'vestl 2,24 
investing Irn'vestIlJl 14 
investment IIn'vestmantl 19 
investment account 

11O'vestmant a,kauntl 26 
investment bank /rn'vestmant 

,blCUki 21 
investment company 

Irn'vestmont ,kAmpanil 25 
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investment fund Im'vestm;mt 
If And! 11 

investor Im'vestarl 1,21 
invisible export Im'vIzabI 

,ekspOltl 43 
invisible import Im'vlzabI 

,Imp":tl 43 
irregularities lI,regja'ireratizi 10 
irrevocable lI'revakabIl 45 
irrevocable credit h,revakabl 

'kredlt! 45 
issue l\ru:1 11 
issue currency I,Ifu: IkArantsil 

23 
issue securities l,rJm 

sI'kjuaratizi 22 
joint venture l,d33mt Iventfarl 

39 
journal/'d33In:ll/ 4 
junk bond l'd3AIJk ,bondl 33, 

40 
labour I'leJbarl 24 
launch IbmtJI 18 
laws Ib:Z} 3 
leasing l'li:srlJl 24,26 
legal entity I,li:g:ll tentJtil 5 
legitimate Ih 'd3rtamatl 42 
lend Ilendl 20, 28 
lend to I'lend tu:1 2 
lender of last resort 1,Iendar av 

11a:st n 'z3:tI 23 
letter of credit I,letar av 

'kredIlI 45 
level off 1,lev'l 'ofl 38 
leverage 1'Ii:varrd31 16, 37, 40 
leveraged l'li:vand3dl 40 
leveraged buyout l,li:vand3d 

'bamull 40 
levy I'levi! 49 
liabilities 1,1ma'bI1atizi 2, 11, 20 
liabiliry 1,lala'bIialil 47 
liable for I'lalabi [0:'1 5 
life insurance I'lalf m.Juarantsl 

47 
limited liability l,hmltId 

11ma'brlatil 5 
liquid assets I,lrkwld lresets/ 15 
liquidiry Ih'kwldalil 15,20,25 
listed company IliIstId 

'kAmpanil 6, 29 
living standards l'lrVII) 

,strendadZ} 43 
Lloyd's of London I,bldz av 

'IAndanl 47 
loan lIaunl 1, 19 
long position 1'lolJ pa,zIJ:lnl 

31, 37 
long-term liabilities 1,101) ,t:Hm 

,lma'bdatizi 13 
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100pholel'lu:phaul! 49 
loss Iiosl 47 
loss-leader pricing 1,los ,H:da 

,prmsl'1)1 18 
loss of property 1,105 av 

'propati/ 47 
lower of cost or market 1,lauar 

av ,kost 3: Ima:krtl 12 
lucrative l'lmkratIvl 42 
lump sum 1,IAmp 'SAml 47 
make a claim l,me1k a 'klelml 

47 
make a profit I,melk a 'profItl 

31 
make provisions l,meIk 

pra'vI3anzl 12 
managed floating exchange 

rate l,mremd3d ,flautrlJ 
Iks 'tfemd3 ,rertl 44 

management accounting 
l'rnremd3mant a,kauntIIJI 3 

management buyout 
l,mremd3mant 'bamutl 40 

management letter 
l,mremd3mant 'letarl 10 

managing director l,mremd3l0 
dr'rektarl 5 

margin l'rna:d3ml 24 
market capitalization I,marklt 

,kreplt;llal'ZeJJ;lnl 40 
market forces l,ffimkIt 'b:SlzI 

44 
market maker /'mmkIt ,melkarl 

30 
market opportunity I,rnmklt 

,opa'tjumatil 50 
market penetration pricing 

l,ma:kIt ,pem'trelJ:ln 
,pralSlul 18 

market price l'ma:kIt ,prarsl 30 
market risk I,mmkrt 'fIskl 32 
market segment l,ma:kIt 

'segmantl 18 
market share I,mmklt 'Je;;,rl 18 
market skimming I'ma:krt 

,skim lUi 18 
market value l,markIt Ivrelju:/ 

9,25 
marketing policy l'ma:kItrlJ 

,polasil 17 
marketing strategy /'markltIIJ 

,strretad3il 50 
mark-up I'ma:k ApI 30 
mark-up pricing I'ma:k Ap 

,praISII]I 18 
matching l'mretJIlJ1 8 
materiality Ima,tIari'relatil 8 
maturity Ima'tjuaratit 20,25 

maturity date Ima'tjuarati 
,delt! 33 

measurement l'me3amantl 7 
memorandum of association 

Imemar,rendam av 
a,sauJi'eIJ:ln/ 5 

merchant bank l,m3:tJant 
'breuki 11 

merger /'m3:d3arl 21,22,39 
mergers and acquisitions 

department l,m3:d3az and 
,rekwI'zIJanz dI,pmtmantl 39 

merge with l'm3:d3 wIol 11 
mezzanine financing 

I'metsanim ,farnrentsll)l 28, 
40 

middleman I'mldlmrenl 47 
misconduct Imls'knndAlctl 6 
moderate I'modilratl 38 
moderately I'mod:lratlil 38 
monetarist /'mAmt:lfIstl 27 
monetary authorities l,tnAmtilri 

3: '8oratizl 27 
monetary growth l,ffiAmt:lri 

I grau81 27 
monetary policy l,mAmt:lri 

'pol;;!sil 23, 48 
money laundering l'mAni 

,bmd'f1ul 41 
money market l'mAni ,ma:kItl 

25 
money supply I'mAni sA,plail 27 
monopolist Ima'nop>!llstl 18 
mortgage/'ffi3:gld3/ 1,19,24 
mutual fund I'mjUltJual 1fAndl 

36 
names Inelmzl 47 
narrow money I'nremu ,mAnit 

17 
national insurance l,nreJ:lll::l1 

m'Juarantsl 49 
natural disaster l,nretS;'f>!1 

dr'zo:starl 47 
net assets I,net 'resetsl 12 
net book value I, net 'bule 

,vreljUlI 12 
net income I,net 'IlJkAml 2 
net present value I,net tprez>!nt 

,vaolju:1 41 
net profit I,net 'profltl 6,14 
net realizable value I,Det 

na'lalzabl, vreljml 9 
net worth I,net 'W3 :81 :12 
nominal ledger I,Domm"1 

'led3arl 4 
nominal value I'nomm"l 

,vrelju:1 25 



nonMbank financial 
intermediary l,noD ,breIJk 
fUI,mentj'al,mta'rni:diaril 21 

non-current assets I,DnTI ,kAP'TIt 
tresetsl 12 

non-current liabilities I,TInn 
,kAr:.nt ,1ma'bIlatizl 13 

non-executive director I,non 
19,zekjatlv dl'rektarl 5 

nonMprofit organization I,DOD 
,profIt ,::I:ganaI'zeIJ:'In/ 14 

non-standardized I,non 
'slrendodaIzdl 34 

note Inautl 1 
not-for-profit organization 

I,not fa ,profIt 
,::I:ganuI'zeIJ:'Inl 14 

objective lab'd3ektIvl 5, 17 
objectivity l,obd3Ik'tlvatil 8 
obsolete /'nbsali:tl 9 
oddMeven pricing lInd 'iIvan 

,prmsIIJI 18 
odd pricing I'nd ,prarslIJI 18 
offer I'ofo'l 29, 30 
on credit I,nn 'kredItI 2 
online broker I,onlam 'braukar/ 

31 
on paper IIOD 'pclparl 1 
open-market operations I,aupan 

,rno:klt ,0p:'lr'erJ:'Inzl 27 
operations l,op:'Ir'eIJ:lnzl 14 
oppornmity cost Itopa1tjumati 

,kosll 41 
option l'opI'nl 35 
ordinary share 11::ud:'ln:lri Jear / 

29 
outgoings l,aut'gaUI1JzI 1 
out-of-the-money I'aut av 0;;, 

,ffiATIil 35 
outperform l,autpa'f:J:rnl 36 
output I'autputl 24 
overdraft I'auvadra:ftl 19,24 
overdraw 1,~'lUva'dr::l:1 19 
overheads I':mvahedzl 17 
overheating l,auva'hiItIIJI 48 
oversee l,auva'si:1 42 
over-subscribed 

I,auva sab'skralbdl 31 
over-the-counter 

I,;;,uvaoa'kauntarl 30, 34, 37 
overtime I'auvatmml 1 
owe laul 2, 11 
own I;;,unl 2 
own a security 1,~lUn a 

SI'kjuaratil 31 
own shares I'aun Jeazl 30 
par value I'pm ,vrelju:1 25 
parent company I'pearant 

,kAmpanil 40 

partner I'po:tnar/ 5 
partnership l'po:tn;;,Jrpl 5 
passive strategy I'preslv 

,stnelod3i1 36 
patent Ilpelt:'lnt! 12 
pattern I'pret:lnl 32 
pay a dividend I,pel a 

'dIVIdend 31 
pay interest I,pe! 'mtrastl 20 
peak Ipi:kl 38,48 
pegged against I'pegd a,gentstl 

44 
pension l'penJ"n/ 1 
pension fund I'penJ .. n ,f And! 22 
period of contraction I,plariad 

ov kon'lr",kJ'nl 48 
period of expansion l,pJariad 

av Ik'sprentJ"nl 48 
perk Ip3:kl 49 
personal customer /'p3Is"n .. l 

,kAStarnarl 20 
personal injury l,p3ls:lnOll 

'md3oril 47 
personal loan l,p3:s"n"111aunl 

20 
place an order I,plers an 'o:darl 

30 
poison pill/1P:>Iz"n 'pIlI 39 
policy I'polosil 47 
political business cycle 

Ipa'lttlk:ll,hIzms ,saIkI! 48 
pool/pu:11 37 
portfolio l,p::I:t 'fauliaul 36 
position /pa1zIJ:lnl 37 
predict Ipn'dlktl 32 
preference share I'prefar:mts 

,Jearl 28, 29 
premises I'premlsrzl 46 
premium I'pri:miaml 35,47 
prepare Ipnlpearl 3 
preserve Ipn'z3lvl 36 
presrige pricing Ipres'ti:3 

,pralSl"1J1 18 
price /praIsl 'J 8 
price difference I'prars 

,dlfarants/ 37 
price/earnings ratio I,prms 

'3:n1IJZ leIJiau/ 15 
price-sensitive Ilprms 

IsentsItIvl 42 
price-sensitive information 

l,praIs ,sentsltIv 
,mfa'melJ"nl 32 

price variations I,prms 
,veari'erJ:lnzl 18 

primary market l'praIm:lri 
,mo:kIII 30 

principal/'pnnsop'lI 33 
private bank Ilpralvlt ,btCIJk/ 21 

private company I'pralvlt 
)":Ampanil 6, 28 

private pension plan l,praIVIt 
'penJ"n ,pirenl 19 

produce (v) Ipro'dju:sl 29 
productivity l,pmdAk'trvatil 43 
profit l'profIt! 2 
profitability l,proflta'bIlrtil 16, 

26 
profitable I'profltobll 17 
profit and loss account I,prnfit 

and 'Ins a,kauntl 2,4,11,14 
profit and loss sharing I,proflt 

and 'Ins JeafTIJ/ 26 
profit target /'proflt ,tmgltl 18 
progressive Ipr;;,'greslvl 49 
projected trends Ipra,d3ektld 

'Irendzl 50 
property, plant and equipment 

Ilprnpati ,Plamt and 
l'kwipmantl 12 

proportional Ipra'poIJ:'In:lil 49 
prospectus Ipra'spektasl 29 
protect Ipra'tekt/ 43 
protectionism Ipra'tekJ"nIz:lml 

43 
provisions /pra'vI3anzl 7 
public company I'PAbhk 

,kAmpanil 28 
public limited company 

I,PAbhk ,hmIlId 'kAmponil 6 
purchasing power /'p3:tJaSIIJ 

,pauarl 41 
purchasing power parity 

l,p3:tJaSIIJ ,paua 'preratil 44 
purpose Ilp3:pasl 5 
put oprion I'put ,opJ:!n/ 35 
qualified report Ilkwnlrfald 

n,po:ll 10 
quality certificate /'kwolati 

so,lIfIkot! 45 
quarterly report 11kw:J:t .. li 

n'p:J:tl 6 
quick Ikwiki 38 
quickly l'kwIklil 38 
quick ratio I'kwlk ,relJiaul 15 
quota I'kwautal 43 
quoted company I'kwautrd 

,kAmpanil 6, 29 
raid IreIdl 39 
raise capital Ilrelz 'kreprt .. l/ 21 
raise funds /lelz 'fAndzl 21 
random flrrendaml 32 
random walk hypothesis 

I,rrendam 'w:Jlk haI1pnSasIs/ 
32 

rapid l'r"'pId! 38 
rapidly I'r",pnllil 38 
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rate of return /,rert ~v n't3m/ 
16,28,41 

ratio /'reIJiau/ 15 
raw materials /,D: ma'tIari;;,iz/ 

12 
reach a low point /,riltJ;;, 'lau 

,POInt! 38 
reach a maximum /,rirtJ a 

'mrekslmam/ 38 
reach a peak /,riltJ;;, 'pilk/ 38 
receive /n'si:v/ 31 
recession /n'sej';'n/ 48 
recommend /,reka'mend/ 10 
record (v) In'ko:dl 3, 10 
recovery /n 'kA varU 48 
redeem /n'dirm/ 25 
reflationary /,ri:'flelJ:;n<lri/ 48 
registered office /,red3Istad 

'ofrs/ 5 
regressive /n'greslv/ 49 
regular income /,regj;;,lar 

'lukAm! 36 
regulate Ilregjalert/ 23 
reinsurance l,ri:m'Ju:lrntsl 47 
remain constant In.mem 

'knntstanti 38 
remain stable /n1mem ·steIbIl 

38 
rent Irent/ 1 
replacement cost accounting 

In'pleIsrnant ,knst 
a.kauntIIJI 7 

repossess l.ri:pa1zes/ 19 
repurchase agreement (repo) 

l.ri:'p3ItJas a,gri:mantl 25 
research (v) /n 's3:tJ/ 22 
reserve requirement /n'z3Iv 

n.kwaramantl 20 
reserve-asset ratio /n.z3Iv 

,reset 'reIJiau/ 27 
reserves /rr'z3:vzi 13, 10, 23, 44 
retail bank l·ri:teIl,breIJk/ 20 
retain /n'tern/ 2 
retain earnings /n,tem '3lTIII]zi 

31 
retained earnings In.temd 

'3mII)zi 11 
return on assets In,t3m on 

'resetsl 16 
return on equity In.t3m on 

'ekwItiJ 16 
revalue /ri:'vreljUII 9 
revenue l'revanjUII 2,4,28 
revenue recognition Ilcvanju: 

,rekag'mJ:lol 8 
rights issue I'ralts ,rJUI/. 30 
rise Irarzi 38 
risk Iflskl 20, 47 
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risk assessment I'nsk 
d,sesmantl 20 

risk-averse I'nsk a,v3:s/ 28 
risk capital/'nsk .kreplt:;ll 28 
risk capitalist /,nsk 'kreprt"hstl 

26 
rules lru:lzi 3 
run on the bank l,rAn nn aa 

'b"'Uki 23 
safekeeping l,serf'ki:prI)1 26 
salary I'srelari/ 1 
sales forecast I'serlz If::lIkmstl 

50 
sales promotion I'serlz 

pra,mauJ:ln/ 50 
sales revenue I'serlz ,rev;;,nju:1 

14 
sales target l'seIlz .to:grtl 18 
sales tax /'seIlz ,treksl 49 
sales volume I'serlz ,volju:ml 

17 
save /selvl 20,24, 47 
savings account I'SeIVII)Z 

a,kaunti 19 
savings and loans association 

l.seIVII)Z ;;,nd 'launz 
asauJi,eIJ"ol 21 

scrip issue /'sknp ,IJU:/ 30 
secondary market 11sek;lnd<lri 

,mmklt! 30 
securities ISl'kjuaratizl 36 
sell an oprion I'sel an ,opJ<lnl 35 
selling, general and 

administrative expenses l,selrIJ 
,d3en;lf"1 and ad'mmIstratlv 
lk,spentslzi 14 

separate entity I,sep"rat 'entltil 
8 

service charge I'S3:VIS ltJa:d3/ 
26 

set up /,set 'Api 2 
settlement day I'setlmant ,dell 

31 
share/Jearl 2,21,29 
share capital I'Jc;;, ,krepltal/ 2, 

5,11 
shareholder I'Jea,hauld;;'TI 2, 

29 
shareholders' equity 

l,feohauldaz 'ekwItil 11, 13 
share premium I'Jea ,pri:miarn/ 

13 
sharp Ifmpl 38 
sharply I'fmplil 38 
shipment I'flpmantl 45 
short position /'Jo:t pa1zlJ"nl 37 
short-term I,JO:t 't3:ml 25 
sickness I'srkoas/ 47 
sight deposit /'salt dl.POZItl 27 

significant /slg'mflk;;,ntl 38 
significantly ISIg 1mfI1cantlil 38 
slight Islalll 38 
slightly I'slaltlil 38 
slow Islaul 38 
slowly I'slaulil 38 
slump IsIAmpl 48 
social security /.s~JUJ"l 

sl'kju;;'f;;'ltil 1,49 
sale trader /,saul'trerdarl 5 
solvency 11solvantsil 15,24 
source and application of funds 

statement 1,50:S and 
a::piI,keIJ:Jo av 'fAndz 
.stcitmantl 14 

speculation l,spekja·leIJ:;nl 37 
speculative /'spekjalatIv/ 44 
speculator I'spekjalcltarl 31 
spend Ispendl 1 
spot price liS pot (prarsl 34 
spread Ispredl 24,30 
stabilize /'stelb;::llarzi 38 
stag Istregl 31 
standard I'st",ndodl 3 
standardized I'stcend;;,dmzdl 

20, 34 
standing order l,strendrI) I:):darl 

19 
start-up l'stmtApl 28 
start-up capital/'stmtAp 

,kreplt"11 28 
statement /'steltm;;,ntl 19 
statement of rotal recognised 

gains and losses I,stcltm;;,nt 
av ,taut:lI,rekagnaIZd ,gcmz 
ond 'Inslzi 14 

steadily l'stedIlii 38 
steady I'stedil 38 
steal/sti:1I 47 
stimulate the economy 

l.strmjalcIt ai l'knnamil 48 
stock Istnkl 4,21,29 
stockbroker l'stnk.br~lUkarl 30 
stockbroking /'stnk,br;;,uk1lJ/ 22 
stock exchange /·stok 

Iks,tj'emd31 6,29 
stock future I'stnk ,fjmtJarl 34 
stockholder I'stnk,hauldarl 29 
stock index/1stnk ,mdeksl 31 
stock index future I.stok 

,mdeks 'fju:tfacl 34 
stock market I'stok ,ma:kItl 29 
stock take I'stok ,terkl 10 
straight-line method /,strclt 

'lam ,meSad! 9 
strategic industry Istra, tiId3lk 

'mdastril 43 
strategic planning Istra,ti:d31k 

'plrenrlJ/ 12 



strike price /'straTk ,pralsl 35 
structured product l'strAktJad 

,prndAkti 37 
subie~tive Isab'd3cktlvI 8 
submit /sab'mltl 10 
subsidiary Isab'sldiaril 8, 22, 

40 
substantial/sab'st;:entf<l1/ 38 
substantially Isab'strentf::.lif 38 
sudden /'sAd<lnl 38 
suddenly /'sAd'nli/ 38 
supervise I'su:p;:waIzI 23 
supplier Isa'plmarl 11 
supply Isa'plail 13, 30 
surplus l's3Iplasl 14 
swap /swop/ 35 
syndicate I'smdlkatl 47 
synergy l'smad3il 40 
systematic risk l,slstam;:etlk 

'fiSk! 32 
systems of control/,slstamz av 

kon'lroull 10 
tactics I'trektlksl 50 
take a short position I, telk a 

'Io:l po,zII'n/ 31 
takeover I'terk,auvarl 39 
takeover bid l'tcIk,auva ,bldl 

6,21,39 
tangible assets I, trend3abl 

'resetsl 12 
target customer l,tO:glt 

'kAstamar/ 18 
tariff /'llEnf/ 43,49 
tax /I",ks/ 1, 2, 49 
taxation Itrek'scIJ:'nl 48,49 
tax avoidance !'treks 

a,v:JIdants/ 49 
tax burden I'treks ,b3:d::.nl 49 
tax evasion /'treks I, vClynl 49 
tax haven I'treks ,hcIv'Inl 49 
tax shelter I'treks ,Ieltarl 47 
technical analysis /,tckmk::.l 

a'nrelasrsl 32 
telephone banking I'tehfaun 

,b"'UkIU/ 19 
terms and conditions /,t3:mz 

and kan'dlJ"'nzl 20 
theft 18eft! 47 
time deposit Nairn dl,POZltl 

25,17 
time-period NaIrn ,prari::.dl 8 
times dividend covered I,tmmz 

,dlvrdend 'kAvadl 15 
times interest earned I,talrnz 

,mtrast '3:ndl 16 
time value of money I'tmrn 

,vrelju: av ,mAnil 41 
top out /,top 'autl 38 
tracker fund /'trrekar ,fAnd! 36 

trade mark /'trcrd ,ma:k! 12 
trade surplus I'treld ,s3:plas/ 

43 
transaction Itrren'zrekJ'In/ 3,4 
transfer l'trrentsf3:rl 20 
traveller's cheque I'trrevalaz 

,lIck! 19 
treasury bill (T-bill) /'tre30n 

,bIll 25 
treasury bond l'trc3ari ,bond! 

33 
treasury note l'trc3ari ,naut/ 33 
trend /trendl 32 
trial balance I, tralal 'brelantsl 

4 
trough /Irnfl 48 
true and fair view I,tru: and 

,fea'vju:1 3,7,10 
turnover l't3lTI,aUvarl 6, 14 
underpriced I,Anda'prmstl 40 
undervalued I,Anda'vrelju:d! 

40 
underwrite I,And;)r'altl 22, 29 
underwriter l'Andar,altar / 47 
unique Iju:'ni:kl 50 
unit cost I,ju:mt 'knstl 18 
unit-of-measure I,ju:mt av 

'mc3arl 8 
unit trust I,ju:mt 'trAst/ 36 
unsecured I,Ansl'kju;)dl 25 
unsystematic risk 

/,AnsIstarnretIk 'nsk! 31 
upswing I'APSWIIJI 48 
upturn /'Apt3ml 48 
valuation l,vrelju'erJ::.nl 7,22 
value stock I'vrelju: ,stokl 30 
value-added tax (VAT) 

l,vreljUl,redId 'treks ,ViI CI 
.'ti:/ 49 

variable costs /'ve;)ri;)bl ,kosts 
17 

variable interest rate I,vcariabl 
'mtr;)st ,rcrtl 24 

velocity IVI'losatil 27 
velocity of circulation Ivr,losati 

;;IV ,s3Ikja'leIJ<lnl 27 
venture capital /,ventJa 

'k"'PII'1I 28 
venture capitalist /,ventJtl 

'kreplt::.hstl 16 
verifiable I'vcnfambll 8 
vertical integration I, V3Zt Ik::.l 

,mtl'greIJ::.nl 39 
visible trade I'VIZ~bl ,treld/ 43 
volatile I'voiataill 36 
wages l'wcld3rzl 1 
warrant I'wnrantl 35 
wear out I,wear 'aut! 9 

weight certificate I'welt 
sd,tlflkatl 45 

white knight I,walt 'nart/ 39 
withdraw Iwuj'dr:JII 19 
withdrawal/wro'dr:lIall 19 
working capital/'w3:kIU 

,kreplt'lll 2, 26 
work-in-progress /,w3:k III 

'pr;)ugresl 12 
World Trade Organization 

I,W3:ld 'treId J:g;)nal,zcIJ::.nl 
43 

write an option l,raIt an 
'opI'n/ 35 

write off l,raIt 'nf/ 11 
wrongdoing l'roU,du:rul 6 
yield /ji:ld/ 20, 33 
zero coupon bond l'zl;)rou 

,ku:pon ,bond/ 33 
zero-sum game I'ZIaf;)U ,SAm 

,gelm/ 34 
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