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Introduction 

Who is th is book for? 
Professional English in Use Finance is designed to help intermediate and upper­
intermediate lear11ers of business English improve their .financial vocabulary - and 
perhaps their knowledge of finance. It is for people studying English before they start 
worl< as well as for tl1ose already worki11g who need English in their job. 

You can use the book on your own for self-study, or with a teacher i11 the classroom, one-
• 

to-one, or 1n groL1_ps. 

How is the book organized? 
The book has 50 two-page thematic u11its, in foL1r areas of finance: accounting, banking, 
corporate finance, and economics and trade. 

The left-hand page of each unit explains new words and expressions, and the right-hand 
page allovvs you to cl1eck and develop you.r understanding of them and hovv tl1ey are 
used, througl1 a series of exercises. 

There is cross-referencing between units to show connectio11s between the same word or 
sin1ilar words used in different contexts. 

There is also a Language reference section, giving examples of idioms used to describe 
changes in the price of .financial assets; showi11g how to say and write numbers an~ how 
to stress English words; a.nd listing differences between British a.nd American .financial 
vocabulary. 

There is an answer key at the back of the bool<. Most of the exercises have qL1estions 
with only one correct answer. Bt1t some of the exercises, including the Over to you 
activities at the end of each section (see opposite), are designed for writing and/or 
disct1ssion about yourself and your own organizatio11, or one you vvould like to work for. 

There is also an index. This lists all the 11ew words and expressions introdL1ced in the 
book, and gives the unit numbers i11 which they appea.r. The index also tells you hovv the 
words and expressions are pronounced. 

The left-hand page 
This page introduces ne,v vocabulary for each thematic area. The presentation is divided 
into sections indicated by letters - t1sually A, B and C - with simple, clear titles. 

As well as explanations of vocabulary, tl1ere is information about typical word 
con1binations and the grammar associated with particular vocabulary, for example the 
verbs that are typically used with certain nouns. 

There are also 11otes on language points, including differences betwee11 British and 
American E11glish. 

The right-hand page 
Tl1e exercises on the right-hand page give practice in using the new vocabulary presented 
on the left-hand page. Sometimes the exercises concentrate on using the words and 
expressions presented on the left-ha11d page in context. Other exercises test your 
u11derstanding of the concepts on the left-hand page. Some units contain diagrams or 
tables to complete, or crosswords. 

Professional English in Use Finance 



'Over to you' sections 
A11 importa11t feature of Professional English in Use Finance is the Over to you section at the 
end of each unit. The Over to you sections give you the chance to put into practice the words 
and expressions in the unit in relation to your own _professional situation, studies or opinions. 
For some of them you will need to find infor1nation on the internet or in newspapers. 

Self-stt1dy learners can do this section as a vvritten activity. 

In the classroom, the Over to you sections can be used as the basis for discussion ,vith the 
whole class, or in small groups with a spokesperson for each group sum1narizing the 
discussion and its outcome for the class. The teacher can then get learners to look again 
at the exercises relating to points that have caused difficulty. Learners can follovv up by 
usi11g the Over to you section as a writte11 activity, for example as homework. 

How to use the book for self-study 
Find the topic you are looki11g for by referri11g to the conte11ts page or the index. Read 
through the explanations on the left-hand page of the L111it. Do the exercises on the right­
hand page. Check yot1r ansvvers in tl1e ke)'· If you have made some mistakes, go back and 
look at the explanations and exercise again. Note dovvn important ,vords and expressions 
in your notebook. 

How to use the book in the classroom 
Teachers ca11 choose L111its that relate to learners' particular needs and i11terests, for 
exa1nple areas they have covered in course bool<s, or that have co1ue up in other 
activities. Alter11atively, lesso11s can contain a regular vocabulary slot, where learners lool< 
systematically at the vocabulary of particular thematic areas. 

Learners can work on the L1nits in pairs, vvith the teacher going round the class assisting 
and advising. Teachers should get learners to think about the logical process of the 
exercises, pointi11g out why one ans,,ver is possible and others are 11ot. 

Cambridge International Certificate in Financial English (ICFE) 
Professional English in Use Finance is an ideal self-study or classroom companion for 
students who are preparing for the Ca111bridge I11ter11ational Certificate in Fi11ancial English 
(ICFE). Cambridge ICFE is set at levels B2 and Cl of the Council of Europe's Common 
European Framework of Reference for Languages (CEF). The exam is desig11ed to 
determine wl1ether ca11didates vvhose first la11guage is not English have an adequate level 
of English to fu11ction efficiently, in ter1ns of la11gua.ge ability, ,,vithin the international 
fina11ce com1nunity. 

Ca.mbridge ICFE is for finance students and those already employed in or seeking 
employment in any finance setting. It is also intended to help employers in international 
fina11ce with the l1iring and trai11i11g of personnel, a11d to assist finance faculties and 
course providers with selection, placement and graduation of students. 

We hope you enjoy using this book:. 

Professional Enf!/ish in Use Finance 7 
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Money and • income 

Currency 
The money used in a country - euros, dollars, yen, etc. - is its currency. Nloney in notes 
(banknotes) and coins is called cash. Most money, however, consists of 
bank deposits: money that people and organizatio11s have in bank 
accounts. Most of this is on paper - existing in theory onl)' - and only 
about ten per cen.t of it exists in the form of casl1 i11 tl1e ba11k. 

BrE: note or banknote; 
AmE: bill 

Personal finance 
All the money a _person receives or earns as payment is l1is or her income. This can include: 

• a salary: money paid monthly by a11 empl()yer, or wages: money paid by the day or the 
hour, ust1ally received weekly 

• overtime: money received for vvorking extra hours 

• commission: 1noney 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 :fina11cial results 

• fees: 111011ey paid to professio11al people such as la,Vyrers and arcl1itects 

• social security: 1no.ney paid by the governn1ent to u11e1nployed and sick people 

• a pension: money paid by a company or the government to a. retired perso11. 

Salaries and vvages are often paid after deductions such as social sect1rity charges and 
pension contributions. 

Amounts of money that people have to spend regt1larly are outgoings. These ofte11 include: 

• living expenses: 1no11ey spe.nt on everyday needs such as food, clotl1es and public 
tra11sport 

• bills: requests for the payment of 111oney o,ved for services su.ch as electricity, gas and 
telephone connections 

• re11t: the 1noney paid for the use of a house or flat 

• a mortgage: repayme11ts of money borrowed to buy a house or flat 

• health insurance: :fina11cial protection against medical expenses for sickness or accidental 
. 

lllJUrleS 

• tax: money paid to finance governme11t spe11ding. 

A finan.cial plan, sl1owing how much mo11ey 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 Bi 11 s 

Living expenses 

Health insurance 
. 

Tax . • 
~ 

Total 3,850 Total 
• . 

' 
•;?~~~~~~~~We;,,;¼, --~ ' . 

;.,-?," • ., .--.~~ . .-: . , -
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BrE: social security; AmE: welfare 
BrE: flat; AmE: apartment 
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1.1 Co1nplete th.e sentences ,-vith words fron1 the l1ox. Look at A and B opposite to help you. 

co1n1n1ss1on bo11L1s 
' overtime ' pension 

1 

currency 
re11t 

earn 
salary 

111ortgage 
social security 

tax 

After I lost my job, I was living 011 ........................ for three months. This was diffict1lt, 
becaL1se the amot1nt was much lo,-ver than the .... .................... I had before. 

2 
I used to work as a salesperson, but I wasn't very· successfL1l, so I didn't ...................... .. 
much ........................ . 

3 
If the company 111akes 10% more tha11 last year, vve'll all get a ........................ at the e11d of 
the year. 

4 
It'll take me at least 25 years to repay the ........................ on 1ny house. 

5 
Man)' European cot111tries no,-v have the san1e ........................ , the euro. 

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

7 
Nearly 40% of everythi11g I ear11 goes to the government as ........................ . 

8 
The ovv11er has jt1st increased the ........................ on our flat by 15%. 

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

1.2 Are tl1e following statements true or false? Fi11d reasons for yot1r ansvvers in A a11d B 
. 

opposite. 

1 Bank deposits are 11ot classified as n1011e)'· 
2 People ear11ing vvages get paid more often tl1an people earning a salary. 
3 People worl,i11g on com111ission alvvays get paid the same a1noL1nt. 
4 Wl1en you stop working at tl1e end of your career, you receive a pension. 
5 Most people pay a rent a11d a mortgage. 

Professional English in Use Finance 9 
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Business finance 
Capital 
Whe11 people want to set up or start a compa11y, they need 1noney, called capital. 
Companies can borrow this money, called a loan, from banks. The loan must be paid 
back with interest: tl1e amount paid to borrow the money. Capital can also co1ne from 
iss11ing shares or equities - certificates representing units of ownership of a compa11y. (See 
Unit 29) The people who invest m.oney in shares are called shareholders and they own 
part of the compan)'· The money they _provide is know11 as share capital. Individuals and 
financial institutions, called investors, can also lend money to companies by buying bonds 
- loans that pay interest a11d are repaid at a fixed future date. (See Unit 33) 

Mo11ey that is owed - cl1at vvill have to be paid - to other people or businesses is a debt. 
111 accou11ting, companies' debts are usually called liabilities. Long-term liabilities include 
bonds; short-term liabilities i11clude debts to suppliers who provide goods or services on 
credit - tl1at 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; AmE: stocks 
BrE: shareholder; AmE: stockholder 

Revenue 
All tl1e mo11ey coming into a company during a give11 period is revenue. Revenue 1ninus 
th.e cost of sales and operating expenses, such as rent and salaries, is known as profit, 
earnings or net income. The part of its profit tl1at a company pays to its shareholders is a 
dividend. Companies pay a proportio11 of their profits to the government as tax, to finance 
government spending. They also retain, or keep, so1ne of their earnings for futt1re use. 

share capital revenue 

~· 

dividends 

capital company ---11►► profits --➔•► tax 

debt (bonds and loans) expenses • retained earni11gs, 

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 - tl1e 1noney it 
owes; a11d its capital. The profit and loss account shows the company's revent1es and 
expenses during a. particular period, Stich as three montl1s or a year. , 

BrE: profit and loss account; AmE: income statement 

• 
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2.1 Cornplete the crossword. Look at A, Band C opposite to help you .. 

1 

2 3 4 

5 

6 7 

·- . 

8 9 10 

. 

. 

11 12 

13 
.. • . 

14 15 

16 17 
. 

18 19 : ' Cr;,·-.,_,,._ 

' 

20 21 

' 
Across 
3 S1nall co1npanies often try to get bank loa11s when they 11eed to .............. .. money. ( 6) 
5 We don't have SL1fficient ................ to build a co1npletely new factory. ( 5) 
7 a.nd 6 down Details of a co1npa11y's liabilities are shown o.n the ................................. (7,5) 
8 We're going to raise more 1noney by selli11g nevv shares to our existing ................ . (12) 

12 We had to raise € 50,000 ................ in order to start tl1e business. (7) 
13 We're going to pay back some of the people ,vho lent us money, and reduce our ................. ( 4) 
14 I decided to buy a $10,000 ........... ..... instea.d of shares, as it's probably safer. ( 4) 
16 Another term for profit is net ......... ........ ( 6) 
18 I think this is a good i11vestment: it pays 8 % ................. ( 8) 
20 When they saw our financial stateme11ts, the bank refL1sed to ................ us any 1nore money. ( 4) 
21 Profit is the· difference between reve11ue and ................. ( 8) 

Down 
1 The profit and ................ accoL1nt shows if a company is receiving more money tl1an it's 

spending. ( 4) 
2 If you don't lilze 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 compa11y n1ade such a big profit, I expected a higher 

. .. .. .. . . . . . . . . . . ( 8) 
11 We sold a lot more last year, so our ................ went u_p. (7) 
15 We ................ our su.ppliers $100,000 for goods bought on 

credit. (3) 
17 Everyone who bL1ys a share ................ part of the company. (4) ~

0
~,.,.,s 

19 Thirty per cent of our profits goes stra.ight 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 I I 
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Accounting and accountancy 
Accounting 

• Accounting involves recording and summarizing an orga11ization's transactions or 
business deals, such as purchases and sales, and reporting them in the fo.rn1 of financial 
statements. (See Units 11-14) In 1na11y countries, the accou11ting or accountancy 
profession has professional organizations wl1icl1 operate tl1eir ow11 training and 
examination systems, a11d make tech11ical and ethical rules: these relate to accepted ways 
of doing things. 

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

• Fin.ancial accounting includes bookkeeping, and preparing fina11cial statements for 
shareholders and creditors (people or orga11izations who l1ave lent money to a company). 

• Management accounting involves the use of accounting data by managers, for 1naki11g 
plans and decisio11s. 

Auditing 
Auditing means exami11ing a compa11y's systems of control and the accuracy or exact11ess 
of its records, looking for errors or possible fraud: where tl1e company may l1ave 
deliberately given false information. 

• An internal audit is carried 011.t by a company's own accountants or internal auditors. 

• An external audit is done by independent auditors: auditors vvl10 are not employees of the 
co1npany. 

The external audit examines tl1e truth and fairness of fi11ancial statements. It tries to prevent 
what is called 'creative accounting', vvhich means recording transactions and values in a wa)' 
that produces a false result - usually an artificially high profit. 

There is always more tha11 one way of presenting accounts. The accounts of British companies 
have to give a true and fair view of their finan.cial situation. This n1ea11s that the financial 
statements must give a correct and reasonable picture of the company's current conditi.011. 

Laws, rules and standards 
In most co11tinental European countries, and in Japan, tl1ere are laws relating to accounting, 
established by tl1e government. In the US, con1panies whose stocks are traded on p11blic stock 
exchanges have to follow rules set by the Sect1rities and Exchange Commission (SEC), a 
gover111nent agency. In Britain, the rules, which are called standards, have been established by 
indepe11de11t organizatio11s such as the Accounting Sta11dards Board (ASB), and by the 
accoL1ntancy profession itself. Co.mpanies are expected to apply or use these standards i11 their 
annual accounts in order to give a true and fair vie,v. 

Companies in most English-speaking cou11tries are largely ft1nded by shareholders, both 
individuals and financial institutions. I11 these cou11tries, the financial state1nents are prepared for 
shareholders. However, in ma11y continental European countries businesses are largely ft1nded by 
banks, so accounting and fi11ancial stateme11ts are prepared for creditors and tl1e tax authorities . 

• 
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3.1 What type of work does each person do, a11d what is tl1e name of each job? Look at A 
a11d B opposite to help you. 

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

2 
This 1nonth, I'm examining the accounts of a large manL1facturi11g con1pa11y. 

3 
I anal)'Se the sales figures from the differe11t departments a11d 111ake decisions about our 
future activities. 

4 
I am responsible for prepari11g our annual balan.ce sheet. 

5 
When the accounts are complete, I checJ< them before tl1ey are presented to the 
exter11al auditors. 

3.2 Match the two parts of the sentences. Look at C opposite to hel_p you. 

1 In Britain 
2 In most of continental EL1rope and Japan 
3 In the USA 
4 In Britai11 and the USA 
5 In much of conti11ental Europe 

a accounting rules are established by a government agency. 
b companies are 111ainly funded by sl1areholders or stockl1olders. 
c accou11ting rules are set by an i11dependent organizatio11. 
d the 1najor source of corporate fi11ance is banl<s. 
e accounting ru.les are set by the govern111ent. 

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

. ............................. . 
............................... 

an audit . ............................. . standards 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 

. ............................. . 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 

rules transactions ............................... 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 

• 
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Bookkeeping 
Double-entry bookkeeping 
Zaheer Yot111is works in tl1e acco11nting department of a trading company: 

'I began .n1y career as a bool<l<eeper. Bookkeepers record 
the co1npany's daily transactions: sales, purc.hases, debts, 
expenses, and so on. Each type of transaction is recorded 
in a separate account - tl1e casl1 account, the liabilities 
account, and so on. Double-entry bool<l<eeping is a system 
that records two aspects of every transaction. Every 
transaction is both a debit - a deductio11 - in one account . 
and a corresponding credit - a11 addition - in anotl1er. For 
exa1nple, if a company bt1ys some raw materials - the 
substances and co1nponents used to make prodt1cts - that 
it will pay for a month later, it debits its purcl1ases account 
and credits the supplier's account. If the company sells an 
item on credit, it credits the sales accou.nt, and debits the 
customer's accot1nt. As this means the level of the 
company's stock - goods ready for sale - is reduced, it 
debits the stock accou.nt. There is a corresponding i11crease 
in its debtors - ct1sto1ners vvho owe 1noney for goods or 
services pt1rchased. - and tl1e debtors or accot1nts payable 
accou.nt is credited. Each account records debits on. the left 
and credits on the right. If the booklzeepers do their vvork 
correctly, the total debits al,vays equal the total credits.' 

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

Day books and ledgers 
'For accounts vvith a large 11umber of transactio11s, like purchases and sales, co1npanies 
often record the transactions in day books or journals, and the11 put a daily or weekly 
sun11nary in the mai11 double-entry records. 

l11 Britain, they call the n1ain books of account nominal ledgers. Creditors - suppliers to 
who1n the company owes money for purchases 111ade 011 credit - are recorded in a bought 
ledger. They still use these names, even though these days all the i11for1nation 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 011to one page. 
As always, the total debits should equal the total credits. The accountants ca11 then use 
these bala11ces to prepare the organizatio11's .financial state1nents.' 

• 
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4.1 Matcl1 the words in the box with the definitions below. Look at A a11d B opposite to l1elp you. 

credit 
creditors 

ledger 
stock 

debit 
debtors 

1 a11 amount entered on the left-ha11d side of an account, recording money paid out 
2 a book of accou11ts 
3 customers who owe 1noney for goods or services not yet paid for 
4 an a111ount entered on the right-hand side of a11 accou11t, recording a payment received 
5 goods stored ready for sale 
6 st1ppliers who are owed n1oney for purchases not yet paid for 

" 

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

1 ........................................................ shows where money co1nes fro1n a11d 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 ver)' frequent or nu1nerot1s transactio11s in ....................................................... . 
or . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 

3 The mai11 accou11t bool<s are called ........................................................ , and the book relati11g to 
creditors is called tl1e ................ ........................................ . 

4 In order to prepare financial statements, compa11ies do a ........................................................ which 
copies all the debit a11d credit balances of different accounts onto a single page. 

4.3 Complete the sentences using 'debit' or 'credit'. 
Look at A opposite to l1elp you. 

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

2 If yot1 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 so1netl1i11g to a customer who will pay 
30 days later, you ...................... the sales account 
and ...................... tl1e customer's account. 
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Company law 1 

Partnerships 
A partnership is a business arra11gement in which several people work together, and share 
the risks and profits. 111 Britai11 and the US, part11erships do not have li111ited liability for 
debts, so the partners are fully liable or respo11sil)le for a11y debts the business has. 
Furthermore, partnerships are 11ot legal entities, so in case of a legal action, it is the 
i11dividual partners a11d not the partnership that is taken to court. In most continental 
European countries there are various ki11ds of partnersl1ip which are legal entities. 

A sole trader business - an enterprise owned and operated by a single person - also has 
unlin1ited 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 sharehold.ers. It can e11ter i11to contracts, and can be sued 
or taken to court if it breaks a contract. A company can (in tl1eory) continue for ever, 
even if all the staff a11d owners change. Most co1npanies have limited liability, which 
means that the o,vners are not fully liable for - or responsible for - the business's debts. 
These co111panies are k.now11 as li1nited companies. Tl1eir lia.bility is limited to the value of 
their share capital: the a1noL1nt of cash that the sl1areholders have contribL1ted to the 
company. This limitation of liability encoL1rages investors to risk their rnoney to becon1e 
part ow11ers of com.panies, while leavi11g the management of these com.panies to qualified 
ma11agers and senior n1anagers, known as directors. 

These managers and full-ti1ne executive directors ru11 the company for its owners. There 
are standard procedL1res of corporate governance - the way a con1pa11y is ru11 b)' the 
m.anagement for the shareholders, and how the managers are accou11table to the 
sharel1olders. 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 
vvorl< full-ti1ne for the com.pany but can offer it expert advice. Non-executive directors are 
often n1ore objective: less influen.ced by their opinions and beliefs. There is also an audit 
committee, containing several non-executive directors, to whicl1 the auditors report. 

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

Founding companies 
When people found or start con1panies, 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 a11d directors 

• the relatio11ships among different classes of shareholder (See U11it 29) 

• the relatio11ships betvveen sharel1olders and the company a11d its directors. 

The Memora11dun1 of Association states: 

• the company's 11ame 

• the location of the company's registered office - where to se11d official documents 

• th.e con1pany's purpose - its ai1ns or objectives 

• tl1e authorized share capital - the maximum sl1are capital it can have. 

BrE: Articles of Association ; AmE: Bylaws 
BrE: Memorandum of Associat ion; AmE: Certif icate of Incorporation 
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5.1 Are the following statements true or false? Find reaso11s for your answers in A and B . 
opposite. 

1 In case of a legal dispute, people can take a company's shareholders to court. 
2 The o,;v11ers of lin1ited companies have to pay all the company's debts. 
3 Many companies are not owned by their managers. 
4 External directors ca11 usually give more objective advice than ft1ll-time directors. 
5 Partners in British a.nd American businesses are 11ot liable for the partnership's debts. 
6 !11 case of a disp11te, people can take British co1npanies a11d partnerships to court. 

5.2 Mak:e vvord combinations using a vvord from eacl1 box, The11 match the ,;vord 
combinatio11s to the definitions below. Lool< at A opposite to help you. 

corporate 
audit 
limited 
non-executive 
share 

committee 
directors 
governance 
capital 
liability 

1 ........................................................ : a group of directors to whom tl1e external auditors present 
tl1eir report 

2 ........................................................ : members of a board of directors who are not full-time managers 
of the compa11y 

3 ........................................................ : owners' money i11vested i.n a co1npany 
4 ........................................................ : responsibility for debts up to the value of the company's 

share capital 

5 ........................................................ : the way a company is n1anaged for its owners 

5.3 Complete the docume11t. Look at C opposite to help you .. 

(a) _ _ _ _ _ _ _ _ of Association 

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

I,.. 
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Company law 2 
-

Private and public companies 
Private companies usually have 'Limited' or 'Ltd' at the end of their na1ne. They are not 
allowed to sell their stocks or shares on a11 open market. Most co1npanies are private; 
there are about one million private companies in Britain, co1npared to arot1nd 2,000 
public limited companies (PLCs). These con1pa11ies have 'plc' at tl1e end of their nan1e, 
and their shares are publicly traded on the London Stock Exchange. A stock exchange is 
a market where anyone can buy stocks and shares. The US equivalent of a PLC is a 
company or corporation registered with tl1e Securities and Exchange Commission (SEC). 

SEC-registered compan.ies, also known as listed companies, have to 1nake quarterly 
reports (i.e. every three 1nonths). They report on: 

• sales revenue or turnover - the 1noney received by the co1npa11y in that period fron1 
selling goods or services 

• gross profit - turnover less cost of sales 

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

Companies on the London Stoel, Exchange, known as quoted companies, have to 
produce a half-yearly interim report which i11forms sharel1olders about the compa11y's 
progress. These reports are not audited. 

All companies with sharel1olders or stockholders l1ave to send them an Annual Report each 
fina11cial year. This co11tains a review of tl1e year's activity, a11d an exa1nination and 
explanation of the company's financial position a11d results. There are also financial 
statements a11d 11otes (see Units 11-14 ), and the auditors' report on the financial stateme11ts. 

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

AGMs 

• Al I 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 
011es do too. At this 1neeting the shareholders can question directors about the content of 
tl1e Annual Report and the financial statements, vote to accept or reject the divide11d 
recommended by the directors, a.nd vote 011 replace1nents 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 disct1ss the situ.ation. For exan1ple, if there are claims of 
misconduct by the directors, vvhere they have behaved illega.lly, there could be a11 EGM. 

BrE: Annual General Meeting (AGM); AmE: Annual Meeting of Stockholders 
BrE: Extraordinary General Meeting (EGM); AmE: Special Meeting 
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6.1 Complete the table. Looi< at A and B <)pposite to help yoL1. 

( 1 ) .............. . . .. . . . Public companies 

companies 

• can't sell shares on the in the UK 
(2) . . . . . . . . . . . . . . . . . . . . . . • are called public 

(3) ..................... companies 
or ( 4) .................... . 

. 
companies. 

• produce (5) .................... . 
reports. 

in the US 

• are called SEC­
registered companies 
or ( 6) .................... . 

. 
companies. 

• produce (7) .................... . 
reports. 

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

6.2 Fi11d words in A and B opposite with the followi11g n1ea11i11gs. 

1 behaviour that breal<s the lavv 
2 sales revenue minus the cost of sales, before deductions for administration expenses, interest 

charges, etc. 
3 sales revenue mi11us tl1e cost of making and selling the goods, a11d deductions for 

admi11istration expenses, i11terest charges, etc. 
4 the total amount of money a compa11y receives from selling goods or services 

6.3 Match the tvvo parts of the sentences. Lool< at A and B opposite to help you. 

1 Only quoted or listed compa11ies 
2 An1erican corporatio11s publish details 
3 Companies' :fi11ancial statements, and the auditor's report, 
4 Quarterly and six-n1onthly reports 
5 Shareholders can a.sk co1npany directors questions 
6 Compa11ies ca11 hold an emergency general meeti11g 

a about their sales a.nd profits every three months. 
b are contained in their annual reports. 
c are not cl1ecked by exter11al auditors. 
d if there is a crisis. 
e can have their shares traded <)n a stock exchange. 
f at an annual meeting. 
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Accounting policies and standards 

Valuation and measurement 
Investors i11 co111panies want to know how n1uch the companies are worth, so companies 
regularly have to publish the valt1e of their assets and liabilities. Companies also have to 
calculate their profits or losses: their managers need this information, a11d so do 
shareholders, bondholders and the tax authorities. 

Compa.nies can choose their accounting policies - their wa)' of doing their accounts. 
There are a range of methods of valuation - deciding how much something is worth -
and measurement - determining how big something is - that a.re accepted by law orb)' 
official accot1nting standards. 111 the USA, tl1ere are General!)' Accepted Accounting 
Principles (GAAP). In most of the rest of the ,vorld there are International Fina11cial 
Reporting Standards (IFRS), set by tl1e International Accounting Standards Board. These 
are tecl1nical .rules or conventions - accepted ways of doing things that are not ,v.ritten 
down i11 a la,.v. 

Althoug.h bt1sinesses ca11 choose an1ong different accot1nti11g policies, they have to be 
consistent, which mea11s using tl1e same methods every year, t1nless there is a good reason 
to c.hange a. policy: this is know11 as the consistency pri11ciple. The policies also have to be 
disclosed or revealed to the shareholders: the A11nual Report will contai11 a 'Staten1e11t of 
Accounting Policies' that mentio11s a11y changes that have been made. This e11al)les 
shareholders to compare profits and values with those of previous yea.rs. 

Areas in which the cl1oice of policies can mak:e a big difference to tl1e final profit figure 
inclt1de depreciation - reduci11g the value of assets in the company's accounts (see Unit 9), 
the valt1ation of stocl< or inventory, and the making of provisions - amounts of n1011ey 
deducted fron1 profits - for future pe11sio11 payments. 

As there is alVirays mo.re than one ,va y of presenting accot1nts, the accou11ts of Britisl1 
compa11ies have to give a true and fair view of their financial situation - meaning tl1ere are 
various possibilities - rather than the true and fair view - 111eaning only one is possible. 

BrE: depreciation ; AmE: depreciat ion, amort ization 
BrE: a t rue and fair view; AmE: a fair presentation 

Historical cost and inflation accounting 
The ain1 of accounting sta11dards (see Unit 3) is to provide shareholders ,vith th.e 
inforn1ation that will allow them to 111al<e financial decisions. This is one reason why in 
1na11y countries accounting follo,vs the historical cost principle: companies record the 
original purchase price of assets, and not their (esti111ated) current selling price or 
replaceme11t cost. This is 1nore objective, a11d the current value is not importa11t if the 
business is a going concern - a successful company that ,viii continue to do bL1si11ess - as 
its assets are 11ot going to be sold, or do not curre11tly need to be replaced. 

However, some countries with .regt1lar high inflation, e.g. in South America, use inflation _ 
accounting systems that take accot1nt of cha11ging prices. One syste111 L1sed is replacement 
cost accounting, which values all assets at their current replace1nent cost - tl1e a1nount 
that would have to be paid to replace them no,v. 
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7 .1 Match the two _parts of the sentences. Look at A and B opposite to help you. 

1 Companies' managers, investors, creditors and the tax aL1thorities all 
2 Tl1ere are differe11t vvays of doi11g accou11ting but companies l1ave to be consistent, 
3 Co111pa11ies have to disclose or 111al<e known 
4 The historica.l cost principle is that the price paid to buy assets, 
5 A going concerr1 usually doesn't 

a and not their current value, is recorded in accounts. 
b 11eed to l<11ow the CL1rre11t market value of its assets. 
c 11eed to know al)out the size of profits or losses. 
d \1/hich accounting methods they are using. 
e whic.h means regularly using the same methods. 

7 .2 Are the follovving statements true or false? Fi11d reasons for your a11swers i11 A and B opposite. 

1 Companies are told \1/hich accounting _policies to L1se. 
2 Co111panies can change their accoL1nting policies vvl1enever they like, as long as they disclose 

this in tl1eir A1111ual Report. 
3 Compa11ies could produce several profit figu.res, depe11ding on. l1ow tl1ey depreciated their 

assets, valued their inve11tory, etc. 
4 Tl1ere is only one correct interpretation. of a company's fina11cial position, and compa11y 

accounts n1ust sl10,v this. 
5 In a lot of countries, companies do not record the curre11t value of tl1eir assets. 
6 In countries with high inflation, companies value their assets at their current replacement cost. 

7 .3 Co1nplete the table with vvords fro111 A and B opposite and related forn1s. Put a stress marl< in 
front of the stressed syllable in ea.ch word. The first one has been. done for you .. 

Verb Noun(s) Adjective 

calcu'lation -

. 
- consistent 

- conventional 

measu.re -

present -
valuable 

Professional Enrrlish in Use Finance 21 



22 

Accounting assumptions and principles 
Assumptions 
When vvriting accounts and financial statements, accot1nta11ts have to follow a number of 
assumptions, principles a11d conventions. An assumption is so1nething that is generally 
accepted as being true. The following are the main assumptions used by accot1ntants: 

• The separate entity or business entity assumption is that a business is a11 accounting u11it 
separate from its owners, creditors and managers, and their assets. These people ca11 all 
change, but tl1e business co11tinues a.s before. 

• The time-period assumption states that tl1e economic life of the business can be divided 
i11to (artificial) time periods such. as the financial year, or a quarter of it. 

• The continuity or going concern asst1mption says tl1at a business ,:vill continue into the 
futt1re, so the current market valt1e of its assets is 11ot important. (See Unit 7) 

• The unit-of-measure assumption is that all fina11cial tra11sactions are in a single 111onetary 
unit or currency. Co111pa11ies with subsidiaries - that is, other con1pa11ies that they ow11 -
in different countries have to convert their results into 011e currency 
in co11solidated financial statements for the whole group of BrE: financial year; 

AmE: fiscal year • 
co111pa111es. 

Principles 
The following are the 1nost important accounting pri11ciples (as ,:veil as the consistency 
principle a11d the historical cost pri11ciple, mentioned i11 Unit 7): 

• The full-disclosure pri11ciple states that financial reporting 1nust include all significant 
information: anything that makes a difference to the users of financial statements. 

• Tl1e principle of materiality, however, says tl1at very small and unimportant amou11ts do 
not need to be shown. 

• The principle of conservatism is that vvhere different accou11ting methods are possible, 
yot1 choose the one that is least likely to overstate or over-estimate assets or inco1ne. 

• The objectivity principle says that accounts shot1ld be based on facts and 11ot on personal 
opinions or feelings. Accounts, therefore, should be verifiable: it should be possible for 
internal and external at1ditors to shovv that tl1ey are true. This isn't always possible, 
however: depreciation or amortization, a11d provisio11s for bad debts, for example, are 
necessarily subjective - based on opinions. 

• The revenue recognition principle is tl1at revenue is recognized in tl1e accounting period i11 
which it is earned. This means the revenue is recorded vvhen a service is provided or 
goods delivered, not when tl1ey are paid for. 

• The matching principle, which is 
related to revenue recognition, states 
tl1at each cost or expense related to 
revenue ear11ed mt1st be recorded i11 
the sam.e accounting period as the 
reve.nue it helped to earn. 
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8.1 Match the accounting assu1nptions and principles ( 1-6) to the activities they prevent 
(a-f). Look at A and B op_posite to help you. 

1 conservatisn1 principle 
2 matching principle 
3 separate entity assumptio11 
4 revenue recognition principle 
5 time-period assun1ption 
6 t1nit-of-measure assu1nption 

a showing a profit di,,ided into US dollars, euros, Swiss francs, etc. 
b publishing financial state1nents for a 15-mo11th period, because this will sl1ow better profits 
c vvaiting u11til customers pay before recording revenue 
d vvaiting t1ntil customers pay before recording expe11ses 
e listing the ovvners' personal assets in a co1npany's financial state111ents 
f valuing assets and esti1nating future reve11ue at the l1ighest possible figures 

8.2 Con1plete the sentences. Lool< at A and B opposite to help you. 

1 A company's .......... ................................. .. ......... does 11ot have to begin 011 1 January, like the 
cale11dar year. 

2 If an American co.mpany ow11s a company in Britai11, this is a ........................... . 
3 Multinationals, with companies in lots of differe.nt countries, combine all their results in one 

set of ................................................................................. . 
4 Every entry in. a company's accounts m11st be ........................... : there mt1st be a document availa.ble 

showing that it is true. 

8.3 Complete the table with words fron1 A, B a.nd C opposite and related forms. Put a stress mark 
in front of the stressed syllable in each word. The first one has bee11 done for you. The11 
complete the sente11ces belovv vvith words from the table. 

Verb Noun Adjective 

as'surne -

disclosu.re -

- objectivity 
. 

recognize -

- subjectivity 

verification 

1 Both the internal and the ex ter11al auditors have to ......... .................. the accou11ts. 
2 Companies have to ........................... all releva11t financial information in their annual reports. 
3 Despite tl1e ........................... principle, accounta11ts l1ave to make so1ne subjective judgements. 
4 Even if a company is goi11g throug.h a bad period, for accounting purposes \i\Te .... ....... .. .............. it's 

• 
a going concern. 
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Depreciation and amortization 
Fixed assets 
A compa11y's assets are usually divided into current assets like cash and stocl, or inventory, 
whicl1 will be used or converted into cash i11 less than a year, and fixed assets such as 
buildings and equipment, vvhich ,vill conti11ue to be used by the busi11ess for ma11y years. 
But fixed assets wear out - become 11nusable, or beco111e obsolete - out of date, and 
eventually have little or no value. Conseque11tly fixed assets are depreciated.: their value 011 
a bala11ce sheet is reduced each year by a charge against profits on the profit and loss 
account. In otl1er words, part of the cost of the asset is deducted from tl1e profits each year. 

The accounti11g technique of depreciation makes it L1nnecessary to charge the whole cost 
of a fixed asset agai11st profits in the year it is p11rchased. Instead it can be cl1arged during 
all the years it is 11sed. This is a11 example of the matching principle. (See Unit 8) 

i BriE: fiX:ed assets; ArmE: property, plant and equipmeirnt 

Valuation 
Assets such as buildi11gs, machinery and vehicles are gro11ped together under fixed assets. 
Land is usually not depreciated because it te11ds to appreciate, or gai11 in value. British 
companies occasionally revalue - calculate a new value for - appreciating fixed assets like 
land a11d buildings in their bala11ce sheets. The revaluation is at either current replacement 
cost - hovv m11ch it vvould cost to b11y nevv ones, or at net realizable value (NRV) - ho,v 
111uch they co11ld be sold for. This is not allovved in the USA. Apart from tl1is exception, 
appreciation is only recorded in co11ntries tl1at use inflation accounting systems. (See Unit 7) 

Companies in co11ntries vvhich 11se historical cost accounting - recording only the original 
p11rchase price of assets - do 11ot usually record an estin1ated market value - the price at 
which. something could be sold today. The conservatism and objectivity principles support 
this; and vvhere the co1npany is a going concern, the market value of fixed assets is 11ot 
important. (See Units 7 and 8) 

Depreciation systems 
The most common system of depreciation for fixed assets is the straight-line n1ethod, 
which means charging equal ann11al an1011nts against profit duri11g 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 co11tinental European cou11tries allow accelerated depreciation: busi11esses can 
deduct the whole cost of an asset in a sl1ort time. Accelerated de_preciation allowances are 

• • • 

a11 1ncent1ve to 111vestment: a 
way to e11courage it. For 
example, if a company deducts 
tl1e entire cost of an asset i11 a 
si11gle year, it reduces its profits, 
and tl1erefore the amou.nt of tax . 
it has to pay. Conseque11tly ne,v 
assets, including huge buildings, 
can be valued at zero on balance 
sheets. I11 Britain, this ,vould not 
be considered a tr11e a.nd fair 
view of the co1npany's assets. 
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9.1 Match the vvords in the box vvith the definitions below. Look at A and B opposite to help you. 

appreciate 
obsolete 

curre11t assets 
revalue 

1 to record so1nethi11g at a different price 

fixed assets 
wear 011t 

2 assets that will no longer be i11 the compa11y in 12 mo11tl1s' time 
3 to increase rather than decrease in value • 
4 out of date, 11eedi11g to be replaced by something newer 
5 assets that vvill re1nai11 i11 the company for several years 
6 to become used and damaged 

9.2 Nlatch the noL1ns i11 the box ,vith the verbs below to make ,vord combinatio11s. Tl1e11 use 
s01ne of the word combinations to complete the se11tences below. Lool< at A, Band C 
opposite to help you. 

costs 
profits 

fixed assets 
valL1e 

market value 
purchase price 

deduct o • o • o o O o o o • o • • • • • • • 0 • I • • o • • • • • • 

depreciate 

........... .................... 
record ............................... 

reduce 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 
.... ......... ............. ' ... . 

1 Because we .: ............... ......... the .................................................... , we do11't have vvorry about tl1e marl<et 
value of fixed assets. 

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

3 Becau.se la11d usually appreciates, companies do not generally .......................... its .......................... 011 
the balance sheet. 

9.3 Nlatcl1 the two parts of the sente11ces. Looi<: at B a11d C opposite to hel.P you. 

1 All fixed assets can appreciate if there is higl1 inflation, 
2 Accelerated depreciation allo,vs co.tnpa.nies to 
3 Fixed assets ge11erally lose value, except for land, 
4 The straight-li11e metl1od of depreciation 
5 Accelerated depreciation reduces co1npanies' tax bills, 

a ,vhicl1 usually appreciates. 
b charges equal a111ou11ts against profits every year. 
c remove some extremely valuable assets fro111 their balance sheets. 
d ,vhich encourages them to i11vest i11 11e,v factories, etc. 
e but historical cost accounting ig11ores tl1is. 
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Auditing 
Internal auditing 
After bookkeepers complete th.eir accounts, and accountants prepare tl1eir fi11a11cial 
statements, these are checked by internal auditors. An internal audit is an examination of 
a co1npany's accounts by its own internal auditors or controllers. They evaluate tl1e 
accuracy or correctness of tl1e accounts, and checl< for errors. They make sure that the 
accou11ts comply with, or follow, established policies, procedt1res, 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 on. Tl1ey cl1eck to see that 
these are adequate or st1fficient and, if necessary, recommend chan.ges to existi11g policies 
and procedures. 

External auditing 
Public co1npanies have to submit their financial stateme11ts to external auditors -
i11dependent auditors who do not ,vork for the company. The at1ditors have to give an 
opinio11 abot1t ,vhether the financial statements represent a true and fair vie,v of the 
company's fina11cial situation a11d results. (See Unit 3) 

During tl1e audit, the external auditors examine the con1pany's systems of internal 
control, to see vvhetl1er transactions have been recorded correctly. They check vvhether the 
assets mentioned on the balance sl1eet actually exist, and whether their valuation is 
correct. For exa1nple, they usu.ally check that some of the debtors recorded on the balance 
sheet are genuine. They also check the annual stock take - the cou11t of all the goods held 
ready for sale. They always look for any unu.sual items in the co1npa11y's account books 
or statements. 

Until recently, the big at1diting fir.ms also offered consulting services to the companies 
whose accot1nts they audited, giving them advice about business planning, strateg)' and 
restructuri11g. Bt1t after a number of big financial scandals, most accounting firms 
separated their auditi11g and consulting divisions, because a11 
auditor who is also getting paid to advise a client is no lo11ger 
totally independent. 

BrE: stock take; 
AmE: count of the inventory 

I rreg u la rities 

Are control 
systems 
adequate, 
according to 
external 
auditors? Ha.ve 

. 
accou11t1ng 
principles 
been applied 
correctly? 

Yes ---l)lr► Auditors 
prodt1ce a.n 
audit report. 

No - auditors find 
irregularities: syste111s 
are not adequate, 
principles have not 
been applied correctly 
or consistently. 

Auditors vvrite a 
management letter to 
directors or senior 
ma11agers explainin.g 
,vhat needs to be 
changed. 

)Ir 
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Yes 

At1ditors produce a 
qualified report, 
sta ti11g that tl1e 
financial stateme11ts 
do 11ot give an 
entirely true a11d 
fair view and there 
are some problems. 

Does the company 
follovv the advice 
given in the 
management letter? 

• No 

• 



10.1 Nlatch the job titles (1-4) with tl1e descriptions (a-d). Look at A a11d B opposite to help you. 

1 bookkeepers 
2 accountants 

3 internal auditors 
4 exter11al at1ditors 

a co1npany en1ployees who cl1eck the financial statements 
b expert accountants worl<ing for independent firms who review 

companies' financial state1nents a11d accot1nting records 
c people who prepare financial stateme11ts 
d people who prepare a company's day-to-da.y accou11ts 

10.2 Match the nouns in the box with the verbs belovv to make word combinations. Some 
words can be used tvvice. Lool< at A and B opposite to help you. 

accou11ts 
systems of control 
stocl< tal<e 

check 

comply with 

procedures 
regulations 
advice 

..... ................. ......... 

............................... 
• 0 • • o o • • • o • • • • o • 0 o I o o o o o o • • • ♦ o o 

............................... 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 

op1111011s 
policies 
laws 

• examine 

give 
............................... 

. ............................. . 

10.3 Complete the table with words from A, B a11d C opposite and related forms. Put a stress mark 
in front of the stressed syllable in each \:vord. The first one has been do11e for you. Then 
co1nplete the sentences below with the correct forms of words from the table. 

Verb Noun Adjective 

- 'accurate 

compliance -
recomn1e.nd 

record -
. • 

exa1n1nat1on -

1 l'1n an internal auditor. I ......... ............................... the company's accounts, to make sure that they 
are ........................................ , and that they ........................................ vvitl1 company policies and general 
accou11ting pri11ciples. 

2 If the control systems aren't adequate, I make .. ...................................... concerning changes. 
3 The exter11al auditors check to see if transactions are being .. .......... ........ .................... correctly. 
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The balance sheet 1 

Assets, liabilities and capital 

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

Current assets 

Fixed assets 

Tota I assets 

3,500 

6,500 

10,000 

Liabi I ities 

Shareholders' equity 

Total liabilities and Shareholders' equity 

6,000 

4,000 

10,000 

Compa.ny law in Britain, and the Securities and Exchange Commission i11 the US, reqL1ire 
co111panies to pL1blis.b a1111ual balance sheets: statements for sharel1olders a11d creditors. 
Tl1e balance sheet is a document which has tvvo halves. The totals of botl1 halves are 
always the same, so they balance. One half shows a business's assets, wl1ich are things 
ow.ned by the company, such as factories and machines, tl1at will bring fL1ture economic 
be11efits. The other half sh.o,vs the company's liabilities, a11d its capital or shareholders' 
equity (see below). Liabilities are obligations to pay other orga11izations or people: n1011ey 
that the company owes, or will owe at a futt1re date. These often include loa11s, taxes that 
will soo11 have to be paid, fL1tt1re pension pay1ne11ts to employees, and bills fro1n 
suppliers: companies which provide raw materials or p.arts. If tl1e suppliers have given the 
buyer a period of ti1ne before they have to pay for the goods, this is knovvn as granting 
credit. Since assets are shown as debits (as the cash or capital account was debited to 
purchase tl1e111), and the total 1nust correspond vvith the total sum of the credits - that is 
the liabilities and capital - assets equal liabilities plus capital (or A= L + C). 

American a.nd co11tinental Europea11 compa11ies ust1ally put assets on the left and capital 
and liabilities on the right. In Britain, tl1is vvas traditionally tl1e other way round, but 11ovv 
most British companies t1se a vertical format, with assets at tl1e top, and liabilities a11d 
capital below. 

BrE: bala1111ce sheet; AmE:: baiance s~e,et or statement ,of financial position 
BrE: sharetio1ders' ,equity; .AmE: stockholders' •equity 

Shareholders' equity 
Shareholders' eqt1ity consists of all the money belonging to shareholders. Part of this is 
share capital - the money the company raised by selling its shares. But sharel1olders' 
eqL1ity also includes retained earnings: profits fro1n pre,,ious years that l1ave not bee11 
distributed - paid out to shareholders - as divide11ds. Shareholders' equity is the same as 
the company's 11et assets, or assets ~11inus liabilities. 

A balance sheet does not show l1ow much mo11ey a con1pany has spe11t or received during 
a year. This information is given i11 other fi11ancial state111ents: tl1e profit and loss account 
and tl1e cash flow statement. (See Unit 14) 
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11.1 Are the following state111e11ts true or false? Find reasons for your a11swers i11 A an.cl B opposite. 

1 British and America11 balance sheets sl1ow the same information, but arranged differe11tly. 
2 The revenue of the company in the past year is shovvn on the balance sheet. 
3 The two sides or l1alves of a bala11ce sheet al,:ivays l1ave the same total. 
4 The balance sheet gives information on how much n1011ey the compa11y has received from 

sales of shares. 
5 The assets total is alvvays the sa1ne as tl1e liabilities total. 
6 Tl1e balance sl1eet tells you how much mo11ey tl1e company owes. 

11.2 Complete the sentences. Look at A and B opposite to h~lp you. 

1 .............. .... ......... are co1npanies that provide other compa.nies with materials, compo11e11ts, etc. 
2 ........................... are profits that the co1npany has not distributed to sl1areholders. 
3 ........................... are thi11gs cl company owns a11d uses i11 its busi11ess. 
4 ........................... consist of everything a company owes. 
5 ........................... consists of money belongi11g to a. co1npa11y's ovvn.ers. 

11.3 Maize word combinatio11s using a word from each box. Then use the word con1binatio.ns 
to complete the sentences belovv. Look at A a11d B opposite to help you. 

distribute liabilities 
grant money 
owe profits 

. 
pay earnings 
retain credit 

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

2 Most bL1sin.esses have custo1ners wl10 ..................................... ................. , because tl1ey .................... .... .. . 
them 30 or 60 days' ................... ........ . 

3 We have a lot of .................... ... .... that ,:ive'll have to .............. ........... .. later this year. 

I I l / I ) I I I I I 
0 

"I'm afraid our accountants are being investigated for 
fraud - on the brighter side, our financial statements 

• 

have made the New York Times best-seller.fiction list." 
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The balance sheet 2: assets 

Fixed and current assets 

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 accounti11g, assets are generally divided into fixed and current assets. Fixed assets ( or 
non-current assets) and investments, such as b11ildings and equipme11t, ,vill continue to be 
11sed by the business for a long ti1ne. Current assets are thi11gs that will probably be used 
by the bu.si11ess in tl1e near futu.re. The)' include cash - money available to spend 
im1nediately, debtors - cornpanies 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 actio11 in 
preparation for the loss happening, according to the co11servatism principle. (See Unit 7) It vvill 
write off, or abando11, the sum as a bad debt, and make provisions by charging a corresponding 
amou.nt against profits: that is, deducting the amoL1nt of the debt from the year's profits. 

Valuation 
Manufacturing companies ge.nerally have a stoclz of raw materials, work-in-progress -
partially manufactured prodL1cts - a11d products ready for sale. There are various vvays of 
valL1ing stock or inventory, but generally they are valued at the lower of cost or market, which 
means whicl1ever figure is lower: tl1eir cost - the purchase price plus tl1e valL1e of any work 
done on the items - or the current n1arket price. This is another example of conservatism: e,,e11 
if the stock is expected to be sold at a pro.fit, yoL1 should not anticipate profits. 

Tangible and intangible assets 
Assets can also be classified as tangible and intangible. Tangible assets are assets vvitl1 a 
.Physical existe11ce - things you can touch - sucl1 as property, plant and equ.ip111ent. 
Tangible assets are generally recorded at their historical cost (see Unit 7) less accumulated 
depreciation charges - the a1noL1nt of their cost that has already bee11 dedL1cted from 
profits. This gives their net bool< value. 

Intangible assets include brand names - legally protected names for a company's prod11cts, 
patents - exclusive rights to produce a particular nevv product for a fixed period, and trade 
marks - na1nes or symbols that are put on products and cannot be 11sed by other 
companies. Net\vorks of contacts, loyal c11stomers, reputatio11, trai11ed staff or 'huma.n 
capital', and skilled manageme11t can also be co11sidered as intangible assets. Because it is 
difficult to give an accurate value for any of these things, companies nor1nally only recorq. 
ta11gible assets. For this reason, a going concer11 should be worth 1nore on the stock 
exchange than simply its net worth or net assets: assets mi11us liabilities. If a compa11y buys 
another one at above its net worth - because of its i11tangible assets - the differe11ce in 
price is recorded under assets in the bala11ce sl1eet as goodwill. 
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12.1 Find words and expressions in A, Band C opposite with the follovving meanings. 

1 an an1ount of money that is ovved but probably \von't be paid 
2 the accounting value of a company (assets minus liabilities) 
3 a. legal right to prod11ce and sell a newly invented product for a certain period of time 
4 the historical cost of an asset minus depreciation charges 
5 the amou11t a co1npany 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 mo11ey from profits because of debts that will not be paid 
9 products that are not complete or rea.dy for sale 

10 the amou11t of money owed by customers who have bought goods b11t not yet paid for them 

12.2 Matcl1 the two parts of the sente11ces. Lool< at A, B and C opposite to h.elp you. 

1 A company's value on the stock excha11ge is nearly always 
2 Brand names, trade marks, patents, customers, and qualified staff 
3 Cash, money owed by customers, and inventory 
4 Cornpanies record inventory at the cost of buying or making the items, 
5 Companies \Vrite off bad debts, and make provisions 
6 Land, buildings, factories and equipment 

a are current assets. 
b are examples of intangible assets. 
c are exan1ples of tangible, fixed assets. 
d b)' deducting the amount frorn profits. 
e higher than the val11e of its 11et assets. 
f or the current market price, whichever is lower. 

12.3 Sort the following i11to curre11t, fixed and intangible assets. Lool< at A a11d C opposite to 
help you. 

buildings 
goodwill 
stock 

Current assets 
........................................ 
. .. . . .. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 
• • I • • • • • • • • • • o o • o o o o o o + o + o • o • 0 o o ♦ • ♦ + • • o • 

debtors 
. 

ca.sh in the bank 
human capital 
land 

investments 
. 

reputation 

Fixed assets 
................. ....................... 
. ...................................... . 
........................................ 

Intangible assets 
• I • • • o o • • o • • o o o o o • ♦ ♦ o o o o o o o • o o o o o o • • o o o o 

. ...................................... . 

. ...................................... . 
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The balance sheet 3: liabilities 
Liabilities 
Liabilities are a1nounts of mo11ey that a con1pany o,ves, and are generally divided into 
t,vo types - long-term and ct1rrent. Long-term liabilities or non-current liabilities i11clude 
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 vvho are 11ot paid at the 
time of purchase 

• planned. dividends 

• deferred taxes - 1noney that vvill l1ave to lJe paid as tax in the future, althot1gh the 
payment does not have to be made novv. 

Current liabilities 
Short-term debt 1,555 
Accounts payable 5,049 , 

Accrued expenses 8,593 
Total current liabilities 15,197 
Non-current liabilities 

Deferred income taxes 950 
Long-term debt 3,402 
Other non-current liabilities 1,201 

Total non-current liabilities 5,553 • 

Total liabilities 20,750 
Shareholders' equity 

Common stock 10,309 t 

Retained earnings 3,900 I 

Total 14,209 • 

Total liabilities and Shareholders' equity 34,959 

Accrued expenses 
Because of the matching principle, u11der which transactio11s and other events are reported 
in the periods to which they relate and not ,vhen cash is received or paid, LJalance sl1eets 
ust1ally inclt1de accrued expenses. These a.re expenses that have acc11mulated or b11ilt up 
du.ring the accounti11g year b11t vvill not be paid until the following year, after the date of 
the balance sheet. So accr11ed expe11ses are charged against incon1e - tl1at 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 exa1nple electricity and water. 

Shareholders' equity on the balance sheet 
Shareholders' equity is recorded on tl1e same part of the balance sheet as liabilities, 
because it is money belo11gi11g to the sl1areholders and not the company. 

Sl1areholders' equity i11clt1des: 

• the original share capital (n1011ey from stocl<s or shares issued by the con1pany: see 
Units 29-30) 

• share pren1ium: money n1ade if the co1npa11y sells shares at above their face value - the 
valu.e written on them 

• retai11ed earnings: profits from previous years that have .11ot bee11 distributed to shareholders 

• reserves: funds set aside from share capital and ear11ings, retained 
for e.me.rge11cies or other futt1re 11eeds. 
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13.1 Are the following state111e11ts true or false? Find reasons for yoL1r anS\1/ers in A, B and C 
opposite. 

1 A current liability will be paid before the date of the balance sheet. 
2 A liabilit)' that mL1st be paid in 13 1nonths time is classified as long-term. 
3 A con1pany's accrued expenses are like money an individL1al saves to pay bills i11. the future. 
4 Shareholders' equity consists of tl1e n1oney paid for shares, and retained earnings. 
5 If com_panies retain part of their profits, this 1noney no lon.ger belongs to the owners. 
6 Co1npanies cc1n sell shares at a higher value tha11. the one stated on then1.. 

13.2 Find \11/0rds in A, B and C opposite with the following 1ne,:1ni11.gs. 

1 money that vvill be paid i11 less tha11 12 n1011tl1s fro11.1. the balance sheet date 
2 tl1e mo.ney that investors have paid to buy 11ewly issu.ed shares, minus tl1e shares' face value 
3 delayed, pt1t off or postponed until a later ti1ne 
4 built up or increased over a period of time 

13.3 Sort the following i11to assets and liabilities. Look at A a11d B opposite to l1elp you. You 
may need to look at Unit 12. 

Accounts payable 
Accrued expenses 
Dividends 
Inventory 
AccoL1nts receivable 

Assets 

........................................ 

. ' ..................................... . 

.......... .......... ' ' ................. . 

Land and buildings 
l11vest1nents 
Cash a11d eqt1ivalents 
Deferred taxes 
Lo11g-te.rm debt 

Liabilities 

. ...................................... . 

• • • • • • • • • • • • • o o • • • • • • • • • • • • I • o • o o • • • • • • o 

~, 
~ I\( (OUl\lillV 6 

' -
~ 

- i.- I 

! 

1 
I 

I 

I; 

= I I 
P'll11 :... 1/~ I 

'-Z?1F}- 71 

0...., ' ' ---=· ~- ~·==;= ) - .-, -- W ~'#;"--. p 
, 

t1a 
1/ ' 'h'-/--.,._ 

"Oh, that three billion dollars." 
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The other financial statements 

Searby PLC 
The profit and loss account 
Con1panies' a1111ual reports contain a profit 
and loss account. This is a financial statement 
which shows the difference betwee11 the 
revenues and expenses of a period. Non­
profit ( or not-for-profit) organizations such as 
charities, public universities a11d 1nt1seums 
generally produce a11 income and expenditure 
account. If they have more i11come than 
expe.nditt1re this is called a surplus ratl1er 

Annual Profit and Loss Account, 1 /20 _ _ 

than a profit. 

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 kno,v11 as cost of 
goods sold (COGS): the costs associated witl1 
mal<ing the products that have been sold, 
such as raw materials, labour, a11d factory 
expenses. The differe11ce between the sales 

Sales Revenue 

Cost of Sales 

Gross Profit 

Selling, General and 

Admin istrative 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 pro.fit, such as rent, electricity a11d office salaries. These are often 
grouped together as selling, general and administrative expenses (SG&A). 

The stateme11t also usually shows EBIIDA ( earnings before i11terest, tax, de.preciation and 
ainortization) and EBIT (earni11gs before i11terest and tax). The first figure is 1nore objective because 
depreciation and a1nortization expe11ses can vary depending on wluch syste1n a co1npany uses. 

After all the expe11ses and deductions is the net profit, often called the bottom line. This pro.fit can 
be distributed as dividends (unless tl1e co111pany l1as to cover past losses), or transferred to reserves. 

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

The cash flow statement 
British a.nd American compa11ies also produce a cash flow statement. This gives details of 
cash flows - money coming into and leaving the bt1siness, relati11g to: 

• operations - day-to-da')' activities 

• investing - buying or selling property, plant a11d equip1nent 

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

The cash flow statement shows l1ow effectively a co1npany ge11erates and n1anages cash. 
Other names are sometin1es used for it, includi11g funds flow statement and source and 
application of funds statement. 

British companies also have to produce a statement of total recognized gains and losses 
(STRGL), showi11g any gains and losses that are not included i11 the profit and loss 
account, such as the revaluation of fixed assets. 
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14.1 Which figL1re in each of the following pairs is higher for a profitable co111pany? Look at A 
opposite to help yoL1. 

1 cost of sales / sales revenue 
2 gross profit I net profit 

4 11et profit / pre-tax income 
5 incon1e tax / 11et profit 

3 EBIT / EBITDA 

14.2 Co1nplete the text witl1 words from the box. You vvill 11eed to use eacl1 word n1ore than 
once. Look at B opposite to help you. 

financing 
. . 
111vest111g 

. 
operations 

(1) ........... ..................... n1ea11s mak:ing money by selling goods and services. (2) ............................... . 
is spending cash, for the bt1siness's futL1re gro,/\fth, including cash acquired by selli11g 
assets. (3) ................................ involves raisi11g 111oney by issu.i11g stocks and bonds (and also 
paying divide11ds a11d i11terest and repaying bonds). It is better for tl1e compa11y if it can 
pa)' for futL1re growth out of money from ( 4) ................................ , without having to use 
(5) ................................. So a 'healthy' cash flow means th.at th.e amount of cash provided by 
( 6) ................................ is greater than the cash L1sed for (7) ................................ . 

14.3 Would the follovving appear as operating, financi.ng or investing activities on a casl1 flovv 
statement? Looi< at the example below to help you. 

Cl1anges in o.perating assets and liabilities 
Divide11ds paid 
PL1rchase of plant and equipment 
Net inco1ne 
Issuance of stock 

Payments to repurchase stock 
Sale C>f property 
Depreciatio11 and a111ortization expenses 
Income taxes payable 
Repayn1ent of debt 

Godwin-Malone lnc1' New York 
Cash flow statement ($'000) 20 20 -- --
Earnings 1,811 1,274 
Amortization 924 683 
Other adjustments to Earnings 33 - 6 
Net cash provided from operations 2,768 1,951 

Proceeds from issuing new stock 234 167 
Stock dividends paid -14 
Net cash provided from financing 220 167 " 
Additions to property, plant and equipment -2,351 -1,755 

~ 

Net cash used for investing -2,351 -1,755 

Change in cash and equivalents during year 356 97 

Cash and equivalents, beginning of year 2,150 2,014 
Cash and equivalents, end of year 2,506 2, 111 

~ 

' , 
r. r. 
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Fina ncia I ratios 1 

Types of financial ratio 
Fina.ncial ratios express the relationsl1ips betvvee11 two or more items 011 fi11a11cial 
statements. They allow investors a11d creditors to compare a company's present sitL1ation 
and performance with its pa.st perfor1na11ce, and ,¥ith other con1panies. Ratios measure: 

• liquidity: l1ovv easily a co1npany can turn so111e of its assets into cash 

• solvency: ,vl1ether a company has enough cash to pay short-tern1 debts, or ,¥l1ether it 
could go bankrupt - have its assets sold to repay creditors 

• efficiency: how well a company uses its resources. 

Liquidity and solvency ratios 
current assets This is the current ratio, which is a calculation of ct1rrent assets 

current liabilities divided by current liabilities. It measures liquidity and shows how 
mt1ch of a company's assets ,vill have to be converted into cash in. the 

n.ext year to pay debts. The b.igher the ratio, tl1e n1ore cha11ce creditors have of being paid. For 
example, if Macl(enzie l11c (see Units 12-13) has current assets of $23,244,000 a11d current 
liabilities of $15,197,000, its current ratio is 1.53, ,¥hicl1 is acceptable. It is often argt1ed that 
the CL1rrent ratio of a healthy company should be closer to 2.0 than 1.0, meaning that it has 
nearly twice as 1nany assets as liabilities. 

Suppliers granti11g short-term credit to a company prefer the curre11t ratio to be high because 
this reduces their risk. Yet shareholders usually prefer it to be lovv, because this means that 
the company has invested its assets for the futL1re. 

liquid assets This is the quick ratio or acid test, which is a calculation of liquid 
current liabilities assets divided by current liabilities. It measures short-te.r1n solve11cy. 

Liquid assets are current assets 1ninus stocks or inventory, as tl1ese 
1night be difficult to sell. MacKe11zie l11c's qL1ick 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 

tl1e number of ordinary shares 

the mark.et price of a11 ordinary sl1are 

the past year's EPS 

This is earnings per share (EPS). It tells i11vestors how 
much of the compa11y's pro.fit belo11gs 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 
sl1ows how expensive the share is. If a co1npany 
has EPS of €0.75 and the share is selli11g for 

€9.00, the PIE ratio is 12 (€9 per share divided by €0.75 ear11ings per sha.re = 12 P/E.) A 
high P/E ratio sl1ows that investors are pre.pared to pay a high 1nultiple of the ec1rnings for a 
sl1are, because they expect it to do well in the ft1ture. 

ordinary share divide11d 

11et profit 

This is dividend cover or times dividend covered, vvhich 
shows hovv 111any times the company's total an11ual dividends 
could have bee11 .Paid out of its availa.ble annual earnings. If a 

company has EPS of 75 cents and it pays out a dividend of 30 cents, tl1e divide11d cover is 75 
I 30 = 2.5. A l1igh dividend cover sl1ows that the compa11y has a lot of 1noney, but that it is 
not being very generous to its sharel1olders. A ratio of 2.0 or l1igher is ge11erally considered 
safe (it means that the company can easily afford the dividend), bt1t anything below 1.5 is· 
risky. A low dividend cover - below 1.0 - means the company is paying out retained 
SL1rpluses fron1 previoL1s years. 
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15.1 Find vvords in A opposite ,vith the follovvi11g mea11ings. 

1 the ability to sell an. asset for cash 
2 l1ow vvell a business uses its assets 
3 the relationship between two figt1res 
4 how easily a business can pay bills or debts wl1en they are due 

15.2 Make vvord combinations using a vvord from each box. One word ca11 be t1sed tvvice. Then use 
the word combinations to con1plete the se11tences below. Lool< at B and C opposite to help you. 

acid 
current 
dividend 
liquid 
quick 

assets 
cover 
ratio 
test 

1 ...................................................... co11sist of cash and things that can be easily sold and converted 
to cash. 

2 A high ...................................................... sl1ows tl1at the con1pany is retaining a lot of 111011ey belo11gi11g 
to its shareholders. 

3 Tl1e ...................................................... or ...................................................... doesn't count stock or inventory 
because this might be difficult or impossible to turn into cash. 

4 The ............ .......................................... shows a con1pa11y's ability to pay its short-term debts. 

15.3 Match the two parts of the sentences. Lool< at Band C o.p.posite to help you. 

1 If a company pays out retained surpluses from past years 
2 Some investors are worried that the new stock issue 
3 A l1igh c11rre11t ratio i11dicates short-ter1n financial strength but 
4 Wall Street is on a historic price-earnings ratio of around 35, whicl1 

a it does not 1neasure hovv efficiently the com.pany is utilizing .its .resources. 
b its dividend cover will fall belo,v 1.0. 
c mal<es the market very expensive, a.s the lo11g-ter1n average is 14.45. 
d ,vill dilute the company's earnings per share. 
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Fina ncia I ratios 2 

Profita bi I ity 
There are various profitability ratios that allow investors to compare a co111pa11y's profit with its 
sales, its assets or its capital. Financial analysts ust1ally include them in their reports on companies. 

gross profit (sales - cost of goods sold) This is the gross profit 1nargin. It is tl1e n1oney a 
sales con1pa11y has left a.fter it pays for the cost of tl1e goods 

or services it l1as sold. A con1pany with a higher gross 
profit .margin than competitors in its industry is more 
efficient, and should be able to make a profit in tl1e 
future. 

.net profit 

total assets 

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

net profit 

sl1arel1olders' equity 

Leverage 
debt 

shareholders' equi ty 

EBIT (see U11it 14) 

interest charges 

This is return on equity (ROE). It sho,vs hovv big a con1pany's profit is 
(after interest a11d tax) co1npared with tl1e sh.arel1olders' equity or funds. 

This is gearing or leverage, often expressed as a percentage. It shows 
ho,v far a company is fu11ded by loans rather tha11 its own capital. A 
highly geared or highly leveraged company is one that has a lot of debt 
co111pared to equity. 

This is interest cover or times interest earned. It compares a business's 
annual interest payme11ts with its earnings before i11terest and tax, and 
sl1ows how easily the com.pany can pay long-ter111 debt costs. A low 
i11terest cover (e.g. below 1.0) sl1ovvs that a bt1siness is having diffict1lties 
ge11erating the cash necessa.ry for its interest payments. 

~ BrE: gearing; 
Citigroup Inc Key Ratios, 2005 

' 
AmE: leverage 

Citigroup Banking Industry S&P 500 f , 
f': 

Average Average ~ !:.:' 
Growth Rates% I Sales I 1.5 29.4 I 0.7 
EPS 3.2 21 .2 I I .2 
Price Ratio 
P/E 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 I . I 
Interest Cover 2.0 2.1 3.4 
Investment Returns % 

l Return On Equity 15.7 I 3.2 14.5 
Return On Assets I .2 1.0 2.5 

~;:'/,._ ,&?,:~,r.J?:~"W~~ ~~~ 
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16.1 Match the two parts of the sente11ces. Looi<: at A and B opposite to help you. 

1 After borrovvi11g n1illions to fi11a.nce the takeover of a rival firm, the company's 
2 Although sales fell 5%, the compa11y's 
3 Like profit growth, retL1rn on equity is a measL1re of 
4 With just 24% gearing, tl1e company can afford 

a gross profit 1nargin rose 9% from a year ago, so se11ior mana.geme11t isn't ,vorried. 
b ho,v good a con1pa11y is at making 1no11ey. • 
c interest cover is the lowest it has ever been. 
d to acquire its rival, wl1icl1 vvould help to increase its steady growth. 

16.2 Read the text a11d a11svver the questions below. You ma.y 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 fa ilure 
using 8 variables from its financia l 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 
B Net Sales / Total Assets 
C Market Value of Equ ity/ Total Liabilities 
D Working Capital / Total Assets 
E Retained Earnings/ Total Assets 

X 3.3 
X 0 .999 
X 0.6 
X 1.2 
X 1.4 

Therefore the Z-Score =Ax 3.3 + B x 0.999 + C x 0.6 + D x 1.2 + Ex 1.4 

Interpreting the Z-Score 

> 3.0 - based on these financia l figures, the company is safe 
2. 7-2.99 - insolvency is possible 
1.8-2. 7 - there is a good chance of the company going bankrupt within 2 years 
< 1.80 - there is a very high probability of the company going bankrupt 

E 
t 
i:' 
~ i?i'i 
~ :i, 
~ 
~ 
~ 
~ 
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~ 
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I 

fE: 

~ 
~ 

---------------.--------...,.----~~~dr?="'~~~~~.d?"d?"'~d 

Which ratio in the Z -Score talzes into account: 

1 money used for everyday expenses? 
2 undistribt1ted profits belongi11g to the shareholders? 
3 income or earnings before interest and tax are deducted? 
4 the current share price? 
5 the amount of n1oney received from selling goods or services? 
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Cost accounting 

Direct and indirect costs 
Cost accounting i11volves calct1lating the costs of different produ.cts or services, so that 
co1npa11y managers can knovv 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 t111its of a _product - are quite easy to calculate. Exarnples include 
ma11t1factt1ring materials and manufacturi11g wages. But there are also indirect costs or 
overheads - costs and expenses that ca1111ot be identified with particular mant1facturing 
processes or t1nits of productio11. Examples include rent or property taxes for the 
compa.ny's offices and factories, electricity for lighting and heating, the mainte11ance 
departme11t, the factory ca11teen or restaurant, managers' salaries, and so on. - ------

BrE: overheads; 
Costs such as these are often grouped together on the _profit and loss account 
or inco.me statement as Selling, General and Administrative Expe11ses. 

AmE: overhead 

Fixed and variable costs 
Companies also differentiate between fixed costs and variable costs. Fixed costs are those 
that do not change i11 the short ter1n, even if the production level cl1a11ges, st1ch as rent 
and interest payments. Variable costs are those that change in proportion to the volt1me 
of production, such as compone11ts a11d raw materials, and overtime payments. 

Mant1facturing compa11ies have to fi11d a way of allocating fixed and variable costs to the 
various produ.cts they make: that is, the)' divide up tl1.e costs and cl1arge them to the 
different produ.cts. Absorption costing attempts to cl1arge all direct costs and all 
prodt1ction costs, and sometimes all indirect costs such a.s administrative expenses, to 
ea.ch of the company's products or services. Activity-based costing calculates all the costs 
con11.ected with a particular activity ( e.g. prodt1ct design, n1.anufacturing, distribt1tion, 
customer service), even if they are carried out by different departments in the company. 
Nlost compa11.ies l1ave depa.rtm.e11.ts or functions that do not generate any 
profit but only incur costs (e.g. accounting and legal departn1ents). For 
accou11.ting purposes, co1npanies often make these departn1ents into cost 
centres, and allocate or charge all tl1e costs related to the111 separately. 

Breakeven analysis 

BrE: cost centre; 
AmE: -cost center 

Whe11 deciding vvhether it would be profitable to produce a product, or offer a service, 
con1panies do a breakeven a.nalysis. This con1pares expected sales of the ne,i\T product with 
expected costs - botl1. direct and indirect - at various prodt1ction levels. The breakeven 
point is the sales volume - the 11umber of units sold - at which the company covers its 
costs - pays all its expe11ses. To make a profit, it is necessc1ry to sell 1nore tha11 this. 

Altl1ough cost accounti11g allows companies to calculate prodt1ction costs, pricing 
decisions also depend on: 

• the level of den1and 

• the prices of competitors' products 

• the company's financial situation 

• the company's objectives - the goals or aims it wants to accomplisl1 

• the company's marketing policies - whether it is interested in maximizing sales or 
111axin1izi11g profit. 
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17 .1 Nlatch the ,vords in the box vvith the definitions below. Look at A, B and C o.p.posite to 
help you. 

breakeven poi11t 
overheads 

cost ce11tre 
variable costs 

fixed costs 
profitable 

1 expenses that are not clearly related to production or 1na11ufactL1ri11g 
2 a unit of activity in an organization for which costs are calculated separately 
3 costs that depend on the a.1nount produced • 
4 adjecti,re mea11ing providing inco1ne for a company 
5 costs that do not cl1ange according to the production volume 
6 the sales volume at which a company doesn't 1nal<e a loss, bL1t doesn't 1nal<:e a profit 

17 .2 Sort the follovving into direct, indirect, fixed a11d variable costs. Looi< at A and B opposite 
to l1elp you. 

Cost Direct Indirect Fixed Variable 

Advertising expe11ses 

Bad debts ✓ ✓ 

Co1npo11ents ✓ ✓ 

Electricity to run machines 

Electricity for l1eating 

Equipment repairs 

Factory canteen 

Overtime pay 

Ravv 1naterials 

Property tax 

Re11t 

17 .3 Which of the follovvi11g staten1ents describes: 

1 absorptio11 costi11g? 
2 activity-based costing? 

a 

b 

As well as direct manufacturi11g costs - materials and labour - we allocate part 
of ou.r fixed and varia.ble n1a11ufacturing overheads to tl1e cost of every .Product. 

We identify all the different functions ,vithi11 the co1npany, and assig11 costs to 
prodL1cts and services according to how 1nuch tl1ese functions are involved i11 
the process of providing the products and services. 

\) 
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Pricing 
Manufacturers' pricing strategies 
These are a student's notes from a lecture about prici11g. 

■ 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 economies 
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 real ly 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 priting: 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 a11d B opposite that can be used to make word combinations with 
'prices'. Then u.se tl1e verbs to co111plete the sentences below . 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 
• prices 

............................... 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 

1 Economists say that if sales increase vvhen you ........................... a price, demand is elastic. 
2 If we l1ave more ct1stomers than prodt1cts available, we ge11erally ........................... our .Prices. 
3 Luxury goods con1panies make hL1ge profits, because their customers are prepared to 

........................... really high prices. 
4 OL1r product's really tl1e same as our competitors', so we'll probably ........................... the san1e price. 
5 After we've ski1nmed tl1e n1arket, we can ........................... the price to get more customers. 

18.2 Matcl1 the prici11g strategies in the box with the state1nents belovv. Looi< at A and B 
opposite to help yot1. 

1 

2 

3 

. . . 
going-rate pr1c111g 
mark-up pricing 

loss-leader pricing 
odd pricing 

BecaL1se of our famous brand name 
and ot1r reputation for quality, we 
can charge a very high price. 

We never Lise who.le numbers lil<e 
$10 or $20. Our prices always e11d 
in 95 or 99 cents. 

We lau11ch our prodt1cts at l1igh 
prices, a11d then reduce them a few 
n1onths later to get more custo1ners. 

4 
We just get the cost accountants to 
work out how much it costs to make 
the product, and add our profit. 

marl<et penetration 1narl<et skimming 
. 

prestige pr1c1ng 

5 

6 

7 

Demand isn't very elastic, so we charge 
tl1e same price as our mai11 competitors. 

We actu.ally sell a fevv products at 
breakeve11 price, but this brings in 
customers wl10 also buy a lot of 
other things. 

We charge a really lovv price at first, 
becaL1se we vvant to sell as many 
units of the product as possible. 
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Personal banking 

Current accounts 
A current account is a.11 account ,vhich allows CL1stomers to take out or withdraw mo11ey, 
,vith no restrictions. Money in the account does not usL1.ally earn a high rate of interest: the 
bank· does not pay muc.h for 'borrovvi11g' your mo11ey. However, 111any _people also have a 
savings account or deposit account ,.vhicl1 pays more interest but has restrictions on whe11 
you can withdra,v your money. Banks usually send monthly statements listing recent SL1ms 
of money going out, called debits, and SL1ms of money coming in, called credits. 

N early all customers have a debit card allovving them to make withdrawals a11d do other 
transactions at cash dispensers. Most custon1ers have a credit card vvhicl1 ca11 be used for 
buying goods and services as well as for borrovvi11g money. In some cou11tries, people pay 
bills vvith cheques. In other countries, ba11ks don't issL1e chequebool<s and _people pay bills 
by bank transfer. Tl1ese i11clude standing orders, which are used to pay regular fixed sums 
of money, and direct debits, vvhich are used ,vhe11 the an1ot1nt and payn1e11t date varies. 

BrE: current account; AmE: checkring account 
BrE: cash dispernser, cash mac,11ine; AmE: AT1M (Automated Teller 1Machine) 
BrE: cheque; AmE: chec;k 

Banking products and services 
Co1n1nercial banks offer loans - fixed sums of .money that are le11t for a fixed period (e.g. 
t\vo years). They also offer overdrafts, which allo,v ct1stomers to overdraw an accoL1nt -
they can l1ave a debt, up to an agreed limit, on which interest is calculated daily. This is 
cheaper tha11 a loan if, for example, you only need to overdraw for a short period. Banks 
also offer mortgages to people who vvant to buy a place to live. These a.re long-term loans 
011 which tl1e property acts as collateral or a guarantee for the bank. If the borrower 
doesn't repay the 1nortgage, the bank can repossess the house or flat - the bank tak:es it 
back from the buyer, and sells it. 

Banks exchange foreign currency for _people going abroad, and sell traveller's cheques 
whicl1 are protected against loss or theft. They also offer advice abot1t investments and 
private pension plans - saving money for when you retire from work. Increasingly, banl<s 
also try to sell inst1rance products to their customers. 

1 
Br1E: traveller's cheq.ue; AmE: traveler's check 

E- banking 
In the 1990s, many commercial banks thought the 
ft1ture woL1ld be i11 telephone banking and internet 
banking ore-banking. But they discovered that most 
of their customers preferred to go to branches - local 
offices of the ba.nk - especially ones that had longer 
openi11g hours, a11d which were conveniently situated 
in shopping centres. 

[ BnE: shoppin_g ce1nt re; AmE: s1'11opp:ing malll 
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19.1 Complete the advertisement with words from the box. Lool< at A and B opposite to help you. 

credit card 
direct debit 

. 
sa v1ngs accou11ts 

-
ABC Bank 

re;nairi1 

current accou11ts 
statements 
standing order 

debit card 
foreign curre11cy 
traveller's cheques 

.................................. 

19.2 Find words i11 B opposite ,vith the followi11g meanings. 

1 what you ca11 earn wl1en )'OU leave yoL1r money i11 the bank 

··•························· 

l 

2 an amount of money borrowed .fro111 a ba11l< for a certain length of time, L1sually .for a specific 
purpose 

3 s01nething that acts as a security or a gL1arantee .for a debt 
4 an arra11ge1ne11t to withdraw more money from a ba11k accou11t tl1an you l1ave placed. in it 
5 a long-term loa11 to buy so111ewhere to live 
6 an arra.ngement for savi11g money to give you an in.come when you stop working 
7 to take back: property that has not been completely paid for 

19.3 Are tl1e follo,ving statements true or false? Fi11d reasons for your ans,vers in A, Band C opposite. 

1 Current accounts pay more interest than savings accounts. 
2 There is less risk for a bank ,vith a mortgage than witl1 unsecured loans without collateral. 
3 Traveller's cheques are safer for tourists than carrying foreig11 currency. 
4 The 1najority of custo1ners prefer to do their person.al banking at the bank. 
5 Ba11k brancl1es are novv all in shoppi11g ce11tres. 

o ....... r .......... : .... .,.. .... , ,:-.,.._1;... ; ..... 11 ....... c: ....................... 



46 

Commercial and retail banking 

Commercial and retail banks 
Whe11 people have more mo11ey than they need to spen.d, the)' may cl1oose to save it. They 
deposit it in a banl< account, at a commercial or retail banl<, and the ba11k ge11erally pays 
interest to the depositors. The bank then 11ses the rnoney that has been deposited to grant 
loans - Ie11d 111oney to borrowers who need more money tha11 they have available. Banks 
n1ake a profit by cl1arging a higher rate of i11terest to borro\vers than they pay to depositors. 

Com1nercial bank:s ca11 also move or transfer money from one customer's bank account 
to another one, at the same or another ba11k, when the customer asks them to. 

Credit 
Banlzs also create credit - make money available for someone to borrow - because the 
money they lend, from their deposits, is usually spent and so transferred to anotl1er ba11k 
account. 

The capital a bank has and the loans it has made are its assets. The customers' deposits 
are liabilities because the money is ovved to so111eone else. Banks have to lzeep a certain 
percentage of their assets as reserves for borrowers who \Vant to withdraw their money. 
This is know11 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 spe11ds the money 
a11d writes a cl1eque to someone vvho deposits the€ 90, the bank: receiving that de.posit 
can lend€ 81. As the process co11ti11ues, the banking system can expand the first deposit 
of €100 i11to nearly €1,000. In this way, it creates credit of almost,e900. 

Loans and risks 
Before lending 111011ey, a bank has to assess or calculate tl1e risk i11volved. Generally, the 
greater the risk for tl1e bank of not being repaid, the l1igher the interest rate tl1ey charge. 
Most retail banks have standardized products for personal customers, such as personal 
loans. This n1eans that all customers who have been granted a loan have the same terms 
and conditions - they have th.e same rules for paying back the n1oney. 

Banks have n1ore co111plicated risk assessment meth.ods for corporate customers - business 
clie11ts - b11t large compa11ies these days prefer to raise their own finance rather tha.n 
borro,v from banks. 

Ba11ks have to fi11d a balance betvveen liquidity - having casl1 available \vhen depositors 
want it - and different maturities - dates when loans \vill be repaid. They also l1ave to 
balance yield. - ho\v much mo11ey a loan pays - and risk. 
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20.1 Co1nplete the sentences fro1n banl<s' Vi'ebsites. Look at A and C opposite to help you. 

If you need instant access to all your money, this is the ......................................................... . 
I : for you. 
l 

2 r--------------, ------✓--------··-----·- ---·-------------'·-- ----•---/ • .,_ - - ---... ----------... ., __ _,,,..---... .. _-----:;::. _____ _,.,_ --------- --------r, ... ___ -----.....-: 

l Our products for .......................................................... include business overdrafts, loan • 1 
i repayments that reflect your cash flow, and commercial mortgages. -

~.,,,--... ---::':'~ .... ,4!~~,-.,.~-.,.......,-,'.""'1'.~~..,.....--_<"'f~~~:-'"',-;,~~,:""~<"'"~~~~ ~-?.: ~~~_,, 

3 f ...... .,,,,,,.. .. .., -- -----.._--......__r .. ------.. ~-------.. -----------... , ________ .... _- .,,...-.. ._ ___ .. :.. __ --- -- ..... , __ / .. ------z---r-·• .. _________ ., _____ ...__ .. ..,.....,___ _____/' -----.. 

j Our local branch managers are encouraged to help local businesses and are-- 1 
authorized to and overdrafts. . • 

• • • • • • 0 • 0 • I • • • • • • • • • • • • • • • o • • • • • • • o • • o o o o • o • • • ♦ ♦ ♦ o • o o • ' o o o , i 
·--·,.....,,.~,,.,.....,,...~......,._..~-----~,.._~~-:;-.~"'=-~';"'!" ..,.~~""" -~~,;~~.,,.,.,.,.,,. ~~ -- t -"i «:•: "" ,..,.., ..,,.,, ,,,~~==~·~~ ~-

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

20.2 Match the two parts of th.e sen.tences. Look at A, B and C opposite to help you. 

1 Banl<s le11d savers' deposits 
2 They also create credit by 
3 How much credit banks can create 
4 Before lendi11g n1oney, 
5 The interest rate on a loa11 
6 Banks always 11eed liquidity, 

a banks l1ave to assess the risk involved. 
b depends 011 the reserve requirements. 
c depe11ds on ho,v risl<y it is for the bank to lend the money. 
d so they can't lend all their n1oney in loa11s with long 1natu.rities. 
e lending the same original deposit several tin1es. 
f to people who need to borrow money. 

20.3 Find verbs in A, B and C opposite that can be L1sed to 1nake word combinatio11s with the 
nouns below. The11 use some of the verbs to co1nplete the sentences . 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 
interest 

............................... 
risks ... ............................ 

o o o o o • • • • • • • • • • I • • • • • • o • • • • • • • • 

money ............................... 

1 With standardized prodL1cts, all custo1ners are ........................... tl1e san1e interest rate. 
2 Banks generally kno,,v fro1n experie11ce how 111uch cash to l<eep i11 tl1eir reserves for customers 

wl10 want to ........................... it. 
3 Banks carefully study the fina11cial situ.ation of a co.mpa.n.y to ........................... the risk involved in 

lending it mone)'· 
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Financial institutions 

Types of financial institution 
These are a. stL1de11t's 11otes fron1 a lecture about banl<ing. 

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: .merc'hant bank; .AmE: ilfilvestment bank 

boV\,ds.: debts tvic:it pc:i tJ Lv1.tevest 
Cflf\,d cire vepciLD! cit c:i fi,xecl fl,(_tl,(_ve 
dc:ite (see Unit 33) 

l-%ergev: wheV\, bNo ov w.,ove 
e,ov1/4;pc:iV\,Les j o~V\, togetviev (see 
Unit 39) 

ta~eovev b~cL wheV\, oV\,e 
covvcpc:i 1/\,tl offers to acq u~re ov 
but! ClV\,otviev oV\,e (see Unit 39) 

s.toc~ or s.l1ares.: e,evtLfi,ccites 
vepveseV\,tLV\,g oV\,e uV\,Lt of 
owV\,er.snLp of Cl cov1A:pci 11\,tJ ( see 
Unit 29) 

BrE: iretaij l bank. com1merc~al bank, High Street :bank; AmE: retaH ba1nk, ,commercial bank 
B;rE: building societies; AmE: savings and loar11s .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 
• clearing banks pass cheques and other payments through 

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

manufacturers, food retailers and department stores now offer 
products like personal loans, credit cards and insurance. 

Professional English in Use Finance 

vteveg ulcited : tvieve ci ve 11\,QW fewer 
vestrLe,tLoV\,s ci 11\,d reg uLC!t~oV\,s 
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coV\,g Lol-%evates.: co0A.pCi 11\,Les 
forVvLeol b tJ Vvttrgevs Cl V\,ol 
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21.1 Find words in A and B opposite vvith the following meanings. 

1 a company offering financial services 
2 the money a co1npany uses, raised· by way of shares and bonds 
3 when two formerly separate co1npanies agree to join together 
4 a company formed by the merger or takeover of several other co1npa11ies 
5 the e11ding of some rules and restrictions 
6 when a company offers to buy the shares of a11otl1er company to gain control of it 

21.2 Before financial deregulation, which types of fi11ancial institutions did tl1ese types of 
bL1siness? Look at A opposite to help yot1. 

1 arrangi11g mergers 
2 offering life insL1rance 
3 issui11g shares and bonds 
4 providi11g n1ortgages 
5 receiving deposits and maki11g loa11s to i11dividuals a11d s111all co1npa11ies 
6 giving financial advice to companies 
7 orga11izi11g ( or defending against) takeover bids 
8 providi11g pensions 

21.3 The extracts below are from websites. Which types of banks do the \.vebsites belo11g to? 
Look at A and C opposite to help you. 

1 

2 

~----------------------------..----------------.......... ---~·----------------------------------------------
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. 

We provide a fL1ll range of products and services, including advising on corporate strategy 
and structt1re, and raising capital in equity and debt m.arkets. 

How can we help you? We can: 
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. 

J Play an active role in managing your assets . , 

L..,~ -~ .... - ✓--~--· ~ .. ~ .... ~ ... ~ ,?.,,:c~~~, ~ -~~"'-..-------,.;s~· • .>.>,.ff.~ "Ji!~3""":.:-~»> ~-"!:'!...:-efd'°.r~~"'"'.~~,.✓-:; YA ~::., ..-~;,..;,.: ~ ✓~?ZJ~'!"'.'/,:_';. 

4 ----V-------,._,-,:.__----..__,,,-, _____________ ~ ,-... __________ ------------~-~ ✓----- .,,,,_ .,,,,..._ ,,.._ ~ 
V ---.J __ __....... '------- ..... -·--......,,,,-- : 

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

plastic cards and direct debits by personal customers. 

r---~--...._,,..______~--i.-:-~---------------------~_,,,,,.-----~-------..------~-------,,,,.---.·-------..-...... 
5 -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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Investment banking 

Raising capital 
RL1th Henly vvorks in an investment bank i11 New York. 

'Unlike co111n1ercial banks, i11vestment banks like ours 
don't lend money. Instead we act as intermediaries 
between compa11ies and investors. We help companies 
and gove.r111nents raise capital by issuing securities such 
as stocks and bonds - that is, we offer them for sale. 
We often underwrite secL1rities issues: in other vvords, 
,ve guara11tee to buy the securities OL1rselves if ,ve can't 
find otl1er purchasers. 

As vvell as initial public offerings (IPOs), ,,vhen 
companies offer stock for sale for the first tin1e, tl1ere 
are otl1er occasions when they raise funds. For 
example, they migl1t wa11t to expand their operations, 
or to acquire anotl1er co1npany, or to reduce their 
a111ount of debt, or to finance a specific project. They 
don't only raise capital fron1 tl1e public: they can sell 
stocks or shares to institutional investors like insurance 
con1panies, investn1ent funds - co1npanies that invest 
tl1e money of lots of small investors, and pension funds 
- companies that invest 1noney that will later be paid 
to retired workers. 

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

BrE: flotation; AmE: initial public offering (IPO) 

Mergers and acquisitions 
'Investment banks often represent fir1ns in mergers and acquisitions (see Unit 21), and 
divestitures. A divestiture is wl1en a. company sells a subsidiary - a11other company that it 
o,vns. Most of the fee - the n1oney the compa11y pays us for the service - will depe11d on 
us completi11g the deal successfully. This gives the banl< a good reason to n1ake sure that 
the transaction succeeds.' 

Consulting and research 
'Large corporations have their own finance a11d corporate developn1ent departments. But 
tl1ey often use an investment bank like ours becat1se, like a consulting firm, we ca11 offer 
independent advice, and we l1ave a lot of experie11ce in financial transactions. We also 
have a large networl< of co11tacts, a-nd relatio11ships with investors and con1panies that 
could be interested i.n a merger or acquisition. 

If we've worked on a transaction ,vith a con1pany, we know a lot about its business. This 
means vve can give advice about strategic planning - deciding what do to in the future -
or financial restructuring - cha11ging the ,vay the business is financed. Large investment 
banl<s also ha.ve exte11sive research departments witl1 analysts and forecasters who 
specialize in the valuation of different markets, industries, companies, securities and 
currencies. A11alysts try to work OL1t how much things are wortl1 now, and forecasters 
study the prospects for the futL1re.' 
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22.1 Complete the table with words from A, B a.nd C opposite and related forms. Put a stress 
mark in front of the stressed syllable i11 each word. The first one has been done for you. 

Verb Noun(s) Noun for people Adjective(s) 

a'cquire - -

advise -

a11alytical 
. . 
1nst1tL1te -
. 
invest . -

value . -

22.2 Co1nplete tl1e sente11ces from newspaper articles with v\rords fro1n the box. 

1 

2 

acqu1r1ng • • advised divesti11g 

Deutsche Telekom's IPO was f 
........................... by Goldman Sachs. j 

N~/4-?z>~b. J p?lii Ii. ••17~ --- ~~ 

fees IPOs merged u11derwri tten 

4 
Big Wall Street banks earned millions of 

dollars in consulting ........................... from 

Enron before the company collapsed. 

5 ·, 

During their acquisition of 
Mannesman, Vodafone were 

........................... by UBS. 
When Mitsubishi Tokyo Financial Group t 

l 

3 
Large multinationals are always 
........................... less successful parts of 
their business as well as .......... ................ . 
successful companies. 

6 

........................... with UFJ Holdings, they ~ 

became the world's biggest bank. 

In 2000, the global value of t 
.. ......................... was over $220 bi 11 ion. J, 

~?#?:.Pddmo/..d$~_.m ~-:p&r&,' ~'?22¾Z~b-¥ 

22.3 Match the words in the box with the definitions below. Look: at A, B a11d C opposite to help you. 

fi11ancial restructuri11g 
strategic planning 

consulting firm 
_pension fund 

forecasters 
subsidiary 

i11stitutional investor 
valt1ation 

1 a company of experts providing professio11al advice to bt1sinesses for a fee 
2 a financial institution tl1at i11vests mo11ey to provide retireme.nt incon1e for employees 
3 decidi11g what a co1npany is going to do in tl1e future 
4 people vvho try to predict ,vhat will happe11 in the future 
5 a company that is partly or wholly owned by a11other 011e 
6 a financial i11stitution that purchases securities 
7 1naki11g cha11ges to how a co1npany is financed 
8 establishing how much something is worth 
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Central banking 

The functions of central banks 
A journalist is interviewi11g Professor John Webb, a11 
expert in central banking. 

What are the main functions of central ba11ks? 

Well, most countries have a central banl< that 
provides financial services to the govern.me.nt and to 
the ba.nking syste1n. If a group of cot1ntries have a 
common currency, for example the euro, they also 
share a ce11tral banl<, such as the Europea11 Central 
Bank in Frankfurt. 

So1ne ce11tral ba.nks are respo11sible for monetary policy - trying to co11trol the rate of 
inflation to maintain financial stability. This involves cha.nging interest rates. The aim is to 
protect the value of the curre11cy - wl1at it will purchase at home and in other currencies. 

In many countries, the ce.ntral bank supervises and regulates the banking system and the 
whole financial sector. It also collects financial data and publishes statistics, and provides 
financial information for consumers. In most countries, the central bank prints and issues 
currency - putting banknotes i11to circulation. It also participates in clearing cheques (see 
Unit 21) and settling debts among com1nercial banks. 

The central bank and the commercial banks 

How exactly does the central bank supervise the commercial banks? 

Well, commercial banks have to keep reserves - a certain amount of their deposits - for 
custo1ners ,vh.o want to ,vithdraw their 1noney. These are held by the central banl<, which 
can also change the reserve-asset ratio - the minimum percentage of its deposits a ba11k 
has to keep in its reserves. 

If one banl< goes banl<rupt, it can quicl<ly affect the stabilit)' of the whole financial system. 
And if depositors think a bank is unsafe the)' might all try to ,vithdraw their n1011ey. If 
this happens it's ca.lled a bank run or a run on the bank, and the ba11k will qL1ickly use up 
its reserves. Central banks ca.n act as lender of last resort, which means lending money to 
fina11cial institutio11s in difficulty, to allov,r them to make pa)7me11ts. But central banks 
don't always bail out or rescue banks i11 difficulty, because this could lead ba11ks to take 
risks that are too big. 

Central banks and exchange rates 

What about exchange rates with foreign currencies? 

Central banks 1nanage 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 ct1rrency can be 
co11verted into other cu.rrencies. They do this by intervening on the currency markets, and 
n1ovi11g the rate up or down by buying or selling their currency. (See Unit 44) This 
cha11ges the ha.lance of supply - how mL1ch is being sold - a.nd demand - how 1nuch is 
being bought. 

• 
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23.1 Match the tvvo parts of the sentences. Look at A and B opposite to help yot1. 

1 The central bank vvill sometimes lend money 
2 Banks vvould probably start tal<ing too many risks 
3 Central banks a.re usually respo11sible for 
4 The central bank can alter 
5 There will be lovv a11d stable inflation 

a if they could alvvays be sure of resct1e by the ce11tral bani<. 
b if there is a run on a com1nercial ba11l<. 
c if monetary policy is successft1l. 
d printing and distributing banknotes. 
e the amount of 1no11ey commercial banks are able to lend. 

23.2 Complete tl1e text from the website of the Federal Reserve, the central ba11l< of tl1e United 
States. Look at A opposite to help you. 
r----------------...-- _________ .. ___ ....... ________________________ ................. __ .. ___ --__ ... ----------~-----
1 

Today the Federal Reserve's duties fall into four general areas: 
' I ► conducting the nation's (a) ........ .............. .. ... .. .. ... ......... policy; 

1. ► (b) ........................................... and regulating banking institutions and protecting the 
. credit rights of consumers; 
: 
l 

► maintaining the (c) ........................................... of the financia l system; and 
' ~ 

► providing certain ( d) ... ... ... ...... ............................ services to the US government, the . t 
t ~ . public, financial institutions, and foreign official institutions. ! r 

L ----- _.., -- -- ---=- - - -~ ;, - .,,.,.,.,..~ ... "•,:..,,,.¢,:"'-"! ,,.~ .. ~ '2""'~ - , .. ~-~--~?!--'-•~~.,.,....,.£"~~~~ 

23.3 Nlake word combinations usi11g a \lllord from each box. 011e word can be used t\¥ice. 
Then use the word con1binations to cornplete the sentences below. Look at A, B and C 
opposite to help you. 

bank markets 
currency run 
exchange system 
financial policy 
monetary rate 

stability 

1 ...................................................... , inclt1ding setting interest rates, is designed to maintain .......................... . 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . 

2 If there's a . ...................................................... and the ba11l< goes bankrupt, this can have a rapid effect 
011 tl1e whole ...................................................... . 

3 On 011e day i11 1992, the Ba11k of England lost over £1 lJillion (n1ore than half of the country's 
foreign reserves) in the ...................................................... , trying to protect the ......................... .. 
........................... of the pou11d. 
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Interest rates 

Interest rates and monetary policy 
An interest rate is the cost of borrowi11g money: the percentage of the a1nount of a loa11 
paid by the borro,ver to the lender for the use of the lender's money. A country's mi11i1num 
interest rate (the lov\rest rate tl1at any lender can charge) is usually set by tl1e central bank:, 
as part of mo11etary pc)licy, designed to l<eep inflation low. Tl1is can be achieved if demand 
(for goods a11d services, a11d the 111011ey w.itl1 ,vhich to bt1y them) .is 11early the sa.1ne as 
SL1p_ply. Dema11d is how mucl1 people const1n1e and businesses invest in factories, 
machinery, creati11g new jobs, etc. Supply is the creation of goods and services, t1sing 
labour - paid work - and capital. Whe11 i11terest rates fall, people borrow 1nore, and spend 
rather than save, and companies invest more. Co11sequently, the level of d.emand rises. 
When interest rates rise, so that borrovving becomes 1nore expensive, individuals tend to 
save more and consume Jess. Companies also invest less, so demand is .redt1ced. 

If i11terest rates are set too low, the den1a11d for goods and services grows faster than the 
1narket's ability to supply them. This causes prices to .rise so that i11flation occurs. 
If i11terest rates are set too hig.h, this lovvers borrovving and spendi11g. This brings 
down i11flation, bt1t also redu.ces output - the amount of goods prodt1ced and 
services performed, and employment - the number of jobs i11 the country. 

BrE: labour; 
AmE: labor 

Different interest rates 
The discount rate is the rate that the central bank sets to lend short-term ft1nds to 
cormnercial ba11ks. Wl1e11 this rate changes, the commercial banks cl1ange their o,v11 base 
rate, the rate they charge their most reliable customers like large corporations. This is the 
.rate from which they calct1late all their other deposit and lending rates for savers and 
borrowers. 

Ba.nks 1nal<e tl1eir pro.fits from the difference, k11own as a margin or spread, bet,veen the 
i11terest rates they charge borrowers and the rates they pay to depositors. The rate that 
borrowers pay depends on their creditworthiness, also kno,vn as credit standing or credit 
rating. This is the lender's estimation of a borrower's present and future solvency: their 
ability to pay debts. The higher the borro,ver's solvency, the lower tl1e i11terest rate they 
pay. Borro,vers can usually get a lower interest rate if the loan is guaranteed by securities 
or other collateral. For example, mortgages for vvhicl1 a house or apartm.ent is collateral 
are L1sually cheaper than ordinary ba11k loans or overdrafts - arran.ge1nents to borrovv b)' 
spending 1nore than is i11 your ba11l< account. Lo11g-term loans such as 1nortgages often 
have floating or variable interest rates tl1at change accordi11g to the SL1pply and demand 
for money. 

Leasing or hire purchase (HP) agreements 
have higl1er interest rates than bank loa11s 
a11d overdrafts. These are wl1en a 
consumer 1nakes a. series of monthly 
pay111ents to bt1y durable goods (e.g. 
a car, furnitL1re). Until the goods are· paid 
for, the bu.yer is only hiring or renting 
them, and they belong to the lender. The 
interest rate is high as there is little security 
for tl1e lender: the goods could easily 
become damaged. 

BrE: base rate; AmE: prime rate 
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"On this model there's a sensory device that 
prevents you from starting, unless your seat belts 

are fastened and your HP repayments are up to 
date." 



24.1 Match the words in the box with the definitio11s below. Look at A a11d B opposite to help you. 

creditworthy 
spread 

floating rate 
output 

. 
invest 
solve11cy 

1 the cost of borrovving money, expressed as a percentage of the loa11 
2 havin.g sufficient ca.sh available vvhen debts have to be paid 
3 paid ,vork that provides goods and services 
4 a borrowing rate tl1at isn't fixed 
5 safe to lend money to 
6 the difference betvvee11 borrowing and lending rates 
7 the quantity of goods and services produced in an econo111y 
8 to spend n1oney in order to produce income or profits 

labour 
. 
interest rate 

24.2 Name the interest rates and loans. Then put tl1em in order, from tl1e lowest rate to the 
highest. Look at B opposite to help you. 

a ....................................... : a loan to buy property ( a house, flat, etc.) 
b ....................................... : borrowi11g n1oney to buy so111ething like a car, spreadi11g payment over 

36 1nonths 
c ....................................... : commercial ba11ks' le11di11g rate for their most secure customers 
d ....................................... : occasionally borrovving n1oney by spending more tha11 you l1ave in the banl< 
e ....................................... : the rate at whicl1 central banks 1nal<e secured loans to com111ercial banks 

2 I s 
lowest highest 

24.3 Are the following stateme11ts true or false? Find reasons for your answers ir1 A a11d B opposite. 

1 All i11terest rates are set by cer1tral banl<s. 
2 When interest rates fall, people tend to spend and borrow more. 
3 A borro,ver who is very solvent will pay a very high interest rate. 
4 Loans are usually cheaper if they are guaranteed by some form of security or collateral. 
5 If banks n1ake loans to custon1ers with a lower level of solve11cy, they can increase their margins. 
6 One of the causes of changes in interest rates is the supply and demand for money. 
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Money markets 

The money markets 
The money markets consist o.f a network o.f corporations, fi11ancial institutions, i11vestors 
and governments, which need to borrovv or i11vest short-term capital (up to 12 months). 
For example, a business or government that needs cash for a few weeks only can use tl1e 
money market. So can a bank tl1at wants to invest 1noney that depositors could withdraw 
at any time. Through th.e 1no11ey markets, borrowers can find short-term liquidity by 
turning assets into cash. They can also deal with irregu.lar cash flows - in-co1nings and 
out-goings of money- more cheaply than borrovving from a commercial bank. Similarly, 
investors can make short-term deposits with invest111e11t companies at competitive interest 
rates: higl1er ones than they would get,fron1 a ba11k. Borrowers a.nd lenders in the mo11ey 
markets use banks and investment companies whose business is trading financial 
instruments su.ch as stocks, bonds, short-term loans and debts, rather than lending 111oney. 

Common money market instruments 
• Treasury bills (or T-bills) are bonds issued by gover111nents. The most common maturity -

tl1e length of time before a bond becomes repayable - is three months, altl1ough they can 
have a matt1rity of up to one year. T-bills in a country's own currency are generally the 
safest possible invest111e11t. They are t1sually sold at a discount from their nominal value -
the value written on them - rather than paying i11terest. For example, a T-bill ca11 be sold 
at 99% o.f the value writte11 on it, and redeemed or paid back at 100% at maturity, three 
mo11ths later. 

• Commercial paper is a short-term loan issued by major companies, also sold at a 
discoL1nt. It is unsecured, whic.h means it is not guaranteed by the co1npany's assets. 

• Certificates of deposit (or CDs) are short- or medium-term, .interest-paying debt 
instruments - vvritten promises to repay a debt. They are isst1ed by banl<s to large 
depositors who can then trade them in the short-term money mark:ets. 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 
Anotl1er very comn1on for1n of financial contract is a repurchase agreement (or repo). 
A repo is a combi11atio11 of two transactions, as sho,v11 below. Th.e dealer hopes to find a. 
lo11g-term buyer for the securities before repurchasing them. 

A dealer l1as 
unsold securities. 

Dealer tries to fi11d 
long-term buyer 
for sect1rities. 

Dealer repurchases 
secL1r1t1es. 

Dealer sells 
securities to long­
term bt1yer. 
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Dealer sells 
. 

secur1t1es, agreeing 
to repurchase 
tl1em at a higher 
price on a fixed 
future date. 

Short-term 
investor sells 
secL1rities bacl< to 
dealer a few days 
or ,veel<.s later. 

Short-term investor buys 
securities. Amount 
investor lends to dealer, 
by buying securities, is 
less tha11 the market 
value of the securities. 
This is so investor avoids 
a loss if price of 
securities, a11d their 
valL1e as collateral, falls. 



25.1 Are the following statements true or false? Find reasons for your a11swers in A a11d B opposite. 

1 Organizations use tl1e money mark:ets as an alternative to borrowing from ba11ks. 
2 Nlo11ey markets are a so11rce of long-term finance. 
3 All money market i11struments pay i11terest. 
4 Certificates of deposit a.re issued by major 1nanufacturing companies. 
5 Commercial paper is g11ara11teed by the government. 
6 Some n1oney market i11struments can have more than one 0\/1/ner before they mature. 

25.2 Nlatch the words in tl1e box with tl1e definitions below. Look at A and B opposite to help you. 

cash flo\/1/ 
liquidity 
redeemed 

con1 pet1t1ve 
. 

mat11r1ty 
short-term 

discount 
par value 
unsecured 

1 a price belo\/1/ tl1e usual or advertised price 
2 adjective describing a good price, compared to others on the 1narl<et 
3 tl1e ability to sell an asset q11ickly for cash 
4 (i11 fi11an.ce) adjective 1neaning up to one year 
5 adjective 1neaning with 110 guarantee or collateral 
6 repaid 
7 the length of tin1e before a 6011d l1as to be repaid 
8 the movement of money in and out of a11 orgc1nizatio11 
9 the price written on a security 

25.3 Match the two parts of the se.ntences. Lool< at B and C opposite to help you .. 

1 Most n1oney market securities 
2 A treasury bill is safe because it 
3 Con1mercial 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 govern1ne11t. 
d are short-term exchanges of cash for sec11rities. 
e are issued to holders of ti1ne deposits in a ba.11k. 
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Islamic banking 
Interest-free banking 
Some financial institutions do not charge interest on loa11s or pay interest on savings, 
becaL1se it is against certain ethical or religious beliefs. For example, i11 Islamic coL1ntries 
and major fina11cial centres tl1ere are Islamic ba11ks that offer interest-free banking. 

Islamic banks do not pay interest to depositors or charge interest to borrowers. Instead 
they invest in co1npa.nies and share the profits vvith their depositors. Investment financing 
a11d trade financing a.re done on a profit and loss sharing (PLS) basis. Consequently the 
banks, their depositors, a11d their borrowers also share the risks of the bL1siness. Tl1is for111 
of financi11g is similar to that of venture capitalists or risk capitalists who buy tl1e sl1ares 
of ne,v companies. (See Unit 28) 

Types of accounts 
Current accounts in Islamic banks give no return - pa)' 110 i11terest - to depositors. They 
are a safekeeping arrangen1ent between the depositors and the bank, w.hich allows the 
depositors to withdraw tl1eir mo11ey at an)' time, a11d per1nits the bank to use this money. 
Islamic banl<s do not 11sually grant overdrafts on current accounts. Savings accounts can 
pay a return to depositors, de.pending on the bank's profitability: that is, its ability to earn 
a profit. Therefore the amount of retur11 depends on how 111uch profit the ba11k makes in 
a give11 period. However, these payments are 11ot guaranteed. Tl1ere is no fixed rate of 
return: the a111ount of n1011ey the in.vestment pays, expressed as a percentage of the 
a111011nt invested, is not fixed. Banl<s are carefL1l to invest mo11ey from savi11gs accounts in 
relatively risl,-free, short-term projects. Investment accounts are fixed-term deposits which 
cannot be withdrawn before matL1rity. They receive a share of the bank's profits. In 
theory, the rate of return could be negative, if the bani< 111akes a loss. In other words, the 
capital is not guaranteed. 

Leasing and short-term loans 
To fina11ce the purchase of expensive consu1ner goods for perso11al consumption, Islamic 
banks can buy an. item for a CL1stomer, and the custo111er repays the bani< at a higher price 
later on. Or the bank can buy an item for a custon1er with a leasing or hire purchase 
arrange1nent. (See Unit 24) Another possibility is for tl1e ba11l< to lend money without 
interest but to cover its expenses with a service charge. 

If a business sudde11ly needs very short-term capital or working capital for unexpected 
pL1rchases and expenses, it ca11 be difficult to get it under the PLS system. On the other 
hand, PLS means that bank-customer relations are very close, a11d 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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Islamic banks 
• Give no return on current accounts; share 

profits with holders of savings accounts and 
investment accounts 

• Share borrowers' profits (or losses) 
• Buy items for personal customers with a 

leasing or hire-purchase arrangement 



26.1 Match the t,vo parts of the se11tences. Looi< at A opposite to help yoL1. 

1 The basic feature of Islamic banking 
2 I11stead of charging and paying interest 
3 Depositors in Isla1nic ba11l<s 
4 Businesses that borrovv from Islamic banks 
5 Islan1ic banks operate in a sin1ilar ,vay 

a do 11ot receive a fixed return. 
b have to share their profits with the bank. 
c Islamic banks and their custon1ers share profits and losses. 
d is tl1at it is interest-free. 
e to ve11ture capitalists who buy companies' stocl<s or shares. 

26.2 Which of the followi11g state1ne11ts cot1ld be n1ade by customers of Isla1nic banks and 
vvhich by cL1stomers of conventional ba11ks? Looi< at B opposite to help you. 

1 

2 

3 

4 

5 

I get 1.5% on my CL1rre11t accou11t a11d 3% on my savings accoL111t. 

I get a variable rate of retur11 on my savings account, depending on the 
banlz's profitability. 

If I open a five-year investment account, I wo11't be a.ble to withdra,v ill)' 
money during this period, bt1t I vvill receive a share of the bank's profits. 

They offered n1e 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 vvord combinations using a word from each box. Then use the word combinations 
to con1plete the sentences below. Looi< at A, B and C opposite to help you. 

investment 
• service 

risk 
working 

, 

capitalists 
capital 
charge 
account 

1 All businesses need ...................................................... for everyday purchases a11d expe11ses. 
2 I don't pay i11terest but the bank adds a .. ............. ............ ........................... to cover its expenses. 
3 Islamic banks are lil<e the ...................................................... who buy the sl1ares of new companies. 
4 The bank pays me so111e of its profits on the money I have in my ................................................ ...... . 

. 
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Money supply and control 
Measuring money 
Professor Jol1n Webb, the banl<ing expert vve met i11 U11it 23, continues his interview. 

What is the money supply? 

It's the stock of 111oney and the supply of 11ew money. The currency in circulation - coins 
a11d notes that people spend - 111al<es Lip onl)' a very small part of the 111oney supply. The 
rest consists of ba11k deposits. 

Are there different ways of measuri11g it? 

Yes. It depends on whether you include time deposits - bank deposits that can onl)' be 
vvithdravvn after a certain period of time. The s1nallest measure is called narrow money. 
Tl1is only includes curre.ncy and sight deposits - ba.nk deposits that customers ca11 
witl1draw whenever they like. The other n1easures are of broad money. This i11cludes 
savi11gs deposits a11d time deposits, as well as money 111arl<et fL1nds, certificates of de.posit, 
comn1ercial paper, repurchase agreements, and tl1i11gs like tl1at. (See U11it 25) 

What abot1t spending? 

To n1easure money you also have to k11ow how ofte11 it is spent in a give11 period. This is 
111oney's velocity of circulation - hovv quicl<ly it moves from one institL1tion or bani< 
account to another. In other words, tl1e qt1antity of money spent is tl1e mo11ey supply 
times its velocity of circt1lation. 

Changing the money supply 
The monetary authorities - so1netimes the government, but usually the central bank - Lise 
monetary policy to try to control the amou11t of money i11 circL1lation, and its growth. 
This is in order to prevent inflatio11 - the continuous increase in prices, vvhich redt1ces tl1e 
amount of things that people can bu)'· 

• They can change the discount rate at which the ce11tral bank lends sl1ort-term funds to 
commercial banks. The lower i11terest rates are, the more money people and businesses 
borrovv, vvhich increases the money supply. 

• They can change comn1ercial ba11ks' reserve-asset ratio. (See Unit 23) This sets the 
perce11tage of deposits a. bank has to l<eep i11 its reserves (for depositors who wish to 
vvithdravv their 1noney), wl1ich is generally arou11d 8%. The more a banl< has to keep, the 
less it can lend. 

• The central bank can also buy or sell treasury bills in open-n1arl<et operations vvith 
commercial banl<s. If the banks b11y these bo11ds, they have less money (and so can lend less), 
and if the central bank buys them back, the cornmercial banks have more mo11ey 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 a.nd vvages depend on the 
quantity of 1no11ey i11 circulation and its velocity of circulation. They thinl< that inflation is 
caused by too much monetary growth: too much new 1noney being added to the money . 
stock. Other economists disagree. They say the 1noney supply can grow because of 
increased economic activity: more goods being sold and n1ore services being performed. 
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27.1 Are the following statements true or fa lse? Find reasons for your answers in A and B 
opposite. 

1 Most money exists on paper, in bank 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. 

J 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. 

1 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 ...................................................... . 

US inflation and money supply growth 

1--------------------1$5,000bn 

US inflation rate 
0%-+--~-~~-~---~-~-~~----. 

l993 1995 1997 1999 2001 2003 

Ove.,r ..f-o 1:fou t,' 
What is wrong with having inflation? What is the current inflation rate in your country? 
Has this changed a lot over the past 20 years? Try to discover what factors have caused 
any changes. 
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Venture capital 

Raising capital 
Alex Rodriguez works for a ventt1re capital co111pany: 

'As you kno,v, ne,v businesses, called start-ups, are 
all private companies that aren't allovved to sell 
stocks or shares to the general pt1blic. The)' have to 
find otl1er ways of raisin.g capital. Son1e very small 
compa11ies are able to operate on money their 
founders - tl1e people who start the company - have 
previously saved, but larger co111panies need to get 
capital from somewhere else. As everybody l,nows, 
bank:s are usually risk-averse. This 111ea11s they are 
unwilling to lend to new co111panies where tl1ere's a 
danger that they ,von't get their money bacl<. But 
there are firms like ours that specialize i11 fi11ding 
venture capital: ft1nds for 11ew enterprises. 

So1ne venture capital or risk capital co111panies use 
their ow11 funds to lend money to companies, but 
most of the1n raise capital from other financial 
institutions. Some rich people, vvho ba11ks call high 
net worth individuals, and wl10 we call angels or 
angel investors, also invest i11 start-ups. Althot1gh 11evv companies present a high level of 
risl<, they also have the pote11tial for rapid growth - and consequently high profits - if the 
new business is st1ccessful. Because of this profit potential, institutions like pension ft1nds 
and insurance companies are i11creasingly investi11g in new con1panies, partict1larly hi-tech 
ones.' 

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

Return on capital 
'Venture capitalists like ourselves expect entrepreneurs - peo.ple with an idea to start a 
new compa11y - to provid.e us with a business plan. (See Unit 50) 

Because of the high level of risk involved, i11vestors in start-ups usually expect a higher 
than average rate of return - the amou11t of money the investment pays - 011 their capital. 
If they can't get a quicl, return i11 cash, they ca11 buy the new co1npany's shares. If the 
co.mpany is successful a11d later becomes a public company, which means it is listed on a. 
stock exchange, the ventt1re capitalists will be able to sell their shares the11, at a profit. 
This ,vill be their exit strategy. 

Ventt1re capitalists generally invest in the early stages of a new co111pa11y. Some companies 
need further capital to expand before they join a stocl, excl1ange. This is ofte11 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) I11vestors providi11g money at this stage have a lower risk of loss than earlier 
investors like us, but also less chance of maki11g a lJig profit;' 

BrE: preference shares; AmE: preferred stock 
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28.1 Com.plete the crossword. Look at A and B opposite to help you. 

l 

2 3 4 -.) 

6 t 

7 

···- '• 

8 9 10 

,.-~ , 

11 

. ~ ,.-.-'" '" -- ._-::,: 
,, 

--. 

12 13 l e 

'-" 

Across 
3 A firn1 listed on a stock exchange is a . ............................. ( 6, 7) 
7 Individuals who lend money to new companies are son1eti111es called .... ........... (6) 
8 Ba11ks that are risk- .............. usu.ally don't want to finance ne,v co1npa11ies. ( 6) 

10 The an1ount of n1oney made from an investn1ent is its rate of ......... ...... ( 6) 
11 New busi11esses often l1ave to get finance fron1 .. .. ........................ companies. (4,7) 
12 The people who start co1npanies. (8) 

Down 
1 People wl10 have ideas for setti11g up nevv businesses. ( 13) 
2 .............. capital firms specialise in fina11cing nevv companies. (7) 
4 Many banks don't want to .............. money to new businesses. ( 4) 
5 People who want to borrow mo11ey to start a company write a business ............... ( 4) 
6 Money invested in a company jt1st before it joins a stock exchange is someti1nes called ............ .. 

financing. ( 9) 
9 and 13 down A nevv compa11y is often called a ............... (5-2) 

13 See 9 dow11. 

28.2 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 grovv rapidly 
4 Risk capitalists usually expect 
5 Ventu.re capitalists need an exit strategy - a way 
6 Mezzanine fina11cing is a second round of financing 

a a higher than average return on their mone)7• 

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 con1pa11ies. 
f from specialized venture capital firms. 
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Stocks and shares 1 

Stocks, shares and equities 
Stocks and shares are certificates represe11ting part o,v.nership of a company. The people who 
own tl1em. are called stockholders and shareholders. In Britain, stocl< is also used to refer to all 
l<inds of securities, includi11g government bonds. (See U11it 33) The word equity or equities is 
also used to describe stocks and sl1ares. The .Places where the stocks and shares of listed or 
quoted co.mpa11ies are bought a11d sold are called stock markets or stock exchanges. 

Going public 

A st1ccessful existing con1pany wa.nts to 
expand, and decides to go public. 

The co1npa11y gets advice fron1 a11 
investme11t bank about how ma11y shares 
to offer and at what price. 

The con1pa11y gets independent accountants 
to prodL1ce a due dilige11ce report. 

The con1pa11y produces a prospectus which 
explains its financial position, and gives 
details about the senior managers a11d the 
financial results from previous years. 

The company 1nal<es a flotation or IPO 
(initial public offering). 

An investment bank underwrites the stock 
. 
issue. 

Note: Flotation can also be spelt floatation. 

Ordinary and preference shares 

go public: change fron1 a private company 
to a public limited company (PLC) by 
selli11g sl1ares to outside investors for the 
first time ( with a flotation) 

due diligence: a detailed exan1i11ation of a 
co1npa11y and its :financial situatio11 

prospectus: a docu1ne11t i11viting the public 
to buy shares, stating the tern1s of sale and 
giving informatio11 about tl1e co111pa11y 

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

flotation: a11 offer of a con1pa11y's shares to 
i11vestors (financial institL1tions and the 
general public) 

underwrites a stocl< issue: guarantees to 
buy the shares if there are n.ot enough other 
b11yers 

BrE: ordinary shares; AmE: common stock 

If a co111pa11y has only one type of share these are ordinary shares. S01ne companies also 
l1ave preference shares whose holders receive a fixed dividend (e.g. 5% of the sl1ares' 
nominal value) that must be paid before holders of ordinary shares receive a divide11d. 
Holders of preference shares have more ch.ance of getti11g some of tl1eir capital back if a 
company goes bankrupt - stops trading because it is unable to pay its debts. If the 
company goes into liquidation - has to sell all its assets to repay part of its debts - holders 
of preference sl1ares are repaid before other shareholders, b11t after owners of bonds and 
other debts. If sharel1olders expect a company to grow, however, tl1ey generally prefer 
ordinary shares to p.refere11ce shares, beca11se the dividend is likely to increase over tin1e. 
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29.1 Match the words i11 the box with the definitions below. Look at A, B and C opposite to 
help you. 

bankrupt 
going public 
flotatio11 
• 
investors 
liqL1idation 

prospectus 
ordinary shares 
preference shares 
stock excha11ge 
to underwrite 

1 a document d.escribing a company and offering stocks for sale 
2 a market on which companies' stocks are tra.ded. 
3 buyers of stoclzs 
4 changing from a private company to a public one, quoted on a stocl< exchange 
5 the first sale of a company's stocks to the public 
6 to guarantee to bu)' newly issued shares if no one else does 
7 shares that pay a guaranteed divide11d 
8 the n1ost co1nmon form of shares 
9 insolvent, unable to pay debts 

1 O the sale of the assets of a failed company 

29.2 Are the followi11g state1nents true or false? Find reasons for your answers in A, B and C 
. 

opposite. 

1 New companies can apply to join a stocl< exchange. 
2 Investme11t banks someti1nes have to bL1y so1ne of the stocks in a11 IPO. 
3 The due dilige11ce report is produced by the company's own accounta11ts. 
4 The dividend paid on preference shares is variable. 
5 If a company goes bankrupt, the first investors to get any money back are the holders of 

preference shares. 

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

offer 
go 
produce 
underwrite 

. 
an issue 
a prospectus 
shares 
public 

After three very profitable years, the company is planning to ( 1) ........................... (2) ........................... and 
we're (3) ........................... 100,000 (4) ........................... for sale. We've (5) ........................... a very attractive 
(6) ........................... , a11d although a leading investment bank is (7) ........................... the (8) ......................... .. , 
,ve don't think tl1e)r'll have to buy any of the shares. 

Professional English in Use Finance 65 



66 

Stocks and shares 2 

Buying and selling shares 
After newly isst1ed shares have been sold (ust1ally by investme11t banks) for the first ti1ne -
this is called the primary market - they can be repeatedly traded at the stock exchange on 
,vhich the company is listed, on wl1at is called the secondary market. 

Major stock exchanges, such as New York and London, have a lot of require.n1ents about 
publishing financial information for shareholders. Most companies u.se over-the-counter 
(OTC) markets, such as NASDAQ in New Yorl< and the Alternative Investment Market 
(AIM) in London, which have fe,ver regulations. 

The nominal value of a share - the price written 011 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 dt1ring trading hot1rs, becat1se it depends on supply a11d demand- ho,v many 
sellers and buyers there are. Son1e stock excl1anges have computerized automatic trading 
systems tl1at match up buyers a11d sellers. Other markets have market makers: traders in 
stock:s who quote bid (bt1ying) and offer (selli11g) prices. The spread or difference between 
tl1ese prices is their profit or mark-up. Most custo111ers place their buyi11g and selling 
orders with a stockbroker: so111eone ,vl10 trades with the market makers. 

New share issues 
Co.1npanies that require further capital ca11 issue new shares. If these are offered to 
existing sharel1olders first this is l<11ow11 as a rights issue - because the current 
sharel1olders have tl1e first right to .buy them. Companies can also choose to capitalize 
part of their profit or retained earnings. Tl1is means turning their profits i11to capital by 
issui11g 11ew shares to existing sharel1olders instead of paying tl1em a dividend. There are 
various names for tl1is process, inclt1ding scrip issue, capitalization issue and bonus issue. 
Companies witl1 surpl11s cash can also choose to buy back some of their shares 011 the 
seco11dary market. These are then called own shares. 

BrE: own shares; 
AmE: treasury stock 

Categories of stocks and shares 
Investors tend to classify the stocl<s and shares available in the equity markets in different 

. 
categories. 

• Blue chips: Stocks i11 large companies with a reputation for quality, reliability and 
profitability. More tha11 tvvo-thirds of all blue chips in i11dustrialized cou11tries are ow11ed 
by institutional investors such as insurance companies and pe11sion funds. 

• Growth stocks: Stocks that are expected to regularly rise i11 value. Most technology 
con1panies are growth stocks, and don't pay dividends, so the shareholders' equity or 
owners' equity i11creases. This cat1ses the stock price to rise. (See Unit 11) 

• Income stocks: Stocl<s that have a history of paying consistently high dividends. 

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

• Value stocks: Stocks that investors believe are currently trading for less than they are 
worth - when compared with the co1npa11ies' assets. 
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30.1 Match the words in the box witl1 the definitio11s below. Looi< at A a.nd B opposite to help you. 

to capitalize 
rights issue 

market price 
seco11dary mark:et 

1 ne\v shares offered to existing shareholders 

primary market 
no111i11al value 

own shares 

2 the price writte11 on a sl1are, which never cha11ges 
3 to turn profits into stocl<s or shares 
4 tl1e n1arket on which shares can be re-sold 
5 the price at vvl1ich a share is ct1rrently bei11g traded 
6 shares that companies have bought bacl< from their o\vners 
7 the market on which .new shares are sold 

30.2 Are the following staten1ents trt1e or false? Find reasons for your answers in A and B op_posite. 

1 Stocks that have already been bougl1t at least 011ce are traded 011 the pri1nary market. 
2 NASDAQ and the AIM have 111ore regulations than the Nevv York Stoel< Exchange and the 

Lo11don Stock: Exchange. 
3 The market price of stocl<s depends on how many buyers a.nd sellers there a.re. 
4 At1tomatic trading syste.ms do not require market n1al<ers. 
5 Market makers make a profit fro111 the difference between their bid and offer prices. 

30.3 Complete the sente11ces. Look at B a11d C opposite to help you. 

1 

2 

3 

4 

A stock whose price hc1s st1ddenly fallen 
a lot after a com_pany had bad ne\vs 
could be a ........................................ , as it will 
probably rise again. 

The stocks of food, tobacco and oil 
compa11ies are usually ....................................... , 
as demand doesn't rise or fall very n1t1cl1 
in. periods of economic expansion or 

. 
contraction. 

Pe11sion funds and i11surance companies, 
which ca.n't take risks, L1sually only 
. . 
invest 1n ....................................... . 

The best way to make a profit in tl1e 
long ter1n is to invest in 
• • • • • ♦ ••••••••••••••••••••••••••••••••• • 

5 

6 

7 

8 

Tl1is stock used to be considered an 
........................................ , but two years ago 
the company started to cut its dividend 
and .reinvest its cas.h in the business. 

Tl1e :fi11ancial director a1111ot1nced a 
forthco1ning ........................................ of 11ew 
shares to existing shareholders. 

The co1npany is plan11ing a 
........................................ of 011e additional 
share for every tl1ree existing sl1ares. 

We have bought bacl< 200,000 ordi11ary 
sl1a.res, which increases tl1e value of our 
........................................ to €723,000. 
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Shareholders 

Investors 
Stoel< 1narl<ets are n1easured by stock i11dexes ( or indices), such as the Do,-v Jones 
Industrial Average (DJIA) in New York, and the FTSE 100 index (often called tl1e Footsie) 
i11 Lo11don. These indexes shovv changes in the average prices of a selected group of 
important stocl<s. Tl1ere have been several stock 111arket crashes ,vhen these indexes ha.ve 
falle11 co11siderably on a si11gle da)' (e.g. 'Black Monday', 19 October 1.987, ,-vhen the 
DJIA lost 22.6% ). 

Financial jot1rnalists use some animal names to describe investors: 

• bulls a.re investors ,vho expect prices to rise 

• bears are investors who expect them to fall 

• stags are investors who bu.y new share issues hoping tl1at they will be over-subscribed. 
This means they l1ope there will be more demand than available stocks, so the successful 
buyers can immediately sell their stocl<s at a profit. 

A period when most of the stocks 011 a market rise is called a bull market. A period when 
n1ost of them fall in value is a bear market. 

Dividends and capital gains 
Compa11ies that make a. profit either pay a dividend to their stockl1olders, or retain their 
earnings by kee_ping the profits in the company, whicl1 causes the value of the stocks to 
rise. Stoc.kholders can tl1en make a capital gain - increase the amount of mo11ey tl1ey have 
- by selli11g their stocks at a higher price than they paid for them. Some stockholders 
prefer not to receive dividends, because the tax they pay on capital gains is lo,ver than the 
income tax tl1ey pay on dividends. Whe11 an investor buys shares on the secondary 
market they are either cum div, mea.ning the investor will receive the next dividend the 
company pays, or ex div, meaning they ,-vill not. Cun1 div share prices are higl1er, as they 
include the estimated value of the co111i11g divide11d. 

Speculators 
Institutional investors generally keep stocks for a long period, but there are also 
speculators - people ,vho buy and sell shares rapidly, hoping to 1nake a profit. These 
i11clt1de day traders - people ,vho buy stocks and sell the1n again before the settlement 
day. This is the day on which they have to pay for the stocks tl1ey l1ave purcl1ased, 
usually three business days after the trade was made. If day traders sell at a profit before 
settlement day, tl1ey never have to pay for their shares. Day traders usually vvorl< vvith 
online brol<ers on the internet, who cl1arge lovv commissions - fees for bt1yi11g or selli11g 
stocks for custo111ers. Speculators who expect a price to fall can take a short position, 
which means agreeing to sell stocks in the future at tl1eir current price, before they 
actually o,vn. them. They tl1en vvait for the price to fall before bu)ring a11d selling the 
stocks. The opposite - a long position - means actually owning a security or other asset: 
tl1at is bu.ying it a11d having it recorded in one's accot1nt. 

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

June 3: Stock falls to $25.90. Buy 1,000 

June 4: Settlement day. Pay for 1,000 stocks@ $25.90, receive 1,000 x $26.20. Profit $300 

A short position 

Professional English in Use Finance 



31.1 Label tl1e graph with words from the box. Look at A o_p_posite to help you. 

bull n1arket crash 

2662.95 

3 

1833.55 

1104.85 

1984 1985 1986 1987 1988 

bear 1narket 

1 
2 

3 

.................................. 

.................................. 

.................................. 

31.2 Ansvver the questions. Look at A, B and C opposite to help yo11. 

1 How do stags ma.lze a profit? 
2 Why do some i11vestors prefer not to receive dividends? 
3 Hovv do you mal<e a profit from a short position? 

31.3 Nlal<e word combinations using a word or pl1rase from each box. Some words can be used 
twice. Then use the correct forms of the word combi11ations to con1plete the sentences belovv. 
Look at B and C opposite to help you. 

make 
own 
pay 

. 
receive 
retain 
take 

a capital gain 
a dividend 

. 
earnings 
a position 
a profit 
securities 
tax 

1 I ........................... less ........................... on capital gai11s 
than on income. So as a shareholder, I prefer 
11ot to ........................... a ............................ If the 
company ........................... its ........................... , I can 
. . . . . . . . . . . . . . . . . . . . . . . . . . . a . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . b y 
selling my shares at a profit i11stead. 

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

The sculpture of a bull near the New York Stock 
Exchange 
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Share prices 

Influences on share prices 
Share prices depend on a 11umber of factors: 

• the financial situatio11 of the con1pany 

• the situation of the indt1stry in which the co1npany operates 

• the state of the economy in ge11eral 

• the beliefs of investors - \1/hether they believe the sl1are price will rise or fall, an.d whether 
they believe other investors will thin.k: this. 

Prices can go up or dow11 and the question for investors - and speculators - is: can these 
price changes be predicted, or seen in adva11ce? When price-sensitive information - nevvs 
that affects a cornpany's value - arrives, a share price will change. But no one knovvs 
\lvhen or what that information will be. So i11formation abot1t past prices will not tell you. 
what to111orrow's price will be. 

Predicting prices 
There are different theories about whether share price changes can be predicted. 

• The random walk hypothesis. Prices n1ove along a 'ra11do1n walk' - tl1is means day-to­
day changes are co1npletel)' rando1n or unpredictable. 

• The efficient market hypothesis. Share prices always accurately or exactly reflect all 
releva11t inforn1atio11. It is therefore a waste of time to attempt to discover patterns or 
trends - general changes i11 behaviour - i11 price moven1ents. 

V) 
<1.) 
u 

I-lead 

Left shoulder Right shot1lder 

·.::: Necl<line 0... 

Sell 

Ti1ne Head and shoulders pattern 

• Technical analysis. Technical analysts are people who believe that studyi11g past share 
prices does allow them to forecast future price changes. They believe tl1at 1narket prices 
result from the psycl1ology of investors rather than from real eco1101nic values, so they 
lool< for trends i11 buying and selling behaviour, st1ch as the 'head and shoulders' pattern. 

• Fundamental analysis. This is the opposite of technical analysis: it ignores tl1e behaviour 
o.f investors and asst1mes th_at a share l1as a true or correct value, which 1night be different 
from its stock 1narket value. This means that markets are not efficient. The true value 
reflects the present value of tl1e future income fro1n dividends. 

Types of risk 
Analysts distinguish between systematic risk and unsystematic risk. Unsystematic risks are 
things that affect individual co1npanies, such as productio11 problems or a sudden fall i11 
sales. Investors can reduce these by having a diversified portfolio: bt1ying lots of different 
types of securities. Systen1atic risks, however, can11ot be elimi11ated in this way. For • 
example market risk cannot be avoided by diversification: if a stock 1narket falls, all the 
shares listed on it will fall to so1ne extent. 
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32.1 Match the two parts of the sentences. Look at A and B op_posite to help you .. 

1 The random wall< theory states tl1at 
2 The efficient 1narket hypothesis is tl1at 
3 Technical analysts believe that 
4 Fundamental analysts believe that 

a studyi11g charts of past stock prices allows yoL1 to _predict future changes. 
b stocks are correctly priced so it is impossible to make a profit by finding L1ndervalued ones. 
c you can calculate a stock's true value, which 1night 11ot be the sa1ne as its 111arket price. 
d it is impossible to predict fL1ture cha11ges i11 stocl< prices. 

32.2 Are the followi11g state1ne11ts tru.e or false? Fi11d reasons for )'Our answers in Band C opposite. 

1 FL1ndamental a11alysts thinl< th.at stocl< prices depend on psychological factors - what people 
think and feel - rather than pL1re econo1nic data. 

2 Fundan1ental analysts say that tl1e true value of a stock is all the income it ,vill bring a11 
investor in tl1e future, n1easured at today's mon.ey values. 

3 Investors can protect then1selves against t1nlznow11, unsysten1atic risks by having a broad 
collection of different invest1nents. 

4 U11syste111atic risks can affect an investor's entire portfolio. 

32.3 M.atch the theories (1- 3) to the statements (a-c). Look at B opposite to help you. 

1 fundamental analysis 
2 technical analysis 
3 efficient 1narket hypotl1esis 

a 

b 

C 

Share prices are correct at any given ti1ne. Whe1111evv information appears, 
tl1ey cha11ge to a ne,v correct price. 

By analysing a company, yoL1 can detern1i11e its real value. This sometimes 
allows you to make a profit by buying L1nderpriced shares. 

It's not 011ly the facts about a con1pany that matter: the stock price also 
depends on what investors thinl< or feel aboL1t the company's fL1ture. 
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Bonds 

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, a.nd get their 
money - known as the principal - back on a given maturity date. Tl1is 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 
tl1e 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.) 

Con1panies issue bonds, called corporate bonds, because they can ust1ally pay less interest 
to bondholders than they would have to pay if they raised the sa1ne 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 ,vay, bondholders will 
,probably get some of their money back. 

Borro,vers - the companies issuing bonds - are give11 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. Tl1e l1igl1est 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 whicl1 act as market makers for their customers, quoting bid 
and offer prices with a very small spread or difference betvveen them. (See Unit 30) The 
price of bonds varies inversely with interest rates. This means that if interest rates rise, so 
that nevv borrowers have to pay a higher rate, existing bo11ds lose va.lue. If interest rates 
fall, existing bonds payi11g a higher interest rate than the market rate increase in value. 
Consequently the yield of a bond - ho,v much income it gives - depe11ds 011 its purchase 
price as well as its coupon or interest rate. There are also floating-rate notes - bonds 
whose i11terest 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 ovvner can later change into shares. Convertibles pay lower 
interest rates than ordinary bonds, because the bt1yer gets the chance of mal<ing a profit 
witl1 the convertible option. 

There are also zero coupon bonds that pay no interest but are sold at a big discount 011 
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 hovv to 
reinvest it); instead they mal<e a capital gain at maturity. 

Bonds with a lovv 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 vvere previously in a good financial situation, while others are issued to 
finance leveraged buyouts. (See Unit 40) 

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

coupon 
credit rati11g 
gilt-edged stocl< 
default 
insolvent 

maturity date 
principal 
Treasury bonds 
Treasury notes 
yield 

1 tl1e amount of capital making up a loan 
2 an estin1ation of a borrower's solvency or ability to pay debts 
3 bo11ds issued by tl1e British government 
4 non-payment of interest or a loan at the scheduled time 
5 the day whe11 a bond has to be repaid 
6 long-term bonds issued by the A1nerica11 governme11t 
7 the an1ot1nt of interest that a bond pays 
8 medium-ter1n (2-10 year) bonds issued by the America11 gover111nent 
9 the rate of income an investor receives from a sect1rity 

10 t1nable to pay debts 

33.2 Are the following state1nents true or false? Find reason.s for your answers in A, Band C opposite. 

1 Bonds are repaid at 100% vvhen they n1ature, unless the borrovver is i11solve11t. 
2 Bo11dholders are guaranteed to get all their 1noney back if a con1pany goes bankrupt. 
3 AAA bonds are a very safe investm.ent. 
4 A bond paying 5o/o interest vvould gain in valt1e if interest rates rose to 6%. 
5 The price of floati11g-rate notes does11't vary very much, l1ecause they always pay 111arket 

. 
interest rates. 

6 The owners of convertibles have to change them into shares. 
7 Some bonds do not pay i11terest, but are repaid at above their selling price. 
8 Junl< bonds have a l1igh credit rating, and a relative!)' low chance of default. 

33.3 Ans,ver the questions. Look: at A, B a11d C opposite to help you. 

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

2 Which is the cheapest way for a con1pa11y to raise n1oney? 
A a bank loan B an ordinary bond C a convertible 

3 Which gives the highest pote11tial return to an investor? 
A a corporate bo11d B a junk bond C a government bo11d 

4 Wl1ich is the most profitable for a11 i11vestor if interest rates rise? 
A a Treasury bond B a floating-rate note C a Treasury note 
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Futures 

Commodity futures 
Forward a11d futures co11tracts are agree111e11ts to 
sell an asset at a fixed price on a fixed date in the 
future. Futures are traded on a wide range of 
agricL1ltural products (including wl1eat, maize, 
soybeans, pork, beef, sugar, tea, coffee, cocoa 
a11d ora11ge juice), industrial metals (aluminium, 
copper, lead, 11ickel and zinc), _precioL1s metals 
(gold, silver, platinum and palladium) and oil. 
These prodt1cts are k11ovvn as commodities. 
Futures were invented to enable regu.lar buyers 
and sellers of commodities to protect themselves agai11st losses or to hedge against future 
changes in the price. If tl1ey both agree to hedge, the seller (e.g. an orange gro\i\rer) is 
protected from a fall in price and the buyer (e.g. an orange juice n1anufacturer) is 
protected from a rise in price. 

Futures are standardized contracts - contracts ,vhich are for fixed quantities (such as one 
ton of copper or 100 ounces of gold) and fixed time periods (11ormally three, six or ni11e 
montl1s) - that are traded 011 a special exchange. Forwards are individual, non­
standardized co11tracts between two parties, traded over-the-counter - directly, betvveen 
tvvo companies or financial institutions, rather than through an exchange. The futures 
price for a commodity is normally higl1er than its spot price - the price that ,vould be 
paid for immediate delivery. So111etimes, however, short-tern1 de1nand pushes the spot 
price above the future price. This is called backwardation. 

Ft1tures and forvvards are also used by speculators - people who l1ope to profit from price 
changes. 

BrE: aluminium; AmE: aluminum 

Financial futures 
More recently, financial futures have been developed. These are standardized contracts, 
traded on excl1anges, to buy and sell financial assets. Financial assets such as ct1rrencies, 
i11terest rates, stocl<s and Stoel< n1arket indexes fluctuate - continuously vary - so fi11a.ncial 
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). 

• Currency futures and forwards are contracts that specify the price at which a certain 
CL1rrency will be bought or sold on a specified date. 

• Interest rate futures are agreements between banks and investors a11d companies to issue 
fixed income securities (bonds, certificates of deposit, money market deposits, etc.) at a 
futL1re date. 

• 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. 

Lil<e futures for physical con1111odities, financial futures can be used both to hedge and to 
speculate. Obviot1sly the bL1yer and seller of a fi11ancial future have different opinions 
about vvhat will happe11 to exchange rates, interest rates and stock prices. They are both 
tal<i11g an unlimited risk, because there could be huge changes in rates a11d prices during 
the period of the contract. Futures trading is a zero-sum game, because the amount of 
money gained by 011e party will be th.e same as the sum lost by the other. 
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34.1 Match the words in the box with tl1e definitions below. Lool< at A opposite to hel_p you. 

back,vardation 
to hedge 

commodities 
over-the-counter 

forwards futures 
. 

spot price 

1 the price for the immediate pu.rchase and delivery of a co1nn1odity 
2 the situatio11 when the current price is higher tl1a11 tl1e futt1re price 
3 adjective describi11g a contract made between two businesses, not using a.n exchange 
4 contracts for non-standardized quantities or time periods 
5 physical st1bstances, such as food, fuel and n1etals, 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 t1sing a word o.r phrase fron1 eacl1 box. Look at A and B opposite 
to help you. 

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

u banl<s 
. 

v companies 
w farmers 

x food manufacturers 
. 

y importers 
. 

z investors 

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

issued at a different rate in the future. 
3 ........................................................................ to l<11ovv at what price they ca11 borrow money to finance 

. 
ne,.v pro1ects. 

4 ........................................................................ to make plans l<nowi11g wl1at price they ,vill get for tl1ei.r crops. 
5 ........................................................................ to offer fixed lending rates. 
6 .................... .......... : ..... .................................... to re1nove excl1ange rate risl<s fron1 future i11ternational 

purchases. 

34.3 Are the following staten1ents true or false? Find reasons for )'Our answers in. B op_posite. 

1 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 allo,v companies to protect themselves against short-term changes 

in excl1a11ge 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 the same ft1tures contract. 
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Derivatives 

Options 

REMEM8ER: 
Derivatives are financial products whose value 
depends on - or is derived fron1 - anotl1er 
fina11cial product, sucl1 as a stock, a stock: 
market index, or interest rate payments. They 
can be t1sed to manage tl1e risks associated with 
securities, to protect against fluctuations in 
value, or to speculate. The main kinds of 

ELEVATORS MAY GO 
DOWtl AS WELL AS UP 

derivatives are options and swaps. 

Options are like fL1tL1res (see Unit 34) except 
tl1at they give the right - give the possibility, bt1t -
11ot the obligation - to buy or sell an asset in ---W.-.~--~-~-.'."':' .. ..-: .. -:--:; . . ,;-:--: . . -::.-.-:--:-.. . :-:--: .. ~.-:-.".":' .. ~ .. ~-- ~--~-... ::-::r:: ..... 

the future (e.g. 1,000 General Electric stocks on ·:•:":·.: ·.·:·.":-:,·., •• . .- ... : : .. ·;-: :·_:··...::· ·===· 

. 
31 March). If )'OU buy a call option it gives you • • • • • • • 

the right to bL1y an asset for a. specific price, 
either at any time before the option ends or 011 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-the-money and out-of-the-money 
Selling or writing options contracts involves the obligation either to deliver or to buy 
assets, if the bL1yer exercises the option - chooses to 1nake the trade. For tl1is the seller 
(writer) receives a fee called a premium from the buyer. But vvriters of options do not 
expect tl1em to be exercised. For exa1nple, if you expect the price of a stock to rise from 
100 to 120, you can bu)' a call option giving tl1e right to bt1y the stock at 110. If the 
stock price does 11ot rise to 110, you will not exercise the option, and the seller of the 
optio11 vvill gain the pre1niL1m. Your optio11 vvill be out-of-the-money, as the stock is 
trading at below the strike price or exercise price of 110, the price stated in the option. If, 
on the otl1er hand, the stock price rises above l l 0, you a.re in-the-money: yot1 can 
exercise the option and yot1 will gain the difference betvveen the current n1arket price and 
110. If the market moves in an t1nexpected direction, the writers of options can lose 
enormous a1nou11ts of money. 

Warrants and swaps 
S0111e companies issue warrants vvhicl1, like options, give the rigl1t, bt1t not the obligation, 
to buy stocl<.s i11 the future at a particular price, probably higher than the cur.rent 1narket 
price. They are usually isst1ed along vvith bonds, but they can generally be detached from 
the bonds and traded separately. Unlil<e call options, vvhich last three, six or nine months, 
warrants have long matt1rities of up to ten years. 

Swaps are arrangements between institt1tions to exchange interest rates or currencies (e.g. 
dollars for ye11). For example, a company that has borrowed money by issuing floating­
rate notes (see Unit 33) could protect itself fro1n 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 sente11ces. Looi< at A opposite to l1elp you. 

1 The price of a derivative al,vays depe11ds on 
2 Options can be used to hedge against 
3 A call option gives its owner 
4 A put option gives its owner 

a futL1re price changes. 
b the right to buy so1netl1ing. 
c the price of another financial product. 
d the right to sell something. 

35.2 Choose the correct endings for the sentences. Some sentences l1ave more than one 
possible ending. Looi< at A and B opposite to help you. 

1 If you expect the price of a stock to rise, yoL1 can a buy a call option. 
b sell a call option. 
c buy a pL1t optio11. 
d sell a put option. 

2 If you. expect the price of a stock to fall, you ca.n 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 a11 option is in-the-money the seller will a lose n1011ey. 
b 

. 
gain mo11ey. 

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

35.3 Complete tl1e definitions. Lool< at A, B and C opposite to help you. 

1 
.......................... are like call 
optio11s, but with n1uch 
longer ti1ne spans. 

2 
. . . . . . . . . . . . . . . . . . . . . . . . . . . ........................ . 
give the right to sell 
secL1rities at a fixed price 
witl1in a specified period. 

3 .......................... can be used 
to speculate on i11terest 
.rate movements. 

35.4 Co1nplete these sentences using words from A, B and C opposite. 

1 If your put option is out-of-the-money, the seller will gain the ........................... . 
2 You only exercise a call option if the 1na.rket price is higher than the ............... ............ . 
3 If I expect a stock price to go up i11 the short ter1n, I bu.y ............. .................... ..................... instead of 

the stocl<. 
4 If I expect a big company's stocl< price to go up in the long term, I son1etimes buy their 

. . . . . . . . . . . . . . . .. . . . . . . .. . . . 
5 We needed euros and had a lot of dollars in the bank, so ,ve did a .... ....................... witl1 a German 

con1pa11y which needed dollars. 
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Asset management 

Allocating and diversifying assets 
These are a stude11t's notes from a lecture about asset 1nanagement. 

WHAT? Asset management is managing financial assets for 
institutions or individuals. 
WHO? Pension funds and insurance companies manage huge 
amounts of money. Private banks specialize in managing portfolios 
of wealthy individuals. Unit trusts invest money for small investors 
in a range of securities. 
HOW? Asset managers have to decide 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. 

BrE: unit trusts; AmE: mutual funds 

Types of investor 

Investors have different goals or objectives. 

portfoL[o: ciLL tvie 
[111,ves.tVvleV\,ts. vieLci b tJ ci II\, 
LV\,dLvLd uci L [111,ves.tov ov 

, , 
ovgci V\,t,ZClti,oV\, 

secuv[t[es: ci geV\,eyci L 

j/\,Cf Vvle for s. vi ci ves., boV\,ds. 
Cl 11\,d otviev tvC!ciCI bLe 
fi,11\,Cf 11\,CLCI L Cls.s.et s. 

etLLoccite: to dLs.tvLbute 
Cl ccord LV\,g to Cl -p LCl V\, 

o![vevs~fu : to butJ Cl 1,.vLde 
VCI v[ettl of cl[ ffeve111,t 
s.ecl,(vLtLe.s 

■ 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; AmE: tracker fund 
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36.1 Find nou.ns in A and B opposite that can be used to 1nal,e ,vord combinations with the 
verbs belo,v. Then use so.me of the ,vord co111binations to co1nplete tl1e sentences. 

accumulate . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . diversify ............................... 

. ........ ' .................... . 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ............................. . 

allocate ............................... manage . ............................. . 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ............................. . 

1 I do11't want to pay a ba11k to .......................... my .......................... ; I can do it myself. 
2 I have lots of different types of secL1rities, becau.se I decided to .......................... . my .......................... . 
3 As an asset manager, I discuss clients' needs a11d objecti,,es and then ,ve decide how to 

.......................... th.eir .......................... . 
4 If n1y clients want to .................................................... , I take more risks, and buy a lot of stocks. 

36.2 Nlatch the investment goals (1-3) with tl1e statements (a-c). Looi< at B opposite to help you. 

1 capital preservation 
2 growth 

. 
3 income 

a 
I want to accumulate ,vealth, but I kno,v that this mea11s tal,ing risks and b11ying 
securities with volatile prices that could go down as v.rell as 11p. 

b 
I want a regular return every year, because I need that money, even if this means 
I might have to risl, losing some of 1ny capital. 

C 
I definitely don't wa11t to risk: losing any of 1ny capital, even if this 1neans that 
some years I get a very low retur11. 

36.3 Match the two parts of the sente11ces. Look at A, B and C opposite to help you. 

1 The value of index-linked funds will change freque.ntly 
2 Private ba11l<s 
3 Asset managers buy more bonds than sl1ares 
4 Mt1tual funds 
5 Asset managers buy more shares tl1a11 bonds 

a if the client wants to avoid risks. 
b diversify the money of small investors. 
c if the whole 1narket is volatile. 
d 1nanage the investments of ricl1 investors. 
e if the client l1opes to accumulate capital. 
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Hedge funds and structured products 

Hedge funds 
Hedge funds are private investment fu11ds for vvealthy i11vestors, run by partners who 
l1a.ve made big personal investn1e11ts in tl1e fund. They pool or put together tl1eir 111oney 
and investors' 1noney and trade in securities and derivatives, and try to get high returns 
w.hether marlzets 1nove up or do,vn. They are able to 1nake big profits, but a.lso big losses 
if things go wrong. Despite their name, hedge ft111ds do not n.ecessarily use hedging 
tecl1niques - protecting themselves against future price cl1a11ges. (See Unit 34) In fact, they 
gen.erally specialize in high-risk, short-term speculation on stock options, bonds, 
currencies and derivatives. (See Unit 35) Because they are private, l1edge funds do not 
have to follow as many rules as mutt1al funds. 

Leverage, short-selling and arbitrage 
Most l1edge funds use gearing or leverage, ,vhic.h means borrowi11g money as well as 
using their ow11 funds, to increase tl1e a.n1ou11t of capital available for investn1ent. In this 
wa)', the fu.nd can hold much larger positions or investme11ts. Hedge funds i11vest where 
they see opportu11ities to make short-ter1n profits, ge11erally using a wide range of 
derivative contracts such as optio11s a11d swaps. (See Unit 35) They tal,e a long position 
by buying securities tl1at they believe will increase in value. At tl1e same time, they sell 
securities they think vvill decrease in value, but which they have not yet purcl1ased. This is 
called taking a short position. If the price does f,:111, they can buy the1n at a lower price, 
a11d then sell the1n at a profit. 

Hedge fu11ds also t1se arbitrage, which means sin1ultaneously purchasing a sect1rity or 
curre11cy in one market and selling it, or a related derivative product, in anotl1er market, 
at a slightly higher price. In. this ,vay investors can profit from price differences between 
the two .marl<ets. Because the price differen.ce is t1sually very small (and would be zero if 
marl,ets were perfectly efficient), a ht1ge volume is required for the arbitrageur to make a 
significant profit. 

Structured products 
Investors who do 11ot have sufficie11t funds to join a hedge fund can buy structured 
products fro1n banl<.s. These are customized - individualized or non-standard - over-the­
counter financia.l i11struments. They use derivative products (futures, forwards, options, 
warrants, etc.) in a way similar to hedge funds, depending on the ct1stomer's requirements 
and ch.anges in the markets. 

fi . 
• 

"The bad news is it's all our clients' money." 
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37.1 Match the verlJs in the box with the definitio11s below. Look at A and B opposite to help you. 

to leverage to pool 
to take a long position to take a short positio11 

1 to put several people's resources together for shared use 
2 to pL1rchase securities, expecti11g their price to rise 
3 to Lise borrowed mo11e)' as ,vell as one's own n1011e)' to increase the size of one's investn1ents 
4 to sell securities that 011e has not yet pL1rchased, anticipati11g that their price will fall 

37.2 Are tl1e following state1n e11ts true or false? Fi11d reasons for your answers i11 A, Band C opposite. 

1 Hedge fL1nds are so nan1ed because tl1ey protect against losses. 
2 Hedge funds t1se their i11vestors' money as well as borro,ved n1011ey. 
3 Hedge fu.11ds co11centrate on n1al<:ing lo11g-term investme11ts. 
4 The fact that investors can make a profit fro1n arbitrage sho,vs that 111arkets are not perfectly 

efficient. 
5 Structured products a.re individualized fi11ancial instrume11ts offered by hedge fu11ds. 

37 .3 Read the advertise1ne11t for strL1ctured products fro1n tl1e UBS ,vebsite, a11d a11swer the 
questio11s below. 

• 'I i ,f ;. "°ii t lo 

The most widely used structured products can be classified into four broad categories 
according to their intended purpose. Derivatives are used in order to achieve the desired 
structures, either in combination with the underlying securities or other derivative securities. 

The major groupings are: 

• Capital Protection - This may be in the form of hedging, utilizing forwards, futures or 
swaps contracts, or it could be in the form of insurance using options. 

• Yield Enhancement - This is usually achieved by writing (selling) options over an underlying 
asset. The premium from the written option provides the additional income yield. 

• Full Participation - These are products that have similar risk characteristics as the 
underlying assets, but which allow the client the convenience of being able to trade 
unusual baskets of assets such as foreign stock indices or a specific market sector index. 

• Leverage - These are generally products such as warrants, which require a low initial 
investment but which allow the buyer to participate in the purchase or sale of a 
significantly larger investment at a predetermined price in the future. 

N.B. These products may carry higher risks than other classes of investment. They are not 
suitable and are therefore not available to every investor. 

I 
Whicl1 group of strL1ctured products would you Lise if: 

1 yot1 wanted the cl1a11ce of big retur11s with only a small investn1e11t now? 
2 you did11't want to lose any of your mone)'? 
3 you vvanted to trade i11 a particular combination of assets? 
4 yot1 wa11ted tl1e l1ighest retL1r11? 
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Describing charts and graphs 

Increase and decrease 

. . 
to rise to 111crease 
to grow to climb 
to i1nprove':• to get better':• 
,:- ( only for positive situations) 

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

to fall to decli11e 
to decrease to drop 
to deteriorate':- to get worse':-
,:• (only for 11egative situations) 

. . 
a rise an increase 
a growth a11 i1nproven1ent~· 
,:- (only for positive situations) 

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

a fall 
a decrease 
a deterioration,:-

a decline 
a drop 

,:-( only for negative situations) 

Travel agents are expecting a 4 % CBA profits decreased from€ 4.5m to€ 4.2m 
fall in prices. ~~ ~--~: as sales continued to deteriorate. 

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

Large changes Fast changes Regular changes 

considerable - considerably 
dramatic - dramatically 
sharp - sharply 
significant - significa11tly 
substantial - substantially 

abrupt - abruptly 
quick - quickly 
rapid - rapidly 
sudde11 - sudde11ly 

Small changes Slow changes 

moderate - moderately 
slight - slightly 

slow - slowl)r 

. 

gradual - graduall)r 
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 top out 
to reach a peak: 
to reach a maximum 

to hit bottom 
to botto111 out 
to reach a. low point 

To stay at the same level on the graph or chart To go up and down continuously 

to remain stable 
to stabilize 

. 
to remain constant 
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 

38.3 

1 2 3 
650 105 90 
600 90 80 
550 75 70 
500 
450 60 60 

400 45 50 

350 30 40 
OJ 02 03 04 01 02 03 04 01 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 2002. They improved steadily in 2003 and after a 
moderate drop in the middle of 2004 they began to increase again. 

c 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, w hich despite a couple of moderate falls continued in 2004. 

Complete the text describing the graph with 
Growth of hedge funds 

words from the box. Look at A, B and C 
opposite to help you. Number (line) $611 assets (bars) 

9,000 900 

grew slowly increased rapidly 8,000 800 

remained stable risen regularly 7,000 700 

sharp increases 6,000 600 
5,000 500 
4,000 400 

The number of hedge funds (1) .... 3,000 300 
..................... in 1991-92 but has (2) ..................... 2,000 200 
..................... ever since. Although the number of l ,000 100 
funds (3) ..................... .................. ... between 1992 and 0 0 
1997 the assets of the funds only (4) ..................... 

,-< er, V) I'-- O"\ ,...., er, 
O"\ O"\ O"\ O"\ O"\ 0 0 
O"\ O"\ O"\ O"\ O"\ 0 0 

...................... There were (5) .. 111 
,.... 

'"""' 
,...., ,-< N N ................. ..................... 

hedge funds' total assets in 1999 and 2003. 

Describe the graph showing the price 550.00 
of gold. Look at A, B and C opposite 500.00 
to help you. 

<I) 

~ 450.00 
::l 

~ 400.00 
g_ 350.00 .,, 
v, 300.00 
;::.i 250.00 

200.00 
V) I'-- O"\ ,.... f"') V ") I'-- O"\ ,--< f"') 

'1 '1 00 O"\ O"\ 0:-- O"\ O"\ 0 0 

c:: c:: b b b c:: b b b b 
Ol Ol Ol Ol Ol Ol Ol Ol Ol Ol ........, ......, ......, ......, ......, ......, ......, ......, ......, ......, 

Ov~r -f-o t:1ou 
Fi nd a grarih on the internet showing recent changes in the sales, ri rofi ts or stock ri ricc of a 
rnmpany you arc interested in, and describe it using words from t he oriposite page. 
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Mergers and takeovers 

Mergers, takeovers and joint ventures 
I11 the modern bL1siness ,vorld, the ovvnership of companies ofte11 changes. Tl1is ca11 happen in 
different ,vays: 

• a merger: this is vvhe11 tvvo co111pa11ies join together to forn1 a 11e,v one (e.g. Exxo11 a11d 
Mobil, America Online and Ti111e Warner). 

• a takeover or acquisition: tl1is is when 011e co111pany bt1ys a11other one (e.g. Vodafo11e and 
Mannes1nann, Daimler-Be11z and Cl1rysler). Tl1is can l1appen in t\vo ways. Firstly, a 
co1npa11y can offer to buy all the sl1areholders' shares at a certai11 price (higher than tl1e 
111arket price) during a limited period of ti111e. This is called a takeover bid. Seco11dly, a 
company can bt1y as ma11y sl1ares as pc)ssible 011 the stocl< n1arket, hoping to gain a 
n1ajority. This is called a raid. 

Investn1ent banks ha,,e mergers and acquisitions 
(M&A) departments tl1at advise compa11ies involved 
in mergers and takeovers. 

Co1npanies can also work together ,vithot1t a 
change of o,vnersl1ip. For exa1nple, vvhen two or 
more co111panies decide to work togetl1er for a 
specific project or product, tl1is is called a joint 
venture. An example is S011y Ericsson, ,vhicl1 1nal<es 
mobile phones. 

Hostile or friend ly? 

-
I ,_,. i:;:.:_ 
..,,,,,.. .. H::·:· 

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

Tl1ere are two types of takeover bid. If a. company's board of directors agrees to a 
takeover, it is a friendly bid (and if tl1e shareholders agree to sell, it becon1es a friendly 
takeover). If the compa11y does not ,va11t to be taken over, it is a hostile bid (and if 
successful, a hostile takeover). Co111panies have variou.s ways of defe11di11g themselves 
against a hostile bid. They can try to fi11d a white knight - anotl1er co1npany tl1at tl1ey 
,voL1ld. prefer to be bought by. Or tl1e)' can use the poison pill defence ('eat me and you'll 
die!') which involves isst1ing 11ev,, sl1ares at a big discount. This reduces the holding of the 
co111pany attempting the takeover, and 1nakes tl1e tal<eover mucl1 more expensi,,e. 

Integration 
Horizontal integration is vvhen a con1pany gets l)igger by acquiri11g co111petitors in tl1e 
same .field of activity. Vertical integratio11 is acquiring co111pa11ies involved i11 other parts 
of the supply chai11, usually to n1al<e cost savings. There are tvvo possibilities: backward 
i11tegration is a.cquiring suppliers of raw n1aterials or co.n1ponents; forward integration is 
l)uying distributors or reta.il outlets. Companies can also bt1y busi11esses i11 co111pletely 
different fields, which is known as diversification. Tl1is can be do11.e to redt1ce the risk 
i11volved i11 operating i11 only 011e indt1stry - but diversifying into co1npletely different 
i11d.t1stries is a risk itself. 

• 
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39.1 Con1plete the se11te11ces. Lool< at A opposite to help you. 

1 I v,rant to vvork i11 the 1nergers and .................................... .. .. depart1ne11t of a11 i11,,est1nent banl< i11 
New Yori<. 

2 Beverage Partners Worldvvide is a ................ ......... ............... between tl1e Coca-Cola and Nestle 
companies, 1nal<ing ready-to-drinl< teas and coffees. 

3 After their ........................................ , Unio11 Ba11l< of Svvitzerla11d a11d Svviss Bank Corporation had 
combined assets of $600bn, 

4 We started vvitl1 a .... ..................... ............. .. , buyi11g all the stocl,s :::1vailable on the stock: excl1ange. 
Tl1at got LIS 15°/o of their stoclzs. Tl1e11 vve 111ade a ........................................ , offering 20o/o above the 
mark:et price, and bought a11other 40o/o of the co111pany. 

39.2 Con1plete the se11tences. Looi< at B opposite to l1elp yot1. 

1 
Telecom Italia is looking for a ................... ............. ..... to rescue it from a .................................... . 
takeover by rival Olivetti. 
-~~ 

2 
Colonial has agreed to a ..................................... takeover by Commonwealth Bank. 

3 
M:ackenzie Financial Corp is planning a huge rights issue as a ..................................... to fight off 
C. I. Fund Management's takeover offer. 

39.3 Match the ne\,vspaper l1eadlines (1-5) \-Vitl1 the processes (a-e). Lool< at C opposite to help you. 

1 

2 

3 

4 

5 

Hotel Chain to Buy Furniture f 
Manufacturer to Supply Its New Hotels ! 
::>.JJP>~ ~~~ .,,:?.'!::-~ ~~~~ ..-?8'?-f.....-z-~~.,.. I 

Electrical Retailer Dixons Bids i . 
~~~-gh Stree~ !!=:p:,tit~,,:::r:; 

Coca-Cola Acquires Columbia f · 
Pictures for $700 Million f 

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

::< 
~ ~¼~ ,¢; -~ ··,¢:¢?!!/'~ ~~ ~~ _,,, ~ ~ 

a l1orizontal i11tegration 
b vertical integration 
c forward integration 
d bacl,v,1ard i11tegration 
e diversificatio11 
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Leveraged buyouts 

Conglomerates 
A series of takeovers ca11 resL1lt in a parent company controlling a number of subsidiaries: 
s111aller companies that it owns. When the subsidiaries operate in n1any different business 
areas, the co111pany is known as a conglomerate. 

BL1t large conglomerates can beco1ne inefficient. Top execL1tives often leave after hostile 
tal<eovers, and too n1uch diversification means the company is no longer concentrating on 
its core business: its ce11tral and most i111portant activity. Tal<eovers do not always result 
in synergy: co1nbi11ed production or productivity that is greater tha11 the sun1 of the 
separate parts. In fact, statistics show that most mergers a11d acquisitions reduce rather 
tha11 i11crease a company's value. 

An inefficient co11glo1nerate whos~ profits are too low can have a lo,i\T stock price, and its 
market capitalization - tl1e total market price of all its ordi11ary shares - can fall below 
the value of its assets, including land, buildings a11d pension funds. If this l1appens, it 
beco1nes profitable for a11other company to bL1y the conglomerate a11d either split it up 
a11d sell it as individual co1npanies, or close tl1e companies and sell tl1e assets. This 
practice, comn1011 in the USA but rare i11 Europe or Asia, is called asset-stripping. It 
shows tl1at stock markets are not alvvays efficient (see Unit 30), and that companies can 
son1etimes be undervalued or underpriced: tl1e price of their shares on the stock 1narket 
can be too low. S01ne people argt1e that asset-stripping is a good way of using capital 
more efficie11tly; others argue that it is an unfortunate activity that destroys companies 
and jobs. 

Raiders 
If corporate raiders - i11dividuals or co111pa11ies that vvant to take over other con1panies -
borrO\i\T money to do so, ust1ally by issuing bonds, the takeover is called a leveraged 
buyout or LBO. Leveraged means largely fi11anced b)' borrowed capital. After the 
takeover, the raider sells st1bsidiaries of the company i11 order to pay back the 
bondholders. 

Bonds issued to pay for tal<eovers are usually called junk bonds becaL1se they are risl<y: it 
may not be possible to sell the SL1bsidiaries at a profit. BL1t, beca11se of the risk, these 
bonds _pay a high interest rate, so some investors are happy to buy them. 

Sometimes a compa11y's o,-vn managers vvant to 
buy tl1e con1pany, and re-orga11ize it. This is a 
management buyout or MBO. If the bt1yout is 
financed by issui11g preference shares and 
convertibles, this is called mezzanine financing 
as it is, i11 a sense, halhiVay between debt and 
equity. (See Unit 28 for another 11se of 
'1nezzanine financi11g'.) 
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40.1 Nlatch the words i11 the box with the definitions below. Lool, at A and B opposite to help you. 

. . 
asset-str1 pp1ng core bL1si11ess 

subsidiaries 
leveraged 
synergy 

market capitalization 
parent company 

1 a co111pany tl1at owns or controls one or more other companies 
2 the main activity of a compa11y 
3 buying a compa11y i11 order to sell some of its assets 
4 companies partly or wholly ow11ed by another co1npany 
5 having a lot of borrowed 1noney compared to one's own funds 
6 the total value of a company on the stock: exchange • 
7 tvvo things working together that prodL1ce an effect greater than the sum of their individual 

effects 

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

1 Large conglomerates forn1ed by takeovers 
2 If a conglomerate diversifies and doesn't concentrate on its core busi11ess, 
3 An inefficient conglomerate's stock n1arlzet valL1e 
4 If a company is vvortl1 less than its assets, 
5 Raiders do not need to have very much money of tl1eir own if 

a can be less than the sale value of all its assets. 
b can become i11efficient, especially if they are very diversified. 
c they use leverage, a11d issL1e junk bonds. 
d there might not be sy11ergies among all its differe11t activities. 
e you can n1ake a profit by buyi11g it and selling the parts. 

40.3 Put the seqL1ence of events in the correct order. The first stage is a. Looi< at B opposite to help you. 

a Corporate raiders calculate that a large compa11y is undervalued. 
b Investors buy the bonds because they pay a high interest rate. 
c The ne\v owners sell some of the co1npany's subsidiaries. 
d The new 0\1/ners repay the bondholders. 
e The raiders buy the company. 
f The raiders issue bonds to raise capital to buy the company. 

1 2 I s 
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Financial planning 
Financing new investments 

Discounted cash flows 

Alia Rahal worl,s i11 the financial planning 
departme11t of a large ma11t1facturing co1npany: 

'Financial planning involves calculating vvhether 
new projects vvould be profitable. We have to 
calcL1late the probable rate of return: the amot1nt 
of income vve' d receive each year from the 
invest111ent, expressed as a percentage of the total 
amount invested. If we're going to .finance a 
project with our ow11 money, the rate of retur11 
1nust be at least as higl1 as we coL1ld get by 
depositing the mo11ey in a bani< i11stead, or by 
111al<ing anoth.er risk-free invest111ent, like buying 
government bonds. 

If we need to borrow mo11ey to fi11ance a 
new invest1nent, its projected rate of 
rett1rn has to be l1igher than the cost of 
capital - the amou11t ,ve l1ave to pay to 
borrow the 1noney.' 

'We L1sually calculate the discounted casl1 flow value of an investn1e11t. This n1ea11s 
discounti11g or reduci11g future cash. flovvs to get tl1eir present values - i11 otl1er words, 
calculating the present valt1e of 1noney to be received in tl1e future. This is becaL1se the 
value of n1oney decreases over time. Firstly, there's nearly alvvays inflatio11, so cash ,vill 
have lo,ver purchasing power in the future: you'll be able to buy less with the same 
amou11t of money. A11d secondly, if you had the n1011ey nO\i\', yoL1 could get income by 
using or i11vesting it. The retur11 we could get by i11vesting tl1e n1oney in other ways is tl1e 
opportunity cost of capital. So waiting for 111011ey is also a cost. This is the time value of 
money: hovv 111uch more it is v\rorth to receive money now rather than in the future.' 

Comparing investment returns 
'If we have to cl1oose among possible investments in new projects, vve vvork out tl1e net 
present value (NPV) of each project by adding up all the expected cash flows, discot1nted 
to their prese11t valt1e, 111inus tl1e i11itial investme11t. To do this, vve have to select a 
discount rate or capitalization rate. This is ust1ally the interest rate we pay for borro,ving 
the capital, bt1t ,ve could increase it if there's a lot of uncertainty or risk. 

Discounting sounds co111plicated, bt1t it isn't. It's the opposite of compounding interest. 
For example, if you i11vest $1,000 at 10% for .five years, it ,vill yield 1.61 ti1nes its 
original value. So yoL1 get back $1,.610, including $610 co1npound interest. A discount 
rate of 10% has a discount factor of one divided by 1.61, vvhich is 0.62. So $620 invested 
now will be wortl1 $1,000 in five years if it's invested at 10%. 

When we're compari11g alternative investments, we also calculate the internal rate of 
return (IRR). That's the interest rate or discount rate that gives a 11et present value of zero 
in toda),'S money values. In other words, the present value of the cash that we're goi11g to 
receive fro1n an investment is the san1e as the prese11t valL1e of borrowing that cash. We 
norn1ally 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, B and C opposite to help you. 

discount rate 
purchasing power 

discounted cash flow 
rate of return 

1 a series of future earnings converted to their value 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 future cash flows 

41.2 Are the following statements true 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 future 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. 

Ov~r .+o 11ou 
What return can a company get on risk-free investments in your country today? What is 
the minimum rate of return a company would require on an uncertain new investment? 
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Financial regulation and supervision 

Government regulation 
Mei Lee is the compliance officer at a large US bani< with 
subsidiaries in major fina11cial centres: she has to malze sure 
that everybody obeys government regulations and follows 
internal procedL1res. 

'Tl1e fina11cial services i11dustry was deregulated in the 1980s: 
lots of government controls were removed to make the market 
freer and more efficient. But a lot of regulatio11s still exist. 
We're still regulated and SL1pervised by government agencies. 
For exa1nple, in Britain there's the Fi11ancial Services· Autl1ority 
(FSA), and l1ere i11 the States there's the Federal Reserve ( or the 
Fed) and the Securities and Excl1ange Com111ission (SEC). 

The Fed supervises banks, and the SEC tries to protect investors by requiring full 
disclosure: it makes sure that pu.blic companies n1al<e all significant financial infor111ation 
available. And it tries to preve11t fraudulent or illegal practices in the securities markets, 
such as companies artificially raising tl1eir stocl< price by using disl1onest accou11ting 
metl1ods or issuing false information.' 

Internal controls 
'I have to 111alze sure no one here does any insider trading or dealing - buyi11g or selling 
securities when they have confidential or secret i11formation about the111. For exa1nple our 
mergers and acquisitions depart111ent often has advance inforn1ation aboL1t takeovers. 
Tl1is i11formation is usually price-sensitive: if you used it you could 111ake the share price 
change. This gives the people i11 M&A huge opportu11ities for profitable insider dealing, 
but ,,ve try to lzeep ,vhat vve call "Chinese walls" around departme11ts tl1at have 
confidential information. This means having strict rules about not using or spreading 
infor111ation. 

A11otl1er thing I have to deal ,vith is conflicts of interest - situations ,,vhere what is good 
for one departn1ent is not i11 the best interests of a11otl1er department. For exan1ple, if 
banks want to vvin i11vestment banlzing business from a company, their analysts in the 
research department cot1ld prodt1ce inaccurate reports exaggerating the client company's 
financial situatio11 and prospects. This could lead the fund managen1ent and stockbroking 
departme11ts to buy securities in that company, or recommend tl1em to clients, because of 
false information.' 

Sarbanes-Oxley 
'Because of lots of serious conflicts of interest in banks, the US gover11ment passed the 
Sarba11es-Oxley Act in 2002. This requires research analysts to disclose whether they 
hold any securities in a company they write a research report abot1t, and wl1ether they 
have been paid by the company. 

Another outco111e of Sarbanes-Oxley was the establishment of a board to oversee or 
supervise the auditing of public co111pa11ies, and to prevent auditors doi11g non-audit 
services while they're auditi11g a company. That's because an auditing firm that is also 
doing lucrative - profitable - const1lting vvorl< with a company migl1t be ten1pted not to 
audit the accounts very carefully, and to ignore evidence of illegal practices or "creative 
accounti11g". (See Unit 3) 

Another part of my job is malzing sure no criminal organizatio11 u.ses us for money 
laundering - converting illegal or criminal ft1nds into what loolzs like legitimate or legal 
income, by passing it throL1gh a lot of transactio11s, companies and banl< accot1nts.' 

Professional English in Use Finance 



42.1 Match the words in the box with the definitions belovv. Look at A, B and C opposite to help yot1. 

complia11ce disclosure 
money launderi11g 

. 
pr1ce-se11s1t1ve 

fraudulent 
oversee 

i11sider dealing 

1 adjective meaning able to influence or change a price 
2 behavi11g according to regulatio11s, rules, .Policies, procedures, etc. 
3 buying or selling stocks ,:vhen you have confidential inforn1ation about a company 
4 disguising the sot1rce of n1oney acquired fro1n criminal activities 
5 adjective meaning dishonest and illegal (intending to get money by deceivi11g people) 
6 giving investors and ct1stomers all the information they 11eed 
7 to watch something to make certai11 that it is being done correctly 

42.2 Ivlatch the tvvo parts of the sente11ces. Look at B a11d C opposite to help you. 

1 Criminal organizations try to hide the origin of illegally received money 
2 People with privileged, confidential informatio11 abot1t a stocl< could mal<e money 
3 Some banks might try to get business from compa11ies, e.g. isst1ing stocl<s and bonds, 
4 Some co1npanies might try to rnal<e their auditors less rigorous 
5 Some compa11ies try to raise their stock price 

a b)' acting on that infor1nation and buyi11g and selling the stocl<. 
b by also paying them to do const1lting work. 
c by movi11g it through lots of different companies a11d ba11k accounts. 
d by not follo,1\ling accepted accounti11g n1ethods or by publishi11g false information. 
e by pt1blishing reports that overstate the com.panies' financial health. 

42.3 Co111plete tl1e newspaper headlines with words fro1n the box. Lool< at A, B a11d C 
opposite to help you .. 

1 

2 

3 

Chi11ese walls 
deregulation 

compliance officer 
insider traders 

r 
FSA warns that criminal gangs are f 

t still ......................................... through ~ 
bureaux de change · E 

~ 
~~~~~-~~,~~~~ 

Sarbanes- Oxley has greatly reduced 
......................................... for at1diting firms, 
report says 

,, 
Senator says even the smallest t , 
financial company needs a \ 

.. . . . . . . ... . . .. . .... ... . . ............. ... I 

~~%~~~~ 

4 

5 

6 

conflicts of interest 
lat1ndering money 

FSA says it's time to get tough on 
......................................... : they are almost 

Fed says ......................................... not 
functioning in investment banks: 
suspicious trading is increasing 

25 years after ........................................ . 
banl,ers say there's still too much 
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I nternationa I trade 

Trade 
Most econ.0111ists believe in free trade - that people a11d compa11ies sl1ould be able to buy 
goods fro111 all countries, ,vitl10L1t an)' barriers ,vl1e11 they cross fro11tiers. 

Tl1e con1parative cost principle is that countries should produce wl1atever they can make the 
1nost chea.ply. CoL111tries vvill raise their living standards and i11co1ne if they specialize in the 
production of the goods and services in vvhicl1 they have the highest relative productivity: 
the amot1nt of output prodt1ced per t1nit of an i11put (e.g. ravv material, labour). 

Cou11tries can have an absolute advantage - so tl1at they are the cl1eapest i11 the world, or 
a comparative advantage - so that they are 011ly 1nore efficie11t tha11 some otl1er countries 
in prodt1cing certai11 goods or services. Tl1is can be because they have raw materials, a 
particular climate, qt1alified labot1r (skilled vvorl<ers), a11d economies of scale - reduced 
prodL1ction costs becatise of large-scale prodt1ctio11. 

Balance of payments 
Itnports are goods or services bot:1ght from a foreig11 
cot111try. Exports are goods or services sold to a foreig11 
COLlntry. 

A country that exports 1nore goods tl1an it imports has 
a positive balance of trade or a trade surplus. The 
opposite is a negative bala11ce of trade or a trade 
deficit. Trade in goods is so111etimes called visible trade. 
Services sucl1 as ba11king, insurance · and tourism are 
son1etimes called invisible in1ports a11d exports. Adding 
invisibles to the bala11ce of trade gives a country's 
balance of payments. 

BrE: visible trade; AmE: merchandise trade 

Protectionism 

"Good invisible export figures 
this quarter, sir." 

Gover11111ents, t1nlike 1nost economists, often want to protect various areas of the econO.Ill)'· 
These inclt1de agriculture - so that tl1e cou11try is certain to l1ave food - and other strategic 
i11dustries that would be 11ecessary if there ,vas a war and internatio11al trade beca.me 
i1npossible. Gover111nents also want to protect other industries that provide a lot of jobs. 

Ma11y governments in1pose tariffs or import taxes on goods from abroad, to make them 
111ore expensive and to e11courage people to buy local products i11stead. However, there 
are an increasing 11u111ber of free trade areas, vvithout any i1nport tariffs, in Europe, Asia, 
Africa a11d the Ainericas. 

The World Trade Organization (WTO) tries to encourage free trade and reduce 
protectionisn1: restricting imports in order to help local products. Accordi11g to the WTO 
agreeme11t, countries have to offer the same co11ditions to all trading partners. Tl1e only 
,vay a country is allovved to try to restrict imports is by imposi11g tariffs. Countries sl1ot1ld 
not use import quotas - li111its to the number of prodt1cts which can be i111ported - or 
otl1er restrictive measures. Variot1s internatio11al a.greements also forbid dumping - selli11g 
goods abroad at below cost price in order to destroy or weal<e11 competitors or to earn 
foreign ct1rre11cy to pay for necessary imports. 
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43.1 Con1plete the crossvvord. Look at A, B and C opposite to help yc)u. 

l 

2 3 4 

5 

6 7 

8 9 

lO 

I I 

: . . 
12 13 I : 

14 

~ 

15 

Across 
2 Countries that export a lot of oil <)r n1a11ufactt1red g<)ods te11d to l1ave a positive ............. . 

(7,2,5) 
5 A cou11try exporting n1ore tl1a11 it i1nports has a trade .............. (7) 
6 In a free trade area, governme11ts cannot i1n pose a ............. o.n in1ports. ( 6) 
8 A limit to tl1e quantity of goods tl1at ca11 be i1nported is a ........... .. . (5) 

10 a11d 9 down Addi11g trade in services to trade in. goods gives you the ..... ........ of ...... ........ (7,8) 
11 Billions of dollars leave tl1e USA every )'ear because the cou11try has a big trade .............. (7) 
14 Atte111pti11g to reduce i1nports i11 favour of local production is called . .... .......... (13) 
15 Tl1e i1nport and export of goods is called .... ......... trade. (7) 

Down 
1 Producing i11 large quantities beco1nes cheaper becat1se of eco11omies of ............. . (5) 
3 and 4 If a cou11try can produce something more cheaply tl1an anywhere else in tl1e world it 

has a11 ... ........... (8,9) 
7 Many economists e11coL1rage gover111nents to abolisl1 import taxes and have co111pletely 

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

11 A number of inter11ationa.l agreements make it illegal to ............. goods on foreig11 1narl<ets at a 
price tl1at doesn't give a profit. ( 4) 

12 Tl1e con1parative ............. principle is that 
cou11tries shot1ld 111al<e the things tl1ey can 
.produce tl1e n1ost cl1eaply. ( 4) 

13 Tl1e ............. ha.s establisl1ed rules of trade 
between nations. ( 3) 
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Exchange rates 

Why exchange rates change 
An exchange rate is the price clt vvhich one currency can be exchanged for anotl1er ( e.g. 
ho,v 1na11y )1en are needed to buy a euro). In theory, exchange rates should be at the level 
that gives purchasing power parity (PPP). This 111ea11s that the cost of a given selection of 
goods an.cl services (e.g. a loaf of bread, a kilo,vatt of electricity) ,vould be the same in 
different countries. So if the price level in a country increases l)ecause of inflation, its 
currency sl1ot1ld depreciate - its exchange rate shoL1ld go down in order to retu.rn to PPP. 
For example, if inflation increases in the US, the dollar exchange rate should go down so 
tl1at it tal<es 1nore dollars to buy the sa1ne products in other cou.11tries. 

In fact, PPP does not wc>rl<, as exchange rates can cl1ange due to currency speculation -
buying ct1rrencies in the hope of making a profit. Fi11a11cial institutions, compa.nies a11d 
rich individuals all buy currencies, lool<in.g for high interest rates or sl1ort-ter1n capital 
gains if a currency increases in value or appreciates. This n1eans exchange rates cha11ge 
due to s_peculatio11 rather than PPP. Over 95% of the vvorld's currency transactio11s are 
purely speculative, a11d not related to trade. Banks and currency traders 111a.l<e 
considerable profits from the spread betwee11 a currency's buying and selli11g prices. 

Fixed and floating rates 
For 25 years after World War II, the levels of most major currencies were determined by 
govern111e11ts. They were fixed or pegged against the US dollar (e.g. fro1n 1946-67, one 
pou11d was ,vorth $2.80), a11d tl1e dollar v\ras pegged a.gai11st gold. One dollar was ,vorth 
011e thirty-fifth of a.n ou11ce of gold, and the US Federal Reserve guaranteed tl1at they 
could exc.b.ange an ou11ce of gold for $35. This systen1 v\ras known as gold convertibility. 
These fixed excl1a11ge rates cou.ld only be adjusted if the International Monetary Fund 
agreed. Peggi11g against tl1e dollar ended in 1971, because following inflation in. the USA, 
the Federal Reserve did not have enough gold to guarantee the American currency. 

Si11ce tl1e early 1970s, there has been a systen1 of floating exchange rates i11 1nost vvestern 
countries. Tl1is mea11s that excl1ange rates are deter1nined by people buying and selling 
currencies i11 the foreign excha11ge markets. A freely floating exchange rate means one 
which is determined by market forces: the level of st1pply a11d demand. If there are more 
bt1yers of a curre11cy than sellers, its price will rise; if there are more sellers, it will fall. 

Since the i11troductio11 of a common currency in 2002, fluctuati11g excha11ge rates among 
ma11y Et1ropean countries are no longer a problem. But the euro continues to fluctuate 
agai11st the US dollar, tl1e Japanese yen and other ct1rrencies. 

Government intervention 
Gover111nents and central banks sometimes try 
to change the value of their ct1rrency. They 
intervene in exchange marl<ets, using foreign 
curre11cy reserves to buy tl1eir ow11 _currency -
in order to raise its value - or selling to lo,ver it. 
The resulting rates are l<nown as managed 
floating exchange rates. But speculators 
generally have a lot more money tha11 a 
government has in its reserves . of foreign 
currency, so central banks or governments only 
have limited power to influence excl1ange rates. 
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44.1 Are the following statements true or fa lse? Find reasons for your answers in A and B opposite. 

1 Purchasing power parity is a theory that doesn't apply in real ity. 
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, B and 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'ation - -

- converted 

depreciate - -

- interventionary 

speculative 

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

US inflation will cause dollar to ......................................... , economists warn I 
~""@ M>~-~:ajp ?¾!¼ ~~~~ 

~ Top economists say currency undervalued, call for government li 

2 

to allow it to......................... . 5-10% 
f 

3 
Increasing currency ......................................... is making exchange rates 
more volatile 

4 
Common currency: Economic consultant says ....................................... .. 
pound to euro would cost British businesses £12bn 

5 
Chinese experts say the ......................................... betting on revaluation are 

threatening the economy 

6 
Central bank not expected to ........................................ in currency crisis I 
~~.+ !&~ , :Cd ??zf!!"=¢~ 
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Financing international trade 

Documentary credits 
A con1pany ~,l1icl1 sells goods or services to other countries is lznow11 as an exporter. A 
co111pany which bt1ys products fro111 other cot1ntries .is called an importer. Pay1ne11t for 
imported products is t1sually by doct1mentary credit, also called a letter of credit. This is a 
vvritte11 promise by a banl< to pay a certain a111ount to tl1e seller, within a fixed period, 
when the bank receives instructions fro111 the buyer. 

Doct1mentary credits have a standard form. They ge11erally co11tain: 

• a short description of the goods 

• a list of sl1ipping documents required to obtain pay111ent (see C belo,v) 

• a final sl1ipping date 

• a final date (or expiration date) for prese11ti11g the docume11ts to the bank. 

Documentary credits are t1su.ally irrevocable, 1nea11i11g that they ca.n11ot be changed unless 
all tl1e pa.rties inv<)lved agree. Irrevocable credits gt1arantee that tl1e ba11k whicl1 
establishes tl1e letter of credit will pay the seller if tl1e docu111ents are presented within the 
agreed time. 

Bills of exchange 
Another metl1od of payment is a bill of exchange or draft. This is a payn1ent de1nand, 
,vritte11 or dra,vn up by a11 exporter, instructing a11 importer to pay a specific sum of 
n1011ey at a ft1ture date. When the bill n1att1res, the i1nporter pays tl1e 1noney to its banl<, 
which transfers tl1e 1noney to tl1e exporter's bank. This ba11l< then pays tl1e mo11ey to the 
exporter after deducting its cl1arges. 

A ba.nl< may agree to endorse or accept a bill of exchange before it 1natures. To endorse a 
bill is to guarantee to pay it if tl1e buyer of goods does n()t. If a bill is endorsed by a well­
lzno,vn bani<, the exporter can sell it at a discount in the fi11ancial markets. T .he discount 
represents tl1e i11terest the buyer of the bill cot1ld have ear11ed betvveen the date of 
_purcl1ase and the bill's maturity date. When the bill 1natures, the buyer receives the full 
a.n1ount. This wa)' th.e exporter gets 1nost of the 1noney i111mediately, and doesn't have to 
vvait for the buyer to pay the bill. 

Export documents 
Exporters have to prepare a number of doct11nents to go vvitl1 the shipme11t or 
tra11sportation. of goods. 

• The commercial invoice contai11s details of the goods: qua11tity, weigl1t, number of 
paclzages, price, tern1s of delivery, terms of pay111ent, a11d infor1nation abot1t the 

. 
transporta t1on. 

• The bill of lading is a docu1nent signed by tl1e carrier or transporter ( e.g. tl1e sl1ip's 
master) co11fir111ing that _the goods l1ave lJeen received for shipment; it contai11s a brief 
descriptio11 of the goods and details of where they are goi11g. 

• Tl1e insurance certificate also describes the goods and co11tai11s details of how to clai1n if 
tl1ey are lost or dan1aged in transit - while being transported. 

• The certificate of origin states vvl1ere tl1e goods come fron1. 

• Quality and weight certificates, issued by private inspection a11d testing compa11ies, may 
be necessary, confirming that these are the correct goods in the right qt1antity. 

' 
• An export licence givi11g tl1e rigl1t to sell partict1lar goods abroad is necessary in some 

cases. 
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45.1 Are the followi11g state1nents true or false? Fi11d reasons for your answers in A, Band C opposite. 

1 With a letter of credit, the buyer tells the ba11k wl1en to pay the seller. 
2 Letters of credit are 011ly valid for a certai11 le11gth of ti1ne. 
3 An exporter t1sually has the right to change a letter of credit. 
4 The bill of lading confirms tl1at the goods have been delivered to the buyer. 
5 With a bill of excl1a11ge, tl1e seller ca.n get 111ost of the n1oney before the buyer pays. 
6 Bills of exchange are sold at less than 100o/o, bt1t redeemed at 100o/o 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 Tl1e accepting bank pays the full value of the bill of exchange to vvl1oever bought it. 
c The exporter sells the bill of exchan.ge at a discount on the 111oney n1ark:et. 
d The importer receives the goods and pays its bank. 
e Tl1e importer's bank transfers the money to the accepting bank. 
f The seller or exporter writes a bill of excl1a11ge c1nd sen.ds it to th.e buyer or importer (a11d 

ships the goods). 

1 3 4 5 6 

45.3 Find verbs in A, B and C opposite that can be used to make word combi.nations \vith the 
nou11s belo,v. Then t1se the correct forn1s of so1ne of the verbs to complete the sentences. 

a bil l of exchange 

............................... 

documents goods 
............................... 

1 Exporters can get paid sooner if a bill of exchange is ........................... by a bank. 
2 The bill of lading and the i11st1rance certificate both ........................... the goods. 
3 Exporters ........................... goods to foreig11 countries. 
4 The tra11sporter ........................... a docun1ent confun1i11g that it has ........................... the goods. 

b 

5 In order to be paid, the exporter has to ........................... the shipping doct1ments to a. specific 
banl<. 
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lncoterms 

Transport and addit iona l costs 
Companies exporting or importing goods use sta11dard arrangements called lncoterms -
short for International Con11nercial Terms, established by the International Chamber of 
Commerce (ICC) - that state the responsibilities of tl1e buyer and the seller. Tl1ey 

• determine whether the buyer or the seller vvill pay the additional costs - the costs on top 
of the cost of the goods. These inclt1de transportation or shipn1ent, documentation -
preparing all the necessary doct1ments, customs clearance - completing import documents 
and paying a11y i1nport duties or taxes, and transport i11surance. 

The E and F terms 
Th.ere are 13 different Incoterms that can be divided into 4 different groups: an E Term 
(Departure), the F Terms (Free, Main Carriage Unpaid), the C Terms (Mai11 Carriage 
Paid), a11d the D Terms (Delivered/ Arrival). Each group of tern1s adds more 
responsibilities to the seller and gives fewer to the buyer. 

The E term is EXW or Ex Works. Tl1is means that tl1e buyer collects the goods at the 
seller's own premises - place of business - and arra11ges 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 bu.yer a.nd located in the seller's country. The bt1yer arranges insurance. 

• FCA or Free Carrier means that the goods are delivered to a named place where the 
carrier can load then1 011to a truck, train or aeroplane. 

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

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

The C and D terms 
In the third group, the C terms, the seller arranges and pays for the carriage or 
tran.sportation of the goods, but 11ot for the payment of customs dt1ties a11d taxes. 
Transportation of goods is also kn.own as freight. 

• In CFR - Cost and Freight (used for ocean freigl1t) and CPT - Carriage Paid To ... (used 
for air freight and .land freigl1t), the bt1yer is responsible for inst1rance. 

• In tl1e terms CIF - Cost, Insurance and Freight ( t1sed for ocean freight) and CIP -
Carriage and Insurance Paid To ... (used for air freight and land freight), the seller 
arranges and pays for insurance. 

111 the fourth group, the D Terms, tl1e seller pays all the costs involved in tra11sporting the 
goods to the country of destination, including insurance. 

• 111 DAF - Delivered At Frontier, the importer is res_ponsible for preparing the 
documentation a11d getting 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: 

• DES - Delivered Ex Ship - the bt1yer pa)'S for unloading the goods from the ship 

• DEQ - Delivered Ex Quay - the seller pays for t1nloading tl1e goods fron1 the ship to the 
quay, and for the payment of custo111s duties and taxes. 

If the goods go through custo1ns and are delivered to the buyer, tl1ere are tvvo possibilities: 

• DDU - Delivered Duty Unpaid - the buyer pays any in1port taxes 

• DDP - Delivered Duty Paid - the seller pays any import taxes. 
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46.1 Label the diagram using the a.bbreviations for lncoterms. Look at A, B and C opposite to 
help you. 

Seller delivers to a 
carrier 1n 1ts country 

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

Seller delivers to a port of shipment 

Seller delivers to a port of destinatio11 

Seller delivers to the customs by air or land 

Seller delivers to buyer 

3 .......... ♦ ••••••• 4 ................. . 

5 .......... ♦ ♦ •••••• or 6 ................. . 

7 .................. or 8 ................. . 

9 .................. , 10 .................. and 11 ................. . 

12 .................. orl3 ................. . 
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Insurance 

Insuring against risks 
Insurance is protection against possible fi11a11cial losses. Individuals, compa.nies a11d 
organizations can make regular payments, called premiums, to a11 insu.rance company 
which accepts the risk (or possibility) of loss. Whe11 you. buy insL1rance you make a 
contract, called a policy, vvith the i11sura11ce co1npany - also known as the insurer. The 
contract promises tl1at the co1npany will pay you if you suffer loss of or damage to 
property, or sickness or personal injury. 

There are various losses which .People or businesses can insure against: 

• theft - someone stealing their goods or possessions 

• damage fron1 fire or other natural disasters st1ch as floods, earthquakes and hurricanes. 

If property is stolen or damaged, the person or company \,vho is insured makes a claim -
reqL1ests compensation - fro111 tl1e i11surer. The insurer \,viii then indemnify or compensate 
them: that is, pay tl1e1n an amount of money eqt1ivale11t to the loss. As the nt1mber of 
natural disasters see1ns to be increasing, so are the claims for damage to propert)', and this 
will lead to higher insurance pren1iun1s. 

In the past, many people buying insurance used i11dependent brokers - people wl10 
searched for inst1rance at the lowest cost, or agents - people vvorki11g for the i11surance 
company. Bt1t like retail banl<ing, the inst1rance industry has changed in recent years. A 
lot of i11surance is now sold direct, by telephone or on the internet. This can be cheaper 
than inst1rance bought over the counter from a brol<er <)r an agent. 

Life insurance and saving 
Life insurance (also called assurance) vvill 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 bu.y a policy that pays a certain 
sum on a specific date, such as when you retire from work. As with pe11sio11 plans, life 
insurance policies are tax shelters, or a way of postponing pay111ent of tax. You do not 
have to pay i11con1e tax on life insurance premiums. However a lump su1n - a single, 
large amount of 1noney paid out ,vhen an i11sura11ce policy 1natures - v\rill be taxable. 

Insurance companies 
Insurance companies have to invest tl1e money they receive from premit1ms. Like pension 
fu11ds, they are large institutional investors tl1at i11vest huge sums in securities, especially 
low-risk ones like governme11t bo11ds. 

The largest inst1rance 1narket i11 the world is Lloyd's of London. This is an associatio11 of 
people called underwriters, who guarantee to i11demnify other people's possible losses. 
Lloyd's spreads risks among a nu1nber of syndicates: grot1ps of vvealtl1y individuals, 
commo11ly known as 'names'. These people ca11 earn a lot of money fro1n insura11ce 
premiums if the clients never claim for compensation, but they also have unli111ited 
liability or responsibility for losses. 

If insurance companies consider that they have underwritten too 111any risks, they can sell 
some of that risk to a reinsurance company. This is a company that will receive some of 
the pre1nium and also bear, or take, some of the risk. 

• 
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4 7 .1 Con1plete the crossvvord. Lool< at A, B and C opposite to help you. 

Across 
1 and 10 across S0111e people bL1y life 

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

4 Many insurance companies 11ovv sell 
.............. , over the pl1one or the i11ternet. ( 6) 

8 I have a theft poliC)', so the insurance 
con1pany will ...... ........ me if my mobile 
phone is stolen. (9) 

9 If you make a big clai1n from your 
insurance co1npany, the cost of yoL1r 
.............. will probably go up. (7) 

10 See 1 across. 
12 Wl1en I i11sured my house, I used a . ............. . 

to find me the best deal. ( 6) 
13 Exporters have to in.sure goods in transit 

i11 case somebody .... .......... them. ( 6) 
14 I lost 1ny job as a11 ...... ........ for an insurance 

company wl1en people stopped buying 
over the cou11ter. (5) 

15 Lloyd's spreads the risks it insL1res among 
.............. made up of groups of u11derwriters. 
(10) 

17 The individual under,vriters at Lloyd's are 
commo11ly called .......... .... . ( 5) 

19 Natural disasters are expe11sive for 
i11sL1ra11ce compa11ies becaL1se they cause a 
lot of .............. to buildings a11d their co11te11ts. ( 6) 

Down 

13 

2 Llo)rd's .............. risks worth over £14 billion. (11) 

l 

4 

7 

9 

,, 

·1 5 

. 

2 3 
,. -I: 

I;< , 

' I' 

• 

Jt 
5 

. ' 
'>c 

8 

,,, . 

"' 10 

~ - •:.c 

11 12 

14 

'" .. 

16 

,, 

17 18 

. 

19 
I • 

3 You should al,vays read the sn1all print - all the details - before you accept an insurance 
. . . . . . . . . . . . . . . ( 6 ) 

5 There are .............. compa11ies that take on part of the risks under,vritten by smaller 
co111pan.ies. ( 11) 

6 Life insurance ca11 be a tax .............. - a way of 
putting off paying tax till later. (7) 

7 Most people i11sure their personal ............. . 
agai11st loss, fire and theft. ( 8) 

11 .............. of London is the world's largest 
insurance 1narket. ( 6) 

16 Fortunately, I've never had a car accident, so 
I've never had to .............. anything fro1n the 
insurance company. (5) 

18 Life insurance is also a way to .............. money 
and pay less tax. ( 4) 

• ,,. 

I 
I I 
I fl ,, C> .,..., ____ • 

"Hello, I'd like to apply for some 
property insurance." 
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The business cycle 

Expansion and contraction 
All market economies have periods ,vhen consumption - spending on goods and services 
- rises. Consun1ers buy m<?re, companies invest more, and production, inco111e, profits 
a11d 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 expa11ding is an 
upturn or upswing. If it lasts a long time it is called a boom. The highest poi11t of the 
bL1siness cycle is a peak, which is followed by a downturn, during which tl1e amount of 
economic activity decreases. If the economy keeps contracting for more than six mo11ths, 
the downswing is called a recession. A serious, long-lasting recessio11 is called a depression 
or a slump. The lowest point of the business cycle is a trough, which is followed by a 
recovery, whe11 econon1ic activity increases again, c1nd a 11ew 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. 

Fis ca I pol icy 
Govern1nents and central banks use fiscal policy, wl1ich i11volves 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 i11creasing gover111nent spending, 
or by ct1tting levels of direct or indirect tax so that individuals and con1panies have more 
money to spend. 

If an economy is overheating - expanding too quickly - it 111ea11s that industry is ,vorking 
at full capacity a11d producing as much as it possibly ca11. Because demand is greater tl1an 
supply, leading to rising prices and inflation, the government migl1t have a deflationary 
fiscal policy. Tl1is 1neans trying to cool down the economy: reducing the amoL1nt of 
econo1nic activity by raising tax rates or cutting government expenditure. This reduces the 
level of demand in the eco110111y and helps to reduce inflation. 

Monetary policy 
Governments or central ba11l<s can also use monetary policy - changin.g interest rates and 
the level of tl1e money supply - to influence the level of economic activity. (See Unit 27) 
The)' can boost or i11crease economic activity if the economy is in a downturn by redt1ci11g 
interest rates and allowi11g the rate of growth of the n1011ey st1ppl)' to increase. Alternatively, 
if the economy is growing too fast and causing inflation, they can slow it down by 
increasing i11terest rates a11d reducing the rate of growth of the mo11ey SL1pply. 

The main reason for l1avi11g an indepe11dent central ba11k (see Unit 23) is to prevent 
governments from creating a political business cycle - a cycle that ,vill be at a high poi11t 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 eco11omy from growing, followed by 
tax cuts and monetary expansion in the two years before the next election. This policy, 
someti1nes called boom and bust, helps the government get re-elected but is not good for 
eco11omic stability. An indepe11dent central bank makes this less likely to happen. 
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48.1 Label the graph with ,vords from the box. Look at A opposite to help you. 

boom downswing 

1 

4 

peak 

1 
2 

3 

4 
5 
6 

. 
recess1011 recovery 

................................................ 

................................................ 

................................................ 

.. .............................................. 

................................................ 

.. ' ............................................ . 

48.2 Match tl1e two parts of the sente11ces. Look at B and C opposite to help you. 

1 If the government thinks the economy is contracting too 1nuch, 
2 Fiscal policy involves 
3 If there isn't a11 independent central bank, governments ca11 
4 If the government thinks the economy is growing too q L1ickly, 
5 Monetary policy involves 

a i11terest rates and the n1oney su.pply. 
b it can raise tax rates and cut its expenditure. 
c 111anipulate the business cycle to their own advantage. 
d it can cut taxes and increase its spending. 
e taxation and governn1ent spending. 

48.3 Fi11d verbs in A and B opposite vvith the following 1neanings. 

to get bigger or make bigger to get s1naller or make s111aller 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ..................................... . . . . . . . . . . . . . . . . . . . . . .. . . . . . . . . . . . . . . . . . . ......... ............................ . 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ............ ' ........................ . . ......... , .......................... , .. ······································· 

. . . . . . . . . . . . . . . .. . . . . . . . . . . . . . . . . . . . . . . .. .............. ...................... . o • • • • • 0 o I + • ♦ o • ,o o o • ,o • ♦ • • • • • • • • • • o o o 00 • ,o o • • o • • • • • • • • 0 • I • • o • • • • ' • • 0 o • ♦ • • • • • • • • 

. . . . . . . . ' ........................... ' . . . ..................................... . 

"I've learnt not to worry." 

trough 
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Taxation 

Direct taxes 
Gover11ments finance most of their expe11diture by taxation. If tl1ey spend more than they 
levy or charge in taxes, they have to borrow mo11ey. 

Direct taxes are collected by the government fron1 the income of individuals a.nd busi11esses. 

• Individuals pay income tax on their ,vages or salaries, and most other 1noney they receive. 

• Most countries have a capital gains tax on profits 111ade from. the sale of assets such as 
stocks or shares. Tl1is is usually imposed or levied at a n1ucl1 lo,ver rate than i11come tax. 

• A capital transfer tax ( commonly called death duty in Britai11) is usually i111posed on 
inherited money or property. Other names for tl1is tax are inheritance tax or estate tax. 

• Companies pay corporation tax on their profits. Busi11ess profits are ge11erally taxed 
twice, becat1se after the company pays tax on its profits, the shareholders pay i11come tax 
on any dividends received fron1 these profits. 

• Companies a.nd their employees also have to pay taxes (called national insurance in 
Britai11) which the governme11t uses to finance social security spending - u11employ1nent 
pay, sick pay, etc. 

BrE: corporation tax; AmE: income tax 

Indirect taxes 
Indirect taxes are levied on th.e production or sale of goods and services. They are included in 
the price paid by tl1e fi11al pt1rchaser. 

• In most European cot1ntries, companies pay VAT or value-added tax, which is levied at 
each stage of productio11, based on tl1e valt1e added to the product at that stage. Tl1e 
whole amot1nt is added to the final price paid by the consun1er. In Canada, Australia, 
New Zealand and Si11gapore, this tax is called goods and services tax or GST. 

• In the USA, there are sales taxes, collected by retailers, levied on the retail price of goods. 

• Gover11ments also levy excise taxes or excise duties - additional sa.les taxes on 
commodities like tobacco prodt1cts, alcoholic drinl<s an.cl petrol. 

• Special taxes, called tariffs, are often charged 011 goods imported fro111 abroad. (See U11it 43) 

Income tax for individuals is usually progressive: people with higher incon1es pay a higl1er 
rate of tax (a11d tl1erefore a higl1er perce11tage of their inco1ne) tha11 people ,vith lower 
incomes. Indirect taxes st1ch as sales tax and VAT are ca.lied proportional taxes, i111posed 
at a fixed rate. But i11direct taxes are actually regressive: people vvith a lovv income pay a 
proportionally greater _part of their income than people with a high income. 

BrE: petrol ; AmE: gasoline 

Non-payment of tax 
To redt1ce the a1nou11t of income tax that e1nployees have to pay, some employers give their staff 
advantages instead of taxable money, called perks, such as company cars and free health insurance. 

Multinational companies often register their l1ead offices in tax havens - s1nall countries 
vvhere income taxes for foreig11 companies are low, Stich as Liechtenstein, Monaco, the 
Cayman Islands, a11d the Baha.mas. 

Using legal metl1ods to minimize your tax burden - the a111ount of tax yot1 have to pay- is c~lled 
tax avoidance. This ofte11 involves using loopholes - ways of gettin.g around the la,v, because of 
an error or a technicality i11 the lavv itself. Using illegal methods - such as not declaring your 
income, or reporti11g 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 011 the following? Look at A and B 
opposite to l1elp you. 

1 alcol1olic dri11ks and tobacco products 
2 con1pany profits 
3 goods bought in stores 
4 1noney 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 ,vords in A a11d B opposite with tl1e follo'vving meanings. 

1 an adjective describing taxes on revenue or income 
2 a tax that l1as one rate that is the same for everybody 
3 1noney paid by the gover11n1ent to sick and unemployed people 
4 a tax that has a higher rate for taxpayers with a l1igher income 
5 an adjective describing taxes on consumption or spending 

49.3 Are the follo'vving statements true or false? Find reaso11s for yot1r answers in A, B and C opposite. 

1 Capital gains are generally taxed at a l1igl1er rate than income. 
2 The same su.m of money can be taxed more than once. 
3 Sales taxes can be both proportional and .progressive at the sa1ne time. 
4 Excise duties are extra sales taxes on selected products. 
5 Many international compa11ies have their registered l1eadquarters i11 small cou11tries where 

they do only a small proportion of their busi11ess. 
6 Employees will ge11erally pay less tax if their employer reduces tl1eir salary a little and 

provides them with a car. 
7 Tax avoidance is illegal. 
8 Perks a11d loopholes are forn1s of tax evasion. 

49.4 Find five verbs in A and B opposite that can be L1sed to make ,vord combinatio11s with 'tax' • 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 
o o o I • I o o o o ♦ 0 o o o ' ' o + ♦ • ' ' o o o o o o O o tax 
............................... 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 

Professional English in Use Finance 105 



106 

Business plans 
, 

Market opportunities 
If you have a. brillia11t idea for a ne,v product or service, or a better or cheaper way of 
supplying an existing product or service, you vvill probably reqL1ire finance: money to start 
up a company to take this market opportunity, or to expand an existing company. If you 
,va.nt to interest venture capitalists (see Unit 28) i11 your project, you will have to write a 
business plan. 

Business plans begin ,,vith a su1nmary, often called an Executive Summary, which explains 
. 
1n 011e or two pages: 

• what sort of compa11y it is 

• ,,vhat tl1e product or service is, a11d vvhat is special about it 

• who the managers are 

• hovv mucl1 n1011ey you need, and vvhat you ,vill Lise it for. 

The company, the product and the market 
If the company already exists, the first chapter of the busi11ess plan explai11s how it was 
started and how it has grown, a11d gives a history of sales and profits. It describes the 
con1pany today, and the pla11s for the future. 

The second chapter describes what you already sell or wa11t to sell. It explai11s what 
differentiates the product or service fro1n other existing ones - vvl1at 1nakes it differe11t or 
unique. It focuses 011 tl1e benefits or advantages for custon1ers - ho,v it will improve 
people's lives! 

Tl1e chapter on the market describes the indL1stry you operate in, the marl,et segments, 
the other firms in the n1ark:et (yoL1r co1npetitors), changes i11 the industry, and projected 
trends - forecasts for the future - a.nd technological opportunities. It outlines what the 
CL1sto111ers need, vvhere they are, a11d hovv you pla11 to reach then1. It explains how you 
will n1ake s11re that customers know about your product c,r service and why they ,,vill 
prefer it to tl1e competitio11. It gives details of your marketing strategy, i11cluding sales 
tactics - tl1e ,vays you plan to achieve sales, advertising, publicit)' and sales promotions -
incentives to encou.rage customers to l1uy. 

Tl1e chapter on the management team gives details about the 1nost important staff. The 
chapter on strategy outlines your strategies for 1narketing, pricing, distribL1tion, sales, etc., 
and how you are going to implement tl1em or carry them out. 

The financial analysis 
The financial analysis gives details of tl1e historical performa11ce, if it is an existing 
compa11y, a11d describes existing fina11ce and assets. It explains why the business needs 
funds, a11d gives sales forecasts (the sales the bt1siness expects to achieve in a particular 
period of tin1e), projected or expected financial stateme11ts (profit and loss account, cash 
flo,v statement, and balan.ce sheet), and projections for ft1ture income. It will probably 
i11clude a breakeven a11alysis, and an analysis of fi11ancial ratios. 

Various appendices can come at the end of the business plan, i11cluding the curriculum 
vitae (CV) of each top manager and pron1otional materials for your products. 

BrE: curriculum vitae; AmE: resume 
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50.1 Nlake word combinatio11s using a ,vord from each box. Then use the word coml)inations 
to co1nplete the se11tences 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 efficie11tly tha11 your cornpetitors? 
2 This business plan gives details of the ...... .................... we .......................... , and what ,ve're going to 

do with it. 
3 We'll hire two experienced rnanagers to help us .......................... our .......................... . 
4 We're convinced our innovative advertising will allovv us to .... ...................... our potential 

. . . .. .. . . . . . .. . . . . .. . . .. .. . 

50.2 Complete the sentences. Looi< at A, B and C opposite to help you. 

1 
We're convinced this is a great ........... ............ ............................. : people vvill really want ,vh.a t ,ve 
pla11 to offer. 

2 
Our .................................................... is over 100,000 units a year. 

3 
The product is .......................... : there's absolutely 11othi11g else lil<e 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 consu.mers will get from the product -
how it will save then1 tin1e and money. 

6 
We'll also use a few ........... ... ............... ....................... , st1ch as giving a,vay free san1ples or 
offering discounts. 

50.3 Use the words below to make word combinations ,vith 'marl<et' tl1at have appeared in 
this book. Then sort the vvord combinations: which are concerned with fina11ce and 
,vhich with mark~eting? 

. 

bear 

capitalization 

currenc)r 

equtty market 
maker 

over-the-cot1nter 

secondary 

value 

. 

stock 

. 

skimn1ing 

share 

seg1nent 

price 

primary 

penetration 
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Language reference - market idioms 

Financial jour11alists and people vvorking i11 finance use lots of different expressio11s to describe 
price cha11ges in .financial 111arkets. These are the most com111on ones. (S01ne of these vvords also 
appear in Unit 38.) 

to advance 
to firm 
to be firm 
to be firmer 

. 
to JUn1p 
to leap 
to rocket 
to shoot up 
to sl<yrocket 

to soar 
to strengthen 
to surge 
to take off 

to stage a comeback 
to rebound 
to recover 
to revive 
to rally 

to dip 
to decline 
to drift dow11 

to lovver 
to slide 
to ease 

to weaken 
to slip or slip back 
to be or come t1nder pressure 

to crash 
to sink 

to dive to drop 
to sl<id to slump 

to plt1.n11net to fall sharpl)' 
to go south 
to go or fall throt1gh the floor 
to plunge or take a plunge 
to suffer a drop or a. setback 
to take a beati11g or a knock 
to tun1ble or take a tumble 

to be or re111ain steady or stable 

to gain 
to be a little stronger 
to be slightly stronger 

. 
a Jump 
cl leap 

a co1neback 
a rally 
a rebound 
a recovery 

a decline 
a slide 

a crash 
a dive 
a drop 

to be or ren1ain unchanged 

Note: Some verbs have irregular past forms, for example leap - leapt - leapt; shoot - shot - shot; 
fall - fell - fallen. 
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Language reference - numbers 

Saying and writing numbers 
Everyo11e worl<ing in .finance uses a lot of numbers. Saying a.nd u11dersta.nding numbers or 
figures in a foreign la11gu.age can be difficult. 

This is how nu1nbers above 100 are said, and vvritten in legal co11tracts and on cl1eques: 

100 a l1t1ndred or one hundred 
200 two hundred (not two hu11dreds) 
1,000 a/one thousand 
1,100 a/011e thousand one l1undred or eleven hu11dred 
1,234 a/one thou.sand two .hundred and thirt)r-four 

2,200 
100,000 
1,000,000 
1,000,000,000 
1,000,ooo,ooo,ooo 

or twelve hundred and thirty-four 
nvo thousand two hundred 
a/one hu11dred thousand 
a/one million 
a/one billion 
a/on.e trillio11 

BrE: uses 'and' in figures - a hundred and twenty-five thousand; 
AmE: doesn't use 'and' in figures - a hundred twenty-five thousand 

E11glisl1 t1ses a comma (,) to separate large 11umbers into groups of tl1ree digits, cou11ting 
from the right. 

12,345 twelve thousand, three hundred and forty-five 
12,345,678 twelve 1nillion, three ht1ndred and :forty-five thousa11d, six ht1ndred and seventy-eight. 

Note: English does not use a ra ised comma (12'345). 

Saying amounts of currency 
The name of a currency is said after the 11umber (or in the middle of the number), but is 
,vritten before the number. 

€10 
$10.95 
¥50,000 
£3.50 

ten euros 
te11 dollars ninety-five 
fifty thot1sa11d ye11 
tl1ree pounds fifty or three fifty 

The smaller currency unit (e.g. cents or pence) is 11ot usually said. 

Decimals 
English t1ses a point (.) for deci111al nun1bers. 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 tvvelve poi11t four five 
3.14159 three poi11t one four o.ne five nine 

If the decimal is a u11it ( of 1no11ey, for example), both parts can be said like 11ormal 11umbers. 

87.65 
$87.65 

eighty-seven poi11t six five 
Tl1e stock is trading at eighty-seven sixt)r-five. 
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Fractions 
a half 
a third / one third 

a quarter / one qt1arter 
three quarters 

5/16 five sixteenths 
7/32 seven tl1irty-seconds 
11/2 one and a half 
22/3 tvvo a11d t\vo thirds BrE: a quarter; 

a fifth AmE: a quarter, a fourth 

Ordinals 
To put things in a.n order, t1se ordinal numbers. 

1st (the) first 6 Otl1 (the) sixtieth , 47th floor / 
2nd (the) second 61st (the) sixty-first 
3rd (the) third 62nd (the) sixty-second 
4tl1 (tl1e) fourth 100th (the) hundredth This is the forty-seve11th floor 
5th (the) fifth 1,000th (the) thousandth 
6th (the) sixth 

Saying sequences of numbers 
0 is called zero (or sometimes in Britain, nought). 

After a decimal point a11d in telephone nt1mbers, room numbers, bus 11umbers, etc., 
British English uses oh. 

room seven oh four the one oh six bus 

For tele.phone numbers, fax numbers, bank account numbers, credit card 11umbers, passport 
11u1nbers, etc., people usually say eacl1 digit separately, but in groups of two, three or fou.r digits. 

0202-456-1414 011 two oh two, fot1r five six, one four 011e four I BrE: oh; AmE: zero I 
An exception is double 11umbers: 

0255-226-3344 oh two double five, double two six, double three double four 

j BrE: double oh; AmE: zero zero I 

A rising intonatio11 is used at the end of each group of numbers except the last one, which 
has a falli11g to11e, sho,ving that the end of the number has been reached. 

// / / ~ 
00 44 1223 325 566 

Numbers as adjectives 
When a 11un1ber is used as part of a.n adjective, it is always singular (i.e. it doesn't have an 
-s at the end). • 

a tvventy-minute wall, a four-syllable word 
a two-l1our flight a :6.ve-perso11 team 
a three-day holiday a six-figure number 

a ten-thousand euro bonus 
a fifty-thousand dollar car 

• 

If you fi11d saying long nu1nbers difficult, practise reading 11u1nbers aloud from a busi11ess 
11ewspaper, or using your personal documents, telepho11e book, etc. 
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Language reference - word stress 

Long words ca.n be divided into differe11t parts, each of which is a unit of pronunciation. 
Tl1ese u.nits are called syllables. The word syl·la·ble has three syllables, u·nit has tvvo, 
pro·nun·ci·a·tion has five. 

In spol<.e11 English, syllables are either stressed or unstressed (or a.ccented and unaccented). 
In the following examples the syllable follovvin.g the (') mark is stressed. 

• One syllable of nou11s ('business), verbs (in'vest), adjectives (ex'pensive) and adverbs 
( 'quickly) is stressed. 

• Prepositions (in, at, to), pronouns (he, me), and articles (a, the) are t1sually unstressed. 

1 The usu.al rt1le for two-syllable vvords is to stress the first syllable. 
'asset 'budget 'credit 

2 Most three-syllable ,vords are also stressed on tl1e first syllable. 
'auditor 'capital 'corporate 

3 Most words of four or more syllables are stressed on the tl1ird syllable from the end. 
col'lateral e'conomy lia'bilities 

4 Because not all syllables are pronou11ced in Englisl1, some vvords ,.vhich look like tl1ey have 
three syllables are reduced to two, and some words which look like they have four syllables 
are reduced to three. This means tl1at these words are stressed on the first syllable. In tl1e 
exa1nples below, the letters n1arl,ed [ ] are not pronou11ced. 

bus[i)ness int{e)rest int{e]resting secret[a}ry diction[a)ry 

5 However, there are lots of exceptions to these rules. The 1nost common one is that most (Latin) 
prefixes are not stressed, but even this rt1le l1as an exception since the pre- in 'prefix' is stressed. 

co- col'lect con- con 'nect pre- pre 'diet 
com- com'ponent ex- ex'pect pro- pro'vide 

6 There is a la.rge group of two-syllable vvords which are both a .noun and a verb, or a.n 
adjective and a verb, vvhich are stressed on the first syllable of the noun or adjective, a.nd the 
second syllable of the verb. 

We're looking for 'finance - we need someone to fi'nance the company. 
We're using· a new 'transport compan)' to trans'fJort the g·oods from China. 

Two-syllable words that follow this stress pattern. inclu.de: 

conduct decrease increase refund 
conflict discount permit reject 
contrast export fJresent survey 
convert import fJroditce transfer 

Because of this rt1le, and the large 11u1nber of verbs that begin with a prefix, more two-syllable 
verbs are stressed on tl1e second syllable tl1an the first (despite rule 1 above). 

Where these ,vords are also adjectives (a 'perfect product, an 'import barrier), they are stressed 
like tl1e nou11. Where the adjective is tl1e sa111e as the past participle of the verb (per'fected, 
im 'ported), it is stressed on the second s)rllalJle, like the verb. 
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7 Most suffixes are unstressed. Exceptio11s i11clL1de: 

-atio11 allo 'cation depreci'ation integ'ration 
-1t1on po 'sition acqui'sition con 'ditional 
-otion pro 'motion pro 'motional 
-ution insti'tution so 'lution distri'bution 
-ee em/Jloy 'ee trai'nee guaran'tee 
-eer car'eer engin'eer 

Suffixes do 11ot 11ormally change the three-syllable rule, so 'advertising· a11d 'organizer are 
stressed 011 the first syllable, although they are four-syllable words. 

8 There are variou.s regular patterns of syllables (ofte11 at the end of a word) that come just after 
a stressed syllable. 

• Most vvords ending in -ic, -ical a.nd -ically are stressed 011 the previoL1s syllable. 
auto 'matic eco 'nomic his 'torical syste 'matically 

• Most ,vords ending in -ial, -ially, -ual, a11d -ually are stressed on the previous syllable. 
com'mercial fi'nancially 'annual indi'vidually 

• Most words e11ding in -ible, -ity and -ify are stressed on the previoL1s syllable. 
con'vertible converti'bility di'versify 

• Most words e11ding in -ious, -eous a11d -uous are stressed 011 the previous syllable. 
'obvious simul'taneoits am 'bigitous 

9 The last letter of a group of initials is usually stressed. 

AG'M AT'M El)'S IP'O LB'O OT'C PL'C US'A VA'T · 

• 
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Language reference - British and American vocabulary 

aluJIUnium 
A11nual Gen.era! Meeting (AGM) 
Articles of Association 
balance sheet 
base rate 
building society 
cash dispenser 
chair.man 
cheque 
convertible share 

• corporation tax 
cost centre 
creditors 
current account 
debtors 
depreciation 

• 

Extraordinary General Meeting (EGM) 
financial year 
fixed assets 
flat 
flotation • 

. 
gearing 
index-linked fund 
labour 
mquaging director 
Me1norandum of '.Association 
merchant bank 
11et p·rofit 
note or banknote 
ordinary shares 
overheads , 
own shares 
petrol 
PLQ 
preference shares 
profit and loss account 
shareholder 

• shareholders' equity; 
shares 
shopping centre 
social security 
stock . 
stock take 
traveller's cheque 
true and £air view 
visible trade 

• 

aluminum 
Annual Meeting of Stockholders 
Bylavvs 
balance sheet / state1nent of financial position 

. 
prime rate 
savings and loans association 
ATM (Automated Teller Machine) 
president 
check 
co11vertible bond 
. 
income tax 
cost center 
accounts payable 
cl1ecki11g account 
accou11ts receivable 
depreciation / a1nortization 
Special Meeting 
fiscal year 
property, plant and eq11ipment 
apartment 
initial public offeri11g (IPO) 
leverage 
tracker fund 
labor 
chief executive officer (CEO) 
Certificate of Incorporation 
invest1nent ba11k 

• net 1nco111e 
bill 
common stock 
overhead 
treasury stoc.k 
gasoline 
listed company 
preferred stock 
. 
income state111ent 
stockholder 
stocl<holders' equity 
stocks 
shopping mall 
welfare 
. 
111ventory 
count of the inventory 
traveler's check 
fair presentation 
merchandise trade 
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Answer key 
1 . 1 1 social security, salary 

2 earn, commission 
3 bonus 

4 mortgage 
5 currency 
6 overtime 

7 tax 
8 re11t 

. 
9 pension 

1 .2 1 false - most money ... consists of bank deposits 
2 true - salaries are usually paid monthly and ,vages are u.sually paid weekly 
3 false - commission is a percentage of the i11come they generate, which can change 
4 true - money paid by a con1pany or the government to a retired person is a pension 
5 false - most people pay one or the other, depending on whether they are bt1ying or renting 

their hon1e 

2.1 ·1 

L 
z I 0 3 B 0 R R 40 w 

s F u N D s w 
V s 6s 7 B A L A N C E 

E H E 
s s H 9A R E H 0 L l'b E R s 
T s E I s 

s T V 

"R E 12c A p I T A L 

13D E B T D 

V 14B ISO N D E 

E w 16 1 N C "o M E 
18 

I N T E R E s 19T D w 
u A N 

20L E N D z,E X p E N s E s 

3. 1 1 boolzlzeepii1g, a bookkeeper 
2 external auditi11g, an i11de.pendent auditor 

. 
3 management accounting, a n1anage1nent accountant 
4 .financial accounti11g, a fina11cial accou11tant 
5 accou11ting, a11 accountant / internal auditing, an inter11al auditor 

3.2 1 c, 2e, 3a, 46, 5d 

3.3 carry out a11 audit 
do an audit 
establisl1 rt1les 
follow rL1les 
make rules 
set rules 
apply standards 
establish standards 
use standards 
record tra11sactions 

. . 
sum1nar1ze transactions 

4.1 1 debit 
2 ledger 

3 debtors 
4 credit 

5 stock 
6 creditors 
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4.2 1 Double-entry bookkeeping, account, debit 
2 day boolzs, jour11als 
3 nominal ledgers, bought ledger 
4 trial balance 

4.3 1 debit 
2 credit 

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 o,vners are not fully liable for - or responsible for - the business's debts ... 

Their liability is limited to the value of their share capital 
3 trL1e - managers and executive directors run the com_pa11y for its o,vners 
4 true - Non-execL1tive directors are often more objective 
5 false - partners are fully liable or responsible .for any debts tl1e business l1as 
6 false - part11erships 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 

5.2 corporate governance 
aL1dit co1n1nittee 
limited liability 
non-executive directors 
share capital 

1 audit committee 
2 no11-executive directors 
3 share capital 

4 limited liability 
5 corporate governance 

5.3 a Me1norandum c purpose 

6.1 

b registered office 

. 
1 private 
2 stocl< excha11ge 
3 limited 

d authorized share capital 

4 quoted 
5 interim 
6 listed 

7 quarterly 
8 annual report 
9 AGM 

6.2 1 misconduct 
2 gross profit 

3 11et profit 
4 turnover 

6.3 1 e, 2a, 3 b, 4c, 5f, 6d 

7 .1 1 c, 2e, 3d, 4a, 5b 

7 .2 1 false - Con1panies can choose their accounting policies ... There are a ra11ge of methods of 
valu.ation ... and measL1rement 

2 false - accounting policies ... have to be consistent, ,vhich 1neans using the same 1nethods 
every year, unless there is a good reaso11 to change a policy 

3 true - Areas in vvhicl1 the choice of policies can make a big difference inclu.de depreciation ... 
(and] the valuation of stocl< or inventory 

4 false - companies have to give a trL1e and fair vie,v of their financial situation - meaning there 
are various possibilities - rather than the true and fair view - meaning only one is possible 

5 trL1e - in many countries accou11ting follows tl1e historical cost principle: the original purchase 
price of assets is recorded i11 accounts, and not their (estimated) curre11t selling price 

6 true - so111e countries vvith regular high inflation ... use inflation accounting systems that take 
account of cl1anging prices 
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7.3 Verb Noun(s) Adjective 

'calculate cal cu' la ti o.n -
I • I • - con s1stency con s1stent 
I • 

con 'ventio11al - con vent1on 

'measure 'measureme11t -

pre'sent I • prese11 tat1011 -

'value 'valt1e, valu'ation 'valuable 

8. 1 1 £, 2d, 3e, 4c, Sb, 6a 

8.2 1 financial year/ fiscal year 
2 subsidiary 

3 consolidated financial stateme11ts 
4 verifiable 

8.3 ' 

, Verb 

as'sume 

dis'close 

-

'recog11ize 

-

'verify 

1 verify 
2 disclose 

Noun 

as'sumption 

dis 'closure 

objec'tivity 

recog'nition 

subjec'tivity 

verifi'cation 

3 objectivity 
4 assu1ne 

9.1 1 revalue 4 obsolete 
2 current assets 

. 
3 appreciate 

5 fixed assets 
6 wear out 

9.2 deduct costs 
depreciate fixed assets 
record market value 
record purchase price 
reduce profits 
reduce value 

1 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, 46 
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10.2 cl1eck accou11ts 
checlz stock take 

10.3 

check systems of co11trol 
comply vvith laws 
comply with policies 
comply with procedures 
coinply ,vith regulatio11s 
examine accou.nts 
exan1ine systen1s of control 
give advice 

. 
give op1n1011s 

Verb Noun 

- 'accuracy 

com'ply co1n'pliance 

recom'1nend reco1nmen'dation 

re'cord 'record 

ex' an1i11e exami'nation 

1 examine, accurate, co1nply 
2 recom1nendations 
3 recorded 

Adjective 

'accurate 

-

recon1'mended 

-

-

11.1 1 trt1e - Americai1 a11d continental European con1panies usually put assets on the left and 
capital and liabilities on tl1e right ... n1ost British companies use a vertical forn1at, with assets 
at the top, and liabilities a11d capital below 

2 false - A balance sheet does not show how much 1no11ey a company has spent or received 
during a year 

3 trt1e - Since assets are shown as debits ... and the total must correspond ,vith the total sum of 
the credits ... assets eqt1al liabilities plus capital ( or A = L + C) 

4 true - shows the coi11pany's liabilities, a11d its ca.pita! or shareholders' equity ... Part of this is 
share capital - tl1e money the company raised by selling its shares 

5 false - assets equal liabilities plus capital 
6 true - Liabilities are obligations to pay other organizations o.r people: money that the 

compa11y ovves, or will owe at a future date 

11.2 1 Suppliers 
2 Retained earnings 
3 Assets 

11.3 distribute profits 
grant credit 
owe money 
pay liabilities 

. . 
reta111 earnings 

4 Liabilities 
5 Shareholders' equ.ity 

1 retain, earnings, distribute, profits 
2 owe n1oney, grant, credit 
3 liabilities, pay 
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1 2. 1 1 bad debt 
2 net worth / 11et assets 
3 patent 
4 net book valt1e 
5 goodwill 

12.2 1 e, 26, 3a, 4f, 5d, 6c 

• 

6 trade marl< 
7 write off 
8 to 1nake provisions 
9 work-i11-.progress 

10 debtors/ accot1nts receivable 

12.3 Curre11t assets: cash in tl1e bank, debtors, stock 
Fixed assets: buildings, la11d, i11vestments 
Intangible assets: goodwill, human capital, reputation 

13.1 1 false - Ct1rrent liabilities ar~ expected to be paid within a year of the date of the bala11ce sheet 
(if it has been paid, it is no longer a liability and will not appear on the bala.nce sheet) 

2 true - ct1rrent is defined as vvithin a year of the date of the balance sheet 
3 true - accrt1ed expenses are charged against inco111e - that is, deducted from profits - even 

though the bills have not yet been received or the cash paid 
4 true - Sl1arel1olders' equity includes: the original share capital ... share pre1nit1m: money n1ade 

if the compa11y sells sl1ares at above their face value - the value \iVritten on them ... retained 
• 

earn111gs 
5 false - shareholders' equity includes retained ear11ings - it is money belonging to the 

shareholders and not the company 
6 trt1e - share premiu.m is n1oney made if the con1pany sells shares at above their face value -

the value written 011 the1n 

13.2 1 current liabilities 
2 share premium 

3 deferred 
4 accrued 

13.3 Assets: Accounts receivable, Cash and equivalents, l11ventory, Investn1ents, Land a11d buildings 
Liabilities: Accou11ts payable, Accrued expenses, Deferred taxes, Dividends, Long-term debt 

1 4. 1 1 sales revenue 
2 gross profit 
3 EBITDA 

14.2 1 Operatio11s 
2 Investi11g 
3 Fina11cing 
4 operations 

4 pre-tax income 
5 net profit 

5 fina11cing 
6 operations 
7 investing 

14.3 Operating activities: Cha11ges in operating assets and liabilities, Depreciation and an1ortization 
expenses, Incon1e taxes payable, Net inco1ne 
Financing activities: Dividends paid, lssua11ce of stock, Payments to rept1rchase stock, 
Repay1nent of debt 
lnvesti11g activities: Purchase of pla11t and equipn1ent, Sale of property 

1 5. 1 1 liquidity 
2 efficie11cy 

3 ratio 
4 solvency 
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15.2 acid test 
. 

CL1rrent ratio 
dividend cover 
liqL1id assets 
quick ratio 

1 liquid assets 
2 dividend cover 

15.3 1 b, 2d, 3a, 4c 

16.1 1c, 2a, 36, 4d 

3 acid test, quick ratio 
4 CL1rrent ratio 

16.2 1 D, 2 E, 3 A, 4 C, 5 B 

17 .1 1 overl1eads 
2 cost centre 
3 variable costs 

17.2 

4 profitable 
5 fixed costs 
6 brealzeven point 

Advertisi11g expenses 

Bad debts 

Components 

Electricity to run machines 

Electricity for heating 

EqL1ipn1ent repairs 

Factory canteen 

Overtime pay 

Raw materials 

Property tax 

Rent 

17.3 1a,2b 

18.1 charge prices 
• 

cut prices 
lovver prices 
pay prices 

. . 
raise prices 

4 charge 

✓ 

✓ 

✓ 

✓ 

1 cut/lo\ver 
2 raise 5 cut/lower 

3 pay 

✓ 

✓ 

✓ 

✓ 

✓ 

✓ 

✓ 

18.2 1 prestige pricing 
2 odd pricing 

5 going-rate pricing 
6 loss-leader pricing 

3 market slzin1n1ing 
4 111ark-up pricing 

7 1narlzet penetration 

✓ 

✓ 

✓ 

✓ 

✓ 

✓ 

✓ 

✓ 

✓ 

✓ 

✓ 
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19.1 1 current accounts 6 direct debit 
7 statements 

. 
2 savings aCCOLlnts 
3 debit card 8 foreign currency 
4 credit card 9 traveller's cheques 
5 standing order 

19.2 1 
. 

5 mortgage interest 
2 loan 6 private pension plan 
3 collateral 7 repossess 
4 overdraft 

19.3 1 false - a sa.vii1gs account or deposit account ... pays more interest 
2 true - If the borrower doesn't repay the mortgage, the bank cai1 repossess the house or flat 
3 true - traveller's cheques ... are protected agaii1st loss or tl1eft 
4 trt1e - Commercial banks ... discovered that 1nost of their customers preferred to go to 

branches 
5 false - customers preferred to go to branches ... especially ones ... which were co11veniently 

situated in shopping centres (but not all branches are) 

20.1 1 bank accot1nt 3 grant loans 
2 corporate custo1ners 4 conditions, personal customers 

20.2 1 f, 2e, 36, 4a, 5c, 6d 

20.3 charge interest 
. 

pay interest 
transfer money 
withdraw money 
assess risks 
calculate risks 

1 charged 
2 withdraw 
3 assess 

21 . 1 1 financial i11stitt1tion 
2 capital 

4 conglomerate 
5 deregt1latioi1 

3 merger 6 takeover bid 

21 .2 1 investment/1nerchant banks 
. . 

2 1nsurance companies 
3 i11vestment/merchant banks 
4 building societies/ savings and loans associations 
5 commercial/retail/High Street banl<s 
6 investment/merchant banks 
7 investment/merchant banks 

. . 
8 insurance companies 

21.3 1 central bank 4 clearing bank 

120 

2 investinent ba11l< 
3 private banl< 

5 retail/co1nmercial/High Street bank 
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22.1 Verb 
I • a cqt11re 

ad'vise 

'analyse 

'institt1te 

in 'vest 

'value 

22.2 1 t1ndervvritten 
2 advised 
3 divesting, acqt1iring 

22.3 1 consulting firm 

Noun(s) 

acqui' sition 

ad'vice 

a '11al)rsis 

insti 'tution 

in'vestment 

'valt1e, va.lu'ation 

4 fees 
5 1:nerged 
6 IPOs 

5 subsidiary 

Noun for people 

-

ad'viser or ad'visor 

'ana.lyst 

-

• I 1n vestor 

-

2 pensio11 fund 6 institutional investor 
3 strategic planning 7 financial restructuring 
4 forecasters 8 valt1ation 

23.1 1 b, 2a, 3d, 4e, 5c 

23.2 a n1011etary 
b st1pervising 

c stability 
d financial 

23.3 bank run. 
currency marl<ets 
exchange rate 
fina11cial system 
financial stability 
1nonetary policy 

1 1no11etary policy, fi11ancial stability 
2 bank ru11, financial syste1n 
3 cu.rre.ncy markets, exchange rate 

24.1 1 
. 
interest rate 

2 solvency 
3 labour 
4 floating rate 

24.2 1 e discount rate 
2 c base rate or prin1e rate 
3 a 1nortgage 

5 creditvvortl1y 
6 spread 
7 output 
8 invest 

4 d overdraft 
5 b hire pt1rchase 

Adjective(s) 
-

-

ana'lytic, a11a'lytical 

i11sti' tutional 

-

'valu.able 

24.3 1 false - The discount rate is the rate that the central ba11k sets ... When this rate cl1anges, the 
commercial banl<s change their ovvn base rate ... This is the rate from which they calculate all 
their other deposit and lending rates 

2 true - Whe11 interest rates fall, people borrow more, and spe11d rather than save 
3 false - The higher the borro,ver's solvency, the lower the i11terest rate they pay 
4 true - Borrowers can usually get a lower interest rate if the loan is guara11teed by secu.rities or 

other collateral 
5 true - The rate that borro,vers pay depe11ds 011 their credit,vorthiness ... The !1igher the 

borrower's solvency, the lower the interest rate they pay (the bigger the risk, the l1igher the 
i11terest rate) 

6 true - 1nortgages often have floati11g or variable interest rates that change according to tl1e 
supply and den1and for 1no11ey 
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25.1 1 true - a business or government that 11eeds cash for a few weeks only can L1se the money 
ma.rket 

2 false - to borrow or invest short-term capital 
3 false - T-bills are ... usually sold at a discou11t ... rather than paying interest ... Commercial 

paper is ... also sold at a discount 
4 false - Certificates of deposit are isst1ed by banks 
5 false - Commercial pa per ... is u11secured 
6 true - Certificates of deposit ... are issued by banks to large depositors vvl10 ca11 then trade 

them in the short-term money 111arkets 

2 5.2 1 discount 4 short-term 
5 unsecured 
6 redeemed 

7 maturity 
8 cash flow 
9 par value 

25.3 

26.1 

26.2 

26.3 

. . 
2 compet1t1ve 
3 liqt1idity 

1 b, 2c, 3a, 4e, Sd 

1 d, 2c, 3a, 46, Se 

Ct1stomers of Isla1nic banl<s: 2, 3, 5 
Customer of conventional banks: 1, 4 
. 
investment account 
service charge 
risk capitalists 
worlzing captial 

1 working capital 
2 service charge 

3 risk capitalists 
4 investme11t accoL1nt 

2 7. 1 1 true - currency in circulation ... makes up only a very s1nall part of the 111011ey SL1pply. The 
rest consists of ba11k deposits 

2 false - time deposits [are] bank deposits that ca11 011ly be withdrawn after a certain period of 
. 

time 
3 true - To 111easure money you also have to l<11ovv how often it is spe11t•i11 a given period ... the 

qua11tity of money spent is the money supply times its velocit)' of circt1latio11 
4 trL1e - the central bank ... use[s] monetary policy to try to control the a1nount of money in 

circulation, and its grovvth 
5 false - [the 1nonetary authorities] ca11 change commercial banlzs' reserve-asset ratio ... the 

percentage of deposits a banl< has to keep in its reserves 

2 7 .2 broad money 
money supply 
narro,v money 

1 money suppl)' 
2 narrow money 
3 Broad money 

2 7 .3 1 mo11etary aL1thorities 
2 111onetary policy 
3 monetary growth 
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28.1 
·1 

E 
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N R E 

E T u 
R 

12F 0 1\J N D E R s 
p 

28.2 1 e, 2f, 36, 4a, Sd, 6c 

29.1 1 prospectus 6 to under,iVrite 

2 stock exchange 7 preference shares 

3 
. 8 ordinary shares investors 

4 going public 9 bankrupt 

5 flotation 10 liquidation 

29.2 1 false - only s11ccessful existing co1npanies can go p11blic 
2 true - An investment banl< underwrites the stock issue: guarantees to buy the shares if there 

are not e11ough other b11yers 
3 false - The co1npany gets independent accountants to prodL1ce a due diligence re_port 

4 false - preference shares ... holders receive a fixed divide11d 
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 

30.1 

produce a prospectus 
underwrite an issue 

1 go 
2 public 
3 offering 
4 shares 

1 rights issue 
2 non1inal value 
3 to capitalize 

5 prod11ced 
6 prospectus 
7 underwriting 

. 
8 issue 

5 marlzet price 
6 O\i\Tn shares 
7 pri111ary 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 ••• l1ave fewer regulations 
3 true - 111arket price ... depends on supply and demand - how many sellers and buyers there are 

4 true - auto111atic trading systems ... match up buyers and sellers 
5 true - The spread or difference bet\i\Teen these prices is their profit or marl<-11p 
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30.3 1 value stock 5 income stock 
6 rights issue 2 defensive stoclzs 

3 blue chips 
4 gro"vtl1 stocl<s 

7 scrip/capitalization/bonus issue 
8 own sl1ares 

31.1 1 bear market 
2 bL1ll marl<:et 
3 crash 

31.2 Possible a11s,vers: 

1 They buy stocks in issues tl1at are over-subscribed, so they can immediately re-sell them at a 
profit. 

2 Because if a con1pany makes a profit but does not pay dividends, its stock price vvill rise, and 
stockholders can make a capita.I gain by selling tl1e stocks. Capital gains are taxed at a lower 
rate than divide11ds, ,vhich are income. 

3 By agreein.g to sell so1nething at a fixed price, and then buying it at a lo,ver price. 

31 .3 mal<e a capital gai11 
make a profit 
ow11 sect1r1t1es 
pay a dividend 
pay tax 
receive a dividend 

. . 
reta111 earnings 
take a position 

1 pay, tax, receive, divide11d, retains, earni11gs, make, capital gai11 
2 make, profit, taking, position, securities, o"v11 

32.1 1d,2b,3a,4c 

32.2 1 false - Fu11damental analysis ... ignores the behaviour of investors a11d assu.mes tl1at a share 
has a trt1e or correct value 

2 true - Fundamental analysis ... asst1mes that a sl1are has a trt1e or correct value, ,vhich ... 
reflects the present value of the future income fro1n dividends 

3 true - Investors can reduce tl1ese by having a diversified portfolio 
4 false - Unsyste111atic risks are thin.gs that affect individual con1panies (a11d their sl1ares) 

32.3 1 b, 2c, 3a 

33.1 1 pri11cipal 6 Treast1ry bonds 
2 credit rating 7 coupon 
3 gilt-edged stock 8 Treasury notes 
4 default 9 yield 
5 maturity date 10 i11solvent 

• 
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33.2 1 true - The holders of bonds ... get their money ... back on a given 1naturity date 
2 false - if a company ... declared bankrupt ... boldholders ,vill probably get son1e of their 

money back 
3 true - The highest grad.e (AAA or Aaa) n1eans that tl1ere is almost no risk that the borrower 

will default 
4 false - if interest rates rise, so that ne,v borrowers have to pay a l1igher 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 i11to shares ••• tl1e buyer gets 

tl1e chance of mal,ing a profit with the convertible option 
7 trL1e - zero coupon bonds ... pay no interest but are sold at a big discot1nt 011 their par value 
8 false - Bonds vvith a lovv credit rating (and a high chance of default) are called ju11k bo11ds 

33.3 1 C, 2 C, 3 B, 4 B 

34.1 
. 

1 spot price 
2 backwardation 
3 over-the-counter 
4 forwards 

34.2 1 A, x 
2 B,z 
3 B,v 

4 A, w 
5 B, u 
6 C, y 

5 commodities 
6 to hedge 
7 futures 

34.3 1 true - curre11cies, interest rates, stocks and stock marl,et i11dexes fluctuate ••• so financial 
futures are L1sed to fix a value for a specified futt1re date 

2 false - Interest rate futures are agreements to issue ... bonds, certificates of deposit, mo11ey 

1narket deposits, etc. 
3 true - I11terest rate futures are agreements between banl<s and i11vestors and companies to 

issue fixed i11come securities ... at a ft1ture date 
4 true - the buyer a11d seller of a financial future have different opinions a.bout vvl1at will 

happen to exchange rates, interest rates and stocl< prices 
5 false - Futures trading is a zero-su1n gan1e, because the amount of 1none)1 gained by one party 

will be the san1e as the sum lost by the other 

35.1 1 c, 2a, 3b, 4d 

35.2 1 a, d 4 a 
2 b, c 5 a 
3 b 

3 5.3 1 Warrants 

35.4 

2 Put options 
3 S,vaps 

. 
1 pren11um 
2 strike/exercise price 
3 call options 

4 warrants 
5 swap 
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3 6.1 accumulate capital 
allocate assets 
allocate funds 
allocate money 
diversify portfolios 
manage accounts 
ma11age assets 
manage money 
manage portfolios 

1 manage, assets/111011ey/portfolio 
2 diversify, portfolio 

3 allocate, money/funds/a.ssets 
4 accu1nulate capital 

36.2 1 c, 2a, 36 

36.3 le, 2d, 3a, 46, Se 

37.1 1 to pool 3 to leverage 
2 to take a 1011g positio11 4 to take a short position 

3 7 .2 1 false - Despite their .nan1e, hedge funds do not necessarily 11se hedging tech11iques 
2 true - Most h.edge funds use gearing or leverage, which means borrowing money as well as 

11sing their own funds 
3 false - the)' generally specialize in high-risk, short-term speculation 
4 true - investors ca11 profit from price differences between the two markets ... the price 

difference is usually very small (and vvould be zero if marl<ets were perfectly efficient) 
5 false - structured prod11cts fro1n banks ... are customized ... financial i11struments 

3 7 .3 1 Le,,erage 3 Full Participatio11 
2 Capital Protection 

38.1 1c, 2a, 36 

38.2 1 remained stable 
2 risen regularly 
3 increased rapidly 

38.3 Possible ans,ver: 

4 Yield Enha11cement 

4 grew slowly 
5 sharp increases 

The price of gold rose steadily d11ring 1985-7, reaching a peak of $500 an 011nce at the end of 
1987. The price fell again in 1988-9. The price fluctuated rapidly in 1990, and decli11ed slowly 
during 1991-2. After a sharp rise in 1993, it re1nained stable for four years before falling 
dramatically between 1996 a11d 1999. Gold bottomed ot1t at nearly $250 in both 1999 and 
2001. Si11ce 2001 there l1as been a steady rise to over $400. 

39.1 1 acqu1s1t1ons 3 111erger 
2 Joint vent11re 4 raid, takeover bid 

3 9 .2 1 ,vhite l<night, hostile 
2 friendly 
3 poison pill 

39.3 1 c, 2d, 3a, 4e, Sb 
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40.1 1 parent company 
2 core business 
3 

. . 
asset-str1pp1ng 

4 subsidiaries 

40.2 1 b, 2d, 3a, 4e, 5c 

40.3 1 a, 2f, 3 b, 4e, 5c, 6d 

41 .1 1 discoL1nted cash flo,v 
2 rate of retur11 

5 leveraged 
6 marl<et capitalization 
7 S)'nergy 

4 ti1ne valu.e of money 
5 purchasing povver 

3 internal rate of return 6 discount rate 

41.2 1 false - The retur11 we could get by investi11g the mo11ey in other ways is the opportL1nity cost 

of capital 
2 true - the rate of return n1ust be at least as high as we could get by depositi11g the money in a 

bank instead, or by making another risk-free invest1nent 
3 false - there's nearly always inflation, so cash will have lower purchasi11.g po,ver in the future: 

you'll be able to buy less ,.vith the san1e amoL1nt of n1.oney 
4 trL1e - tl1e value of 1noney decreases over time 

41 .3 1 b, 2e, 3d, 4c, 5a 

42.1 1 
. 

pr1ce-sens1t1ve 
2 compliance 
3 i11.sider dealing 
4 n1011.ey launderi11g 

42.2 1 c, 2a, 3e, 46, 5d 

42.3 1 laundering money 
2 conflicts of interest 
3 co1npliance officer 

43.1 Ls 
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5 fraudulent 
6 disclosure 
7 oversee 

4 insider traders 
5 Chinese walls 
6 deregulatio11 
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44.1 1 true - In theory, exchange rates should be at tl1e level that gives purchasing power parity (PPP) 

44.2 

... In fact, PPP does not work 
2 false - if the price level i11 a country increases because of i11flation, its currency should 

depreciate 
3 true - Fi11a11cial institutions, co1npa.nies and ricl1 .i11dividuals all buy currei1cies, looking for ... 

sl1ort-term capital gains if a currency gains .i11 valu.e 
4 false - curre11cy speculation [is] buying ct1rrencies in tl1e l1ope of 1naking a _profit ... looking 

for higl1 interest rates 
5 true - CL1rrency traders 111ake considerable profits from the spread betv.reen a currency's buying 

and selling prices 
6 false - Over 95% of the vvorld'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 

enot1gh gold to guarantee the An1erica11 currency 
8 true - For 25 years after World War II, the levels of 111ost major currencies ... were fixed ... 

Since the early 1970s, there has been a systen1 of floating exchange rates in most western 
. 

countries 
9 false - If there are more buyers of a ct1rre11cy than sellers, its price will rise; if there are 1nore 

sellers, it will fall 

Verb Noun(s) Noun for people Adjective(s) 
a_p 'preciate appreci 'ation - -

con'vert converti' bility, co11 'version - con'verted 

de'preciate depreci' atio11 - -

• I • I • 

ii1ter'ventio11ary inter vene 111ter ve11t1on -

'spect1late specu 'lation 'speculator 'speculative 

44.3 1 depreciate 4 co11verting 
5 speculators 
6 intervene 

. 
2 appreciate 
3 speculatioi1 

45.1 1 true - a letter of credit ... is a written promise by a bank to pay a certai11 a1110L1nt to the seller 
... when tl1e bank receives instructions fro in tl1e buyer 

2 true - a letter of credit ... is a written promise ... to pay a. certai11 amount ... within a fixed 
period 

3 false - Documentary credits are usually irrevocable, 1neaning th.at tl1ey ca1111ot be changed 
unless all the parties involved agree 

4 false - the bill of lading is a doct1me11t . . . confirming that the goods have been received for 
shipment 

5 true - If a bill is endorsed by a ,vell-known bank:, tl1e exporter can sell it . . . in the fina11cial 
marl<.ets ... This way the exporter gets most of tl1e money immediately, and does11't have to 
vvait for the buyer to pay the bill 

6 true - the exporter can sell it at a discount ... When the bill n1atures, the bL1yer receives the 
full amount 

45.2 1 f, 2a, 3c, 4d, Se, 66 
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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 docun1ents 
describe goods 
receive goods 
sell goods 
transport goods 

1 accepted/endorsed 
2 describe 
3 sell 

4 signs, received 
5 present 

6DEQ 
7, 8 CFR / CIF 

46.1 1 EXW 
2 FCA 
3 FAS 
4 FOB 
5 DES 

9, 10, 11 DAF / CPT / CIP 
12, 13 DDU / DDP 
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48.1 1 peak 
2 dow11swing 
3 recession 

48.2 1 d, 2e, 3c, 46, Sa 

4 trough 
5 recovery 
6 boom 

48.3 to get bigger or n1ake bigger: boost, expa11d, increase, inflate, raise, rise, reflate, stimulate 
to get sn1aller or make smaller: contract, cool down, cut, decrease, deflate, reduce 

49.1 1 excise taxes/ 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 tax / death duty 
5 income tax and social security tax I national insL1rance 
6 tariffs 
7 capital ga.ins tax 

49.2 1 direct 4 progressive tax 
5 indirect 2 proportional tax 

3 social security 

49.3 1 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 con1pany pays tax on its 

profits, the shareholders pay inco1ne tax on any divide11ds 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 dri11ks and petrol 
5 true - Multinational companies often register tl1eir head offices in tax havens - small countries 

where income taxes for foreign companies are low 
6 true - some en1ployers 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 getting 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 

1 supply, services 
2 finance, require 

3 implement, strategies 
4 reach, customers 
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50.2 1 market opportunity 
2 sales forecast 

4 marketing strategy 
5 benefits 
6 sales promotio11s 

50.3 Fina11ce: bear market, currency market, equity market, over-the-counter market, primary 
market, secondary market, stock market, n1arl<et capitalization, market malzer, market price, 
market value 
Marketi11g: marl<et penetration, market segment, market share, market skimming 
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132 

Index 
The numbers in the index are Unit numbers not page numbers. 

abrt1pt /g'brApt/ 38 
al)ruptly /g 'brAptli/ 38 
absolute advantage /,rebsglu:t 

gd1va:nt1d3/ 43 
absorption costing /gb'z:,:pJ::in 

1kost1u/ 17 
accelerated depreciation 

/gk 1selgre1t1d d11pri:Ji'e1J3 n/ 9 
account /g'kaunt/ 4 
accountancy /g'kauntgntsi/ 3 
accounta11t /g 'kauntgnt/ 3 
account book /g'kaunt buk/ 10 
accounting /g'kaunt1u/ 3 
accounting period /g 'kauntJIJ 

1p1grigd/ 4 
accou11ting policies /g'kauntIIJ 

,poJgsiz/ 7 
accrued expenses /g1kru:d 

1k'spents1z/ 13 
acct1mulate /g'kju:mjgJe1t/ 36 
accumulated depreciation 

cl1arges /g 1kju:mjgJe1t 1d 
d11pri:Ji 1e1J::in 1tfa:d31z/ 12 

accuracy / ' rekj grgsi/ 3, 10 
acct1rately /'rekjgrgt]i/ 32 
acid test / 1res1d ,test / 15 
acquire /g'kwa1gr/ 21, 22 
acqt1isition / 1rekw11z1J3 n/ 22, 39 
active strategy / 1rekt1v 

1st rretgd3i/ 36 
activit)r-based costing 

/rek1t1vgti 1be1st ,kostIIJ 17 
additional costs /g'drJ gngl 

,kosts/ 46 
adequate / 1red1kwgt/ 10 
advice /gd'vars/ 22 
agent / 1e1d3gnt/ 47 
allocate / 1relgke1t/ 17, 36 
a11alyst / 1rengl1st/ 22, 32 
angel investor / 1e1nd3gl 

In,vestgr/ 28 
a1111ual accounts /,renjugJ 

g 'kaunts/ 3 
an11u.al general meeting (AGM) 

/ ,ren jugl 1d3engrgl 1mi:t11J 1e1 
d3i: 'em/ 6 

annt1al report / ,renjugl r 11p:,:t/ 6 
anticipate a loss /ren 1t1s1pe1t g 

'los/ 12 
apply /g 'pla1/ 3 
appreciate /g 'pri:Jie1t/ 9, 44 
appreciation /g 1pri:Ji 1e1f3 n/ 9 
arlJitrage / ,a:b1 1t ra :3/ 37 
arbitrageur /1a:b1tra: 133:r/ 3 7 
articles of association / 10:t 1klz 

gv g1sgufi'e1J3 n/ 5 
assess /g1ses/ 20 
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asset allocation /,reset 

1relg'ke1J.in/ 36 
asset management / 'reset 

1mren1d3mgnt/ 36 
assets /'reset s/ 2, 11, 20 
asset-stripping / ' reset ,str1p1u/ 

40 
assun1ptio11 /g'sAmpJ::in/ 8 
assurance /g'J:,:rgnts/ 4 7 
audit com111ittee / ':,:d1t kg 1m1ti/ 

5 
auditi11g / 1:,:d1t1IJ/ 3 
auditor /1:,:d1tgr/ 10 
at1ditors' report / 1:,:d1tgz 

r1 1p:,:t/ 6 
at1thorized sl1are capital 

/ ,:,:0gra1zd 'Jeg 1krep1tgl/ 5 
at1tomatic trading systen1 

/ 1:::, :tgmret1k 1tre1d1u ,s1stgm/ 
30 

backvvardatio11 / 1brekwg'de1J3 n/ 
34 

back\:vard integration 
/,brekwgd 11nt11gre1J3 n/ 39 

bad debt / ,bred 'det/ 12 
bail out / 1be1l 'aut/ 23 
balance of payments / ,brelgnts 

gv 1pe1mgnts/ 43 
balance of trade / ,brelgnts gv 

1tre1d/ 43 
balance sheet /'bre}gnts ,fi:t/ 2, 

4, 11 
bank account / 'b reIJk g,kaunt/ 

20 
bank- custo111er relations /,bre[Jk 

1kAstgmg r1 1le1Jgnz/ 26 
bank deposit / 'breIJk d11pt1z1t / 1 
ba11knote /'brel)kngut/ 1 
bank run / 'bre(Jk ,rAn/ 23 
ba11k transfer / 1bre1Jk 

1 trrentsf3:r/ 19 
base rate / 1be1s 1re1t/ 24 
bear (nou.11) /begr/ 31 
bear (verb) /be-;Jr/ 47 
bear 1narket / 'beg 1mo:k1t/ 31 
benefit / 1ben1f1t / 50 
bid /brd/ 30 
bill /b11/ 1 
bill of exchange /1b1l gv 

1ks 1tfe1nd3/ 45 
bill of lading / 1b1l gv 1le1d1IJ/ 45 
blue chip /'blur ,tfrp/ 30 
board of directors /1b:1:d gv 

d r'rektgz/ 5 
bond /bond/ 2, 21, 33 
bont1s /'bgun.}s/ 1 
bonus isst1e / 'bgungs 11fu:/ 30 

bookkeeping / 1buk 1ki:p1IJ/ 3, 4 
600111 /bu:m/ 48 
boom and bust / ,bu:m gnd 

'bAst / 48 
boost /bu:st / 48 
borro,;,,, from / 'borgu from/ 2 
borrower /'borgu.gr/ 20 
bottom line /,botgm 1la1n/ 14 
botton1 out / 1botgn1 'aut/ 38 
bought ledger / ,b:,:t 'led3gr/ 4 
branch /bra:ntJ/ 19 
bra11d na1ne /' brrend ,ne rm/ 12 
breake,,e11 a11alysis 

/
1bre1k1i:vgn g1nrel.gs1s/ 17 

breake,,en poi11t / 1bre1k 1i:v.}n 

1p:,1nt/ 17 
broad n1oney /'br:,:d ,mAni/ 27 
broker / 'br.}ukgr/ 4 7 
budget / 1bAd31t/ 1 
buildi11g society / 1b1ld11J 

sg1sa1gti/ 21 
bull /bull 31 
bt1ll market /'bul 11no:k1t/ 31 
bt1siness cycle / 1brzn1s 1sa1kl/ 48 
business entity / 1b1zn1s 1ent1ti/ 8 
business plan / 1b1zn1s ,plren/ 

28,50 
call option / 'k:::,:l ,opfgn/ 35 
capital / 1krep1t3 J/ 2, 11 
capital accumulation / 1krep1t al 

g1kju:mj.} 1le1f3 n/ 36 
capital adequacy ratio /1krep1t<ll 

1red1kwgsi 1re1Ji.gu/ 27 
capital gain /,kreprtal 1ge1n/ 31, 

33 
capital gains tax / 1krep1tal 

1ge1nz ,treks/ 49 
capitalization issue 

/,.krep1t.ila1 1ze1fgn 11Ju:/ 30 
capitalization rate 

/ 1krepJt<lla1 1 ze1f gn ,rert/ 41 
capitalize / 1krep1t 3 la1z/ 30 
capital preservation / 1krep1t <ll 

1prezg 1ve1Jan/ 36 
capital transfer tax / 1krep1tal 

1trrentsf3:r ,t reks/ 49 
carrier / 'krerigr/ 45 
carry out /, kreri 'aut/ 3 
cash /kref/ 1 
cash dispenser / 'kreJ 

dr ,spentsgr/ 19 
cash flow / 'kref ,flgu/ 25, 32 
cash flow stateme11t / 'kreJ ,flgu 

,ste1tmgnt/ 11, 14 
central ba11k / 1sentrgl 1bre1Jk/ 21 
certificate of deposit /sg1t1f1k-;Jt 

gv d11poz1t/ 25 



certificate of origin /sg 1t1f1kgt 
gv 'or1d3rn/ 45 

CFR - cost and freight /,si : ef 
• 

'a: ,kust gnd 'frert/ 46 
chairman / 'tfegmgn/ 5 
charge /tf a:d3/ 20 
charge against /'tf a:d3 

g ,gentst/ 13 
charge against profits l,tf a:d3 

g,gentst 'profits/ 9 
chart /tf a:t/ 32 
chartist l 'tf a:t 1st/ 32 
cheqt1e /tJek/ 19 
chequebook /' tfekbuk/ 19 
Chinese vvalls /,tfa1ni:z 'w::,:lz/ 

42 
CIF - cost, insura11ce and 

freight /,si: a1 'ef ,kost 
rn,Jugrgnts .:,nd 'fre1t/ 46 

CIP - carriage and insurance 
paid to ... / ,si: a1 'pi: 1krer1d3 
gnd 1n 1Jugrgnts 1pe1d tu:/ 46 

cleari11g bank / 1 kliclfIIJ , brel)k/ 
21 

climb /klarm/ 3 8 
coin /k::,1n/ 1 
collateral /kg 'lret:;,r:;il/ 19 
commercial bank / 1.kg 'm3:J:;il 

,breIJk/ 20 
commercial invoice /kg ,m3:J:;il 

11nv::,1s/ 45 
commercial paper /kg,m3:J3 l 

'pe1pg1/ 25 
commission /kg'm1Jgn/ 1, 31 
commodities /kg 'modgtiz/ 34 
common currency /,komgn 

'kArc>ntsi/ 44 
company / 1kAmpgni/ 5 
co1nparative advantage 

/kgm1prergt1v gd'va:nt1d3/ 43 
comparative cost principle 

/kg1n1prergt1v 'kost 

1
pr1nts;;,pl/ 43 

compensate /' kon1pgnse1t/ 47 
con1petitive /k;;,m'pet1t1v/ 25 
compliance /kgm'pla1gnts/ 42 
comply vvith /kgm'pla1 w10/ 10 
compounding /kgm'paundIIJ/ 41 
confidential /,konf1 1dentJ:;il/ 42 
conflict of interest / 1konfl1kt gv 

'1ntrgst/ 42 
conglomerate /k;;,n 'glom3 rgt / 

21,40 
conservatism /k.:,n's3:vc>t1z3 m/ 

8, 12 
considerable /k.:,n' s1d3 rgbl/ 3 8 
co11siderably /kgn 'srd:;,r.:,bli/ 38 
co11sistency /kgn' s1stgntsi/ 7 

consolidated financial 
statement /kJn,sol1de1t1d 
fa1 ,nrentJ3 l 'ste1t1ngnt/ 8 

consu.lting /kgn 'sAlt11J/ 10 
const1lti11g fir1n /kgn 'sJ\lt1IJ 

,f3:m/ 22 
consumptio11 /kgn'sAmpJ3 n/ 48 
co11ti11uity / 1kont1 1nju:gti/ 8 
controller /kgn'tr.:>ulgr/ 10 
co11ventio11 /kgn 'ventJ3 n/ 7 
convertible /kgn'v3:tgbJ/ 33 
convertible bond /kgn'v3:tclb.1 

,bond/ 28 
cool dovvn the economy /,ku:l 

,daun oi r'kongmi/ 48 
core business /,k::>: 'b1zn1s/ 40 
corporate bo11ds / 1k::>:p3 rgt 

,bondz/ 33 
corporate customer / 1k::,:p3 rgt 

,kJ\St gmgr/ 20 
corporate governance 

/ ,k::>:p0rgt 'gA vgngnts/ 5 
corporate raider /,k::>:p3 r;;,t 

're1dgr/ 40 
corporation /,k::,:pclr'e1f 3n/ 6 
corporation tax / ,k::>:p:;ir 'e1f gn 

,treks/ 49 
cost accounting / 'kost 

cl1kaunt1l)/ 17 
cost centre /'kost ,sent:;,r/ 17 
cost of capital / ,kost gv 

'krep1t:;iJ/ 41 
cost of goods sold / ,kost ;;,v 

,gudz 'scluld/ 14 
cost of sales / ,kost clV 'se1lz/ 14 
cost-plus prici11g / 'kost ,plJ\S 

1pra1s11J/ 18 
coupon /'ku:pon/ 33 
cover costs /, kA vcl 'kosts/ 17 
CPT - carriage paid to ... / ,si: 

pi: 'ti: 1krer1d3 'pe1d tu:/ 46 
crash /krreJ/ 31 
create credit /kri ,ert 1kred1t/ 

20 
creative accounting /kri1e1trv 

g'kaunt1l)/ 3 
credit / 'kred1t/ 4 
credit card / 1kred1t ,ka:d/ 19 
creditor / 1kred1tgr/ 3 
creditors / 1kred1tclz/ 4, 13 
credit rating / 1kred1t ,re1t11)/ 

24,33 
credits / 'kredrts/ 19 
credit standing / 1kred1t 

1strend11J/ 24 
creditworthiness 

/
1 kredrt, W3:01nc>s/ 24 

C terms / ' si: 1 t3:mz/ 46 
cum div / 'kAm 1d1v/ 31 

ct1rrency / 'khr3 ntsi/ 1 
ct1rrency forward /,kAr0ntsi 

'f::,:wc>d/ 34 
ct1rrency futt1re /,kAr0 ntsi 

'fju:tJ·c)I/ 34 
currency 1narket /'kAr3 ntsi 

,ma:k1t/ 23 
currency specu.lation /,khrgntsi 

1spekjg'le1J3 n/ 44 
current accot1nt /'khrc>nt 

g,kaunt/ 19 
current assets / 1kJ\rg11t 'resets/ 

9, 12 
current liabilities / 1kArclnt 

Ja1c>1b1lc>t iz/ 13 
curre11t ratio / ,kArclnt 're1ficlu/ 

15 
current replacement cost 

/ ,kArgnt r1 1ple1smgnt ,kost/ 
7,9 

curriculum vitae (CV) 
/kcl1r1kjgJgm 'vi:tar ,si: 'vi:/ 
50 

customized / 1kAStclma1zd/ 37 
ct1stoms clearance /' khstgmz 

1 klrclrclnts/ 46 
DAF - delivered at fro11tier / 1di: 

e1 'ef di l1vgd gt frAn 1t1clr/ 46 
I 

damage to property / 1drem1d3 
tc> 'propclti/ 4 7 

day book / 1de1 ,buk/ 4 
day trader / 'de1 1tre1dgr/ 31 
DDP - delivered duty paid / ,di: 

di: 'pi: d1 ,l1vc>d ,dju.:ti 'pe1d/ 
46 

DDU - delivered duty unpaid 
/,di: di: 'ju: d1 ,l1vc>d ,dju:ti 
An'pe1d/ 46 

dealer /'di:Jgr/ 25 
dealing / 1di:l1l)/ 22 
death duty / 'dee ,dju:ti/ 49 
debit / 'debit/ 4 
debit card / 'debit ,ka:d/ 19 
debits / 1 debits/ 19 
debt /<let/ 2 
debt instrument / '<let 

11ntstrc>mgnt/ 25 
debtors /'detgz/ 4, 10, 12 
declare bankrupt /d1,klegr 

'breIJkrhpt/ 33 
decline /d1 1klarn/ 38 
decrease (n) / 1 di:kri:s/ 3 8 
decrease (v) /'d1 1kri:s/ 38 
default /d1 1f::>:lt/ 33 
defensive stock /d1 'fents1v 

,stok/ 30 
deferred taxes /d1 ,f3:d 'treks1z/ 

13 
deficit / 1def1s1t/ 43 
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deflationary /dr'fle1f.1n.1ri/ 48 
de1nand /d11ma:nd/ 23, 30 
deposit /d1 1poz1t/ 20 
deposit account /dr 1poz1t 

g,kaunt/ 19 
depositor /d1 'poz1tgr/ 20 
depreciate /d1'pri:fie1t/ 9, 44 
depreciation /d1 1pri:fi'e1J3n/ 7, 9 
depression /d1 1pref .1n/ 48 
DEQ - delivered ex qt1ay /,di: 

i: 'kju: d1J1vgd ,eks 'ki:/ 46 
deregt1late / 1di: 1regjgle1t/ 21, 42 
deregulatio11 /1di:regjg 'Je1f3 n/ 

21 
derivative /d1 1r1vgtrv/ 35 
DES - delivered ex ship /,di: i: 

'es d1 1l1vgd ,eks 1f1p/ 46 
deteriorate /d1't1dridre1t/ 38 
deterioration /d1,t1drig're1f0n/ 

38 
direct /d1 1rekt/ 47 
direct cost /d1 1rekt ,kost/ 17, 18 
direct debit /d11rekt 'debit/ 19 
direct tax /d11rekt ,treks/ 49 
director /d1 1 rektdr/ 5 
disclose /d1s 1klduz/ 7, 10 
disclosure /d1s 1kldu3;;,r/ 42 
discot1nt (n) /' drskaunt/ 25 
discounted cash flow 

/d1,skaunt1d 'kref ,flgu/ 41 
discount factor / 1d1skaunt 

1frekt.1r/ 41 
discou11ting /d1 1skaunt1I]/ 41 
discot1nt rate / 1d1skaunt 1re1t/ 

24,27,41 
distribute /d11str1bju:t/ 11 
diversificatio11 

/da1 ,v3:s1f1 1ke1f0 n/ 32, 39 
diversified portfolio 

/da1, v3:s1fa1d ,p'.:):t 'fdulidu/ 
32 

diversify /da1'v3:s1fa1/ 36 
divestiture /da1 1vest1tf gr/ 22 
dividend / 1d1v1dend/ 2 
dividend cover /' d1vrdend 

,kAvdr/ 15 
documentary credit 

/,dokj.1mentdri 1kred1t/ 45 
documentation 

/ ,dokjgmen 1te1f dn/ 46 
double-e11try bookkeeping 

/,dAbl ,entri 1buk 1ki:p1IJ/ 4 
dow11svving / 1daunsw1IJ/ 48 
downturn / 'datJilt3:n/ 48 
draft /dra:ft/ 45 
dramatic /drd 1mret1k/ 38 
dramatically /drg1mret1k3li/ 38 
draw up /1dr'.:): 1Ap/ 5 
drop /drop/ 38 
D terms / 1 di: 1 t3:mz/ 46 
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due diligence / 1dju: 1d1l1d3;;,nts/ 
29 

dumpi11g / 1dAmp1IJ/ 43 
earn /3:n/ 1 
earnings / 13:nIIJZ/ 2 
earnings per share / 13 :0IJJZ ,p3: 

'Jedr/ 15 
e-banking /'i: ,brel)kIIJ/ 19 
EBIT / 'i:b1t / 14 
EBITDA /1i:b1t 'da:/ 14 
economies of scale /1 ,kon;;,miz 

gv 1ske1l/ 18, 43 
efficie11cy /1 'f 1.f dntsi/ 15 
efficient market hypothesis 

/1 1f1fdnt 1ma:k1t ha11po0ds1s/ 
32, 36 

elastic /1 1lrest1k/ 18 
employment /1m 'pl'.:)Imdnt/ 24 
endorse /1n 'd:, :s/ 45 
entreprenet1r /,ontrdprg'n3:r/ 28 
equities / 1ekw1tiz/ 2, 29 
equity / 1ekw1ti/ 29 
equity marl<et / 1ekw1ti 1mo:k1t / 

30 
establish /11strebl1J/ 3 
estate tax /11ste1t ,treks/ 49 
E tern1 / 'i: ,t3:m/ 46 
ethical / 'e01k;il/ 3 
evaluate /1'vreljue1t/ 10 
ex div / 'eks 1d1v/ 31 
examination /191zrem1 1ne1J 3 n/ 

10 
exchange market /1ks 'tJ e1nd3 

1ma:k1t/ 44 
exchange rate /1ks 'tf e1nd3 

1re1t/ 23, 44 
excise duty / 1eksa1z ,dju:ti/ 49 
excise tax / 1eksa1z ,treks/ 49 
execute orders /,eks1kju:t 

':,:d;;,z/ 22 
executive director /19 ,zekj gt1v 

d1 1rektgr/ 5 
executive st1mmary /19 1zekjgt1v 

'sAmdri/ 28, 50 
exercise an option / 1eks.1sa1z 

~n 'opJdn/ 35 
exercise price / 1eksgsa1z 1pra1s/ 
. 35 
exit strategy / 1eks1t ,strret~d3i/ 

28 
expense /rk'spents/ 4 
expenses /1k 1spents1z/ 2 
export (n) /' eksp~:t/ 43 
export (v) /ek'sp:,:t/ 43 
exporter /1k1sp:,:tgr/ 43 
export licence /'eksp:,:t 

,la1sgnts/ 45 
external audit /1k 1st3:n3 l 1'.:) :d1t/ 

3 

external auditor /1k 1st3:n;:il 
1~:d1t;;,r/ 10 

extraordinary general meeting 
(EGM) /1k

1
str:,:d;in;:iri 

1
d3en;ir.il 

'mi:tro ,i: d3i: 'em/ 6 
EXW - ex works /J: eks 

1dAblju: ,eks 1w3:ks/ 46 
face valt1e / 1fe1s ,vrelju:/ 25 
fair presentatio11 / ,f eg 

1prezgn 'te1f3 n/ 7 
fall /f ~: 1/ 3 8 
fallen angel /,f~:lgn 1e1nd3;i}/ 

33 
FAS - free alongside ship /,ef e1 

'es ,fri: g,lol)sa1d 1J1p/ 46 
FCA - free carrier /,ef si: 1e1 

,fri: 'krerigr/ 46 
fee /fi:/ 22 
fees /fi:z/ 1, 36 
financial accounting /fa1 'nrenf ;il 

d1kaunt11)/ 3 
financial future /fa1 1nrenf3 J 

'fju:tJgr/ 34 
fina11cial institution /fa1 1nrenJ3J 

11ntst11tju:J3 n/ 21 
financial instrt1ment /fa1 1nrenf al 

11ntstr~m;;,nt/ 25 
financial planning /fa11nrenf3 l 

1plren11J/ 41 
financial restructuring 

/fa1 ,nrenJ;il ,ri: 1 str AktJ dfllJ/ 
22 

financial results /fa1 1nrenJ.il 
r1 '2Alts/ 29 

financial stability /far ,nrenf "'l 
stg1b1lgti/ 23 

financial statement /fa1 1nrenf.il 
1ste1tmdnt/ 2, 3, 4 

financial system /fa1 ,nrenJ01 
1SIStdm/ 23 

financial year /fa11nrenJ.il 'j 1dr/ 
8 

financing / 1fa1nrents11] / 14 
fiscal policy /,f ISk"'l 'pol;;,si/ 48 
fixed assets / 1f1kst 'resets/ 9, 12 
fixed costs /'f 1kst ,kosts/ 17 
fixed dividend / 1f1kst 

1d1v1dend/ 29 
fixed exchange rate / 1f1kst 

1ks 'tJe1nd3 1re1t/ 44 
fixed interest payment / 1f1kst 

11ntrJst 1pe1mdnt/ 33 
fixed-term / 1f1kst ,t3:m/ 26 
floating exchange rate / 1flgut1t] 

1ks 1tfe1nd3 1re1t/ 44 
floating interest rate./ 1flgut11J 

11ntrdst 1re1t/ 24 
floating-rate note /'flgutIIJ 1re1t 

,ndut/ 33 
flotation /fldu1te1f 3 n/ 29 



fluctuate /'flAktJuert/ 34, 38 
FOB - free on board /,ef gu 

'bi: ,fri: on 'b::,:d/ 46 
follow rules /,folgu 'ru:lz/ 3 
forecaster /'f ::,:ka :stgr/ 22 
foreign currency /,forrn 

'kArgntsi/ 19 
forward /'f ::,:wgd/ 34 
forward contract /'f::,:wgd 

,kontrrekt/ 34 
forvvard i11tegration / ,f ::,:wgd 

,1nt1 'gre1J gn/ 39 
found /faund/ 5 
founder /'faundgr/ 5, 28 
fraud /fr::,:d/ 3, 10 
frat1dulent /'fr::,:djglgnt/ 42 
freely floating exchange rate 

/,fri:li ,f}gut11J 1ks'tJe1nd3 
,rert 44 

free trade /,fri: 'trerd/ 43 
freight /fre1t/ 46 
friendly bid /'frendli ,bid/ 39 
fr iendly takeover /'frendli 

,te1kc1uvgr/ 39 
F ter1ns /'ef ,t3:mz/ 46 
full capacity /,fol kg'presc>ti/ 48 
full-disclosure /,ful d1s 'klc1u3gr/ 8 
fundamental analysis 

/1fAndc1mentc1l c1'nrelgs1s/ 32 
funds /fAndz/ 2 
funds flow statement l'fAndz 

,flgu ,ste1tmgnt/ 14 
futures contract /'fj u:tJ gz 

,kontrrekt/ 34 
gearing /' g1gr11J/ 16, 37 
get better /,get 'betc1r/ 38 
get vvorse / ,get 'w3:s/ 38 
gilt-edged stock / ,grlt ,ed3d 

'stok/ 33 
gilts /g ilts/ 33 
give the right / ,grv og 'ra1t/ 35 
go bankrupt /,ggu 'breIJkrApt/ 

15,29 
go into liquidation /,ggu 1ntg 

,l1kw1 1de1Jc1n/ 29 
go public /,ggu 1pAbl1k/ 29 
going concern /1ggu1IJ kc1n's3:n/ 

7, 8 
goii1g-rate pricing /1gc1uIIJ 1re1t 

'praISIIJ/ 18 
gold /gguld/ 23 
gold convertibility /,gguld 

kgn,v3:tg'b1Jgti/ 44 
goods /gudz/ 12 
goods and services tax (GST) 

/,gudz gnd 's3:v1s1z ,treks 
,d3i: es 'ti:/ 49 

goodwill /gud'w1l/ 12 
governinent bond /' gA vc1nmc1nt 

,bond/ 27, 33 

government expenditt1re 
/,gA v.,nmgnt 1k'spend1tJ gr/ 
48 

gradual /' grred3uc11/ 3 8 
gradually / 'grred3ugli/ 38 
grant a loan /,gra:nt c1 1lc1un/ 20 
grai1t credit /,gra:nt 'kred1t/ 11 
gross profit /,grc1us 'prof rt/ 6, 14 
gross profit margin /,grglJS 

'profit ,ma:d3rn/ 16 
grovv /grc1u/ 38 
growth /grc1u0/ 36, 38 
growth stock /'grc1u0 ,stok/ 30 
health ii1surance /'hel0 

1n ,Jucirc1nts/ 1 
hedge agaii1st /'hed3 c11gentst/ 34 
hedge fund /'hed3 ,fAnd/ 37 
hedging /'hed31IJ/ 37 
high net vvorth individual / 1ha1 

,net ,w3:0 ,1nd1'v1d3ugl/ 
21,28 

highly-geared / ,ha1li 'grgd/ 16 
highly-leveraged / ,ha1li 

'li:vgr1d3d/ 16 
hire purchase / ,ha1g 'p3:tJc1s/ 

24, 26 
l1istorical cost /h1 ,stor1k.Jl 

'kost/ 7 
l1it bottom /,hrt 1botc1nli 38 
horizontal integration 

/hor1,zont.,l 11nt1'gre1J<1n/ 39 
hostile bid / 'hosta1l ,bid/ 39 
hostile takeover / 'hosta1l 

,te1k.Juvgr/ 39 
image pricing /'1m1d3 ,praJSI[J/ 

18 
ii11plement (v) /11mplrment/ 50 
import (n) /11mp::,:t/ 43 
import (v) /1m1p::,:t/ 43 
importer /1m 1p::,:tc1r/ 45 
iinpose /1m'pc1uz/ 49 
improve /1m'pru:v/ 38 
improvement /rm'pru:vmgnt/ 

38 
in circulation /rn 1s3:kjg 'Je1Jc1n/ 

27 
in transit /1n 'trrenz1t/ 45 
incentive /1n'sent1v/ 9 
income /111JkAml 1 
income and expenditure 

account / ,IIJkAm c1nd 
1k'spend1tJgr c1,kaunt/ 14 

income stock /'IIJkAm ,stok/ 30 
income tax /111JkAm ,treks/ 49 
incotern1s /111Jkc1u1t3:mz/ 46 
increase (n) / 11nkri:s/ 38 
increase (v) /1n 1kri:s/ 38 
indemi1ify /1n' demn1f a1/ 4 7 
independent auditor 

/
1
1nd1pendc1nt '::,:drtgr/ 3 

index-linked fund 
/,1ndeks'l1l)kt ,fAnd/ 36 

indirect cost / 11nd1rekt 'kost/ 
17, 18 

indirect tax /11nd1rekt 'treks/ 49 
inelastic /11n1 1lrest1k/ 18 
inflation /1n'fle1J0n/ 27 
inflation accounting /1n1fle1J<1n 

c1 ,kaunt11J/ 7 
inheritance tax /rn'her1tc1nts 

,treks/ 49 
initial public offering /1 ,n1Jc1l 

1pAbl1k 'ofc1r11)/ 22 
i11sider dealing /1n1sa1dg 'di:lIIJ/ 

42 
insider trading /1n1sa1dc1 

'trerd1IJ/ 4 2 
insolvent /1n'solvgnt/ 33 
institutional investor 

/ 11ntst1tjt1:J0 n°11n'vestgr/ 22 
instrument /' 1ntstrc1mc1nt/ 35 
insurance /1n 'f ugrc1nts/ 4 7 
insurance certificate 

/rn'Jugrc1nts sg 1t1f1kgt/ 45 
insurance compa11y 

/1n'Juc1rc1nts 1kAmpc1ni/ 21 
insure against /1n1Jugr 

c1 1gentst/ 4 7 
insurer /1n1Jug.rgr/ 47 
intangible assets /1n, trend3c1bl 

'resets/ 12 
interest /'1ntrc1st/ 2, 19 
interest cover /'1ntrgst ,kA vgr/ 

16 
interest-free /,rntrgst 'fri:/ 26 
interest rate future/' 1ntrgst 

1re1t 'fju:tJgr/ 34 
interim report / 11ntc1r1m rr'p::,:t/ 

6 
interinediary / 11ntc1'mi:digri/ 22 
internal audit /1n, t3:ngl •~:d1t/ 

3, 10 
internal auditor /1n 1t3:n°l 

'::,:d1tc1r/ 10 
internal rate of return 

/1n1t3:nc1l 1re1t gv r1 1t3:n/ 41 
internet banl<ing / 11ntgnet 

,breIJkIIJ/ 19 
intervene / 11ntg1vi:n/ 23, 44 
in-the-111oney / 11n oc1 ,mAni/ 35 
inversely /1n'v3:sli/ 33 
invest /rn'vest/ 2, 24 
investing /1n 'vest IIJ/ 14 
investment /1n'vestmc1nt/ 19 
. 
investment account 

/1n1vestmc1nt c11kaunt/ 26 
i11vestment bank /rn'vestmgnt 

,breIJk/ 21 
investment company 

/1n'vestmc1nt ,kAmpgni/ 25 
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investment fund /1n1vestmgnt 

1fAnd/ 22 
investor / rn 1vestgr/ 2, 22 
invisible export / in 1v1zgbl 

1eksp:,:t/ 43 
invisible import /1n 1v1zgb} 

11mp:,:t/ 43 
irregularities /11regjg1lrergtiz/ 10 
irrevocable /11revgkgbl/ 45 
irrevocable credit /11revgkgbl 

1kred1t/ 45 
issue / 11Ju:/ 21 
issue currency / 11Ju: 1kArgntsi/ 

23 
issue securities / 11Ju: 

s11kjugrgtiz/ 22 
joint ventt1re / 1d3:,1nt 1ventJgr/ 

39 
journal / 1d33:n.-,l/ 4 
junk bond / 1d3A1Jk 1bond/ 33, 

40 
labour / 1le1bgr/ 24 
launch /1:,:ntJ/ 18 
lavvs /1:J:z/ 3 
leasing / 'li:s11)/ 24, 26 
legal entity / )i:g.-,J 'ent1ti/ 5 
legiti1nate /l1 'd31tgmgt/ 42 
lend /lend/ 20, 28 
lend to / 1lend tu:/ 2 
lender of last resort / 1lendgr c>V 

Jo:st r1 1z'J:t/ 23 
letter of credit / 1letgr gy 

1kred1t/ 45 
level off /Jev;-il 1of/ 38 
leverage / 1li:vgr1d3/ 16, 37, 40 
leveraged / 1 li:vgr1 d3d/ 40 
leveraged buyout / Ji:vgr1d3d 

1ba1aut/ 40 
levy / 1levi/ 49 
liabilities / 1la1g1b1lgtiz/ 2, 11, 20 
liability / 1la1g'b1lgti/ 47 
liable for / 1la1gbl f:,:r/ 5 
life insurance / 1la1f In,Jugrgnts/ 

47 
limited liability / ,l1m1t1d 

)a1g'b1Jgti/ 5 
liquid assets /J1kwrd 'resets/ 15 
liquidity /l1 1kw1dgti/ 15, 20, 25 
listed company /J1st1d 

1kAmpgni/ 6, 29 
living standards / 1l1v11J 

1strendgdz/ 43 
Lloyd's of London / J:,1dz gy 

1lAndgn/ 47 
loan /}gun/ 2, 19 
long position / 1lDIJ pg1z1J;-,n/ 

31,37 
long-term liabilities /)oIJ 1t3:m 

1la1g 1b1lgtiz/ 13 
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loophole / 1lu:phgu}/ 49 
loss /los/ 4 7 
loss-leader pricing / 1 los 1li :d;;, 

,praISIIJ/ 18 
loss of property / 110s gy 

1propgti/ 47 
lower of cost or market /, ]gu;;,r 

gv ,kost :,: 1ma:k1t/ 12 
lucrative / 1lu:krgt1v/ 42 
lump sum /,L"-mp 'sAm/ 47 
1nake a claim /1me1k ;;, 1kle1m/ 

47 
make a profit / 1me1k g 1prof1t/ 

31 
make provisions / 1me1k 

prg 'v13gnz/ 12 
managed floating exchange 

rate / 1mren1d3d 1flgutIIJ 
1ks 1t Je1nd3 1re1t / 44 

. 
management accounting 

/
1mrenrd3m;;,nt ;;, 1kaunt11J/ 3 

management buyout 
/ 1mren1d3m;;,nt 1ba1aut / 40 

management letter 
/ 1mrenrd3m;;,nt 1let;;,r/ 10 

managing director / 1mrenrd3IIJ 
d1 1r ekt;;,r/ 5 

margi11 /'ma:d31n/ 24 
market capitalization / 1ma:k1t 

1krep1t ::>la1 1ze1J.-,n/ 40 
market forces / 1ma:k1t 1f'J:s1z/ 

44 
market mal<.er / 1mo:k1t 1merk;;,r/ 

30 
market opportunity / 1ma:k1t 

1op;;, 1t ju:n;;,ti/ 50 
market penetration pricing 

/ 1ma:k1t 1pen1 1tre1J;-in 
,praISIJJ/ 18 

marl<.et price / 1ma:k1t 1prars/ 30 
market risk / 1mo:k1t 1r1sk/ 32 
market segment / 1ma:k1t 

1segmgnt/ 18 
market share / 1ma:k1t 1Jegr/ 18 
market skimming /1ma:k1t 

1 sk1m1JJ/ 18 
market value / 1ma:k1t 1vrelju:/ 

9,25 
marketing policy / 1ma:k1t1IJ 

1polgsi/ 17 
marketing strategy / 1mo:k1t IIJ 

1strretgd3i/ 50 
mark-up / 1ma:k Ap/ 30 
mark-up pricing / 1ma:k AP 

,praISIIJ/ 18 
matching /1mretJ1IJ/ 8 
materiality /m;;, 1t1;;,ri 1rel;;,ti/ 8 
maturity /m;;, 1tjugr;;,ti/ 20, 25 

maturity date /m;;,1tjugrc1ti 

1de1t/ 33 
meast1rement / 1me3;;,mgnt/ 7 
memorandum of association 

/mem;;,r,rendgm gy 
;;, , sgu Ji I e1J ;-in/ 5 

1nerchant bank / 1m3:tJ;;,nt 
1bre1Jk/ 21 

merger / 1m3:d3;;,r/ 21, 22, 39 
mergers and acqt1isitions 

department / 1m3:d3gz c1nd 

1rekw1 1z1Jgnz d11pa:tmgnt/ 39 
merge with / 1m3:d3 w10/ 21 
mezzanine financing 

/
1met sgni:n 1fa1nrents11J/ 28, 

40 
middleman /1m1dlmren/ 4 7 
misconduct /m1s'kondAkt/ 6 
moderate / 1modQrgt/ 38 
moderately / 1n1od.-,rgtli/ 3 8 
monetarist / 1mAn1t0 r1st/ 27 
monetary authorities /,mAnit .-,ri 

J: '0or;;,tiz/ 27 
monetary gro,vth / 1mAn1t;-iri 

1 gr;;,u0/ 2 7 
monetary policy / 1mAn1t.-,ri 

1poldsi/ 23, 48 
1noney laundering / 1mAni 

i1~:nd.-,r11J/ 4 2 
1noney market / 1mAni 1ma:k1t/ 

25 
money supply / 1mAni SA1plai/ 27 
monopolist /mg1nopQl1st/ 18 
mortgage / 1m'J:91d3/ 1, 19, 24 
mutual fund / 1mju:tJugl 1fAnd/ 

36 
names /ne1mz/ 4 7 
narrow money / 'nrergu ,mAnil 

27 
national insurance / 1nreJ;-in.-,l 

1n 1Ju~rgnts/ 49 
natural disaster / ,nretJ;-ir ;-,1 

d1 1za:st~r/ 47 
net assets /,net 'resets/ 12 
net book value / 1net 1buk 

1vrelju:/ 12 
net income /,ne t 1IIJkAm/ 2 
net present value / 1net 1prez.-,nt 

1 vrelju:/ 41 
net _profit / 1net 1prof1t/ 6, 14 
net realizable value /,net 

rig I la1zgb} , vrelju:/ 9 
net vvorth /,net 1w3:0/ 12 
nominal ledger / 1nom1n.-,l 

1led3gr/ 4 
nominal value / 1nom1n.-,1 . 

1vrelju:/ 25 



non-bank financial 
intermediary /,non ,breQk 
fa1,nrentf•l ,rnt::i'mi:di::iri/ 21 

non-current assets / ,non ,kAr0 nt 
'resets/ 12 

non-current liabilities /,non 
,kAront ,la1::i'bll::it iz/ 13 

non-executive director /,non 
1g,zekj::it1v d1'rektar/ 5 

non-profit organization /,non 
,profit ,:>:gana1'ze1J0 n/ 14 

non-standardized / ,non 
'strend::ida1zd/ 34 

note /naut/ 1 
not-for-profit organization 

/,not fa ,profit 
,:>:gana 1'ze1J0 n/ 14 

objective /ab 'd3ekt1v/ 5, 17 
objectivity /1obd31k't1vati/ 8 
obsolete /'obsali:t/ 9 
odd-even pricing /,od 'i:van 

,pralSllJ/ 18 
odd pricing /'od ,pra1s1lJ/ 18 
offer /'ofar/ 29, 30 
on credit /,on 'kred1t/ 2 
online broker /,onlarn 'braukar/ 

31 
on paper /,on 'pe1par/ 1 
open-market operations /,aupan 

,ma:k1t ,op0r 'e1J0 nz/ 27 
operations / , op0 r 'e1J onz/ 14 
opportunity cost / ,opa 't j u:nati 

,kost/ 41 
option / 'opf 0 n/ 35 
ordinary share /':>:d•n°ri ,Jear/ 

29 
outgoings / ,aut 'gamlJz/ 1 
out-of-the-money /'aut av oa 

,mAnif 35 
outperform /,autpa'fo:m/ 36 
output /'autput/ 24 
overdraft /'auvadra:ft/ 19, 24 
overdraw /,auva'dr:>:/ 19 
overheads /'auvahedz/ 17 
overheating /,auva 'hi:t tQ/ 48 
oversee /,auva 'si:/ 42 
over-subscribed 

/,auva sab'skra1bd/ 31 
over-the-counter 

/ ,auvaoa'kauntar/ 30, 34, 37 
overtime /'auvata1m/ 1 
owe /::iu/ 2, 11 
own faun/ 2 
own a security /,aun a 

s1'kjuarati/ 31 
own shares /'aun ,Jeaz/ 30 
par value /'pa: ,vrelju:/ 25 
parent company /'pearant 

,kAmpani/ 40 

partner / ' pa :tnar/ 5 
partnership /'pa:tnaf 1p/ 5 
passive strategy /'pres1v 

,strretad3i/ 36 
patent / 'pe1t0 nt/ 12 
pattern /'pret0 n/ 32 
pay a dividend / 1pe1 a 

'd1v1dend 31 
pay interest /1pe1 'mtrast/ 20 
peak /pi:k/ 38, 48 
pegged against / 'pegd a ,gentst/ 

44 
pension /'penf •n/ 1 
pension fund /'penf•n ,fond/ 22 
period of contraction /1p1ariad 

av kan 'trrekf•n/ 48 
period of expansion /, p1ariad 

av 1k'sprentJan/ 48 
perk /p3:k/ 49 
personal customer /'p3:s0 n°1 

,kAstamar/ 20 
personal injury /,p3:s0 n°l 

'md3ari/ 4 7 
personal loan /,p3:s0 n°1 'laun/ 

20 
place an order / 1ple1s an ':>:da•/ 

30 
poison pill / ,p:>rzon 'pill 39 
policy / 'polas i/ 47 
political business cycle 

/pa'ht1k0 l ,b1zms ,sa1kl/ 48 
pool /pu:1/ 37 
portfolio / ,p:>:t'fauliau/ 36 
position /pa 'z1J0 n/ 37 
predict /pn'd1kt/ 32 
preference share /'prefarants 

,Jear/ 28, 29 
premises /'prem1s1z/ 46 
premium /'pri:miam/ 35, 47 
prepare /pn'pe;:ir/ 3 
preserve /pn'z3:v/ 36 
prestige pricing /pres 't i:3 

,pralSllJ/ 18 
price /pra1s/ 18 
price difference /'pra1s 

,d1farants/ 37 
price/earnings ratio /,pra1s 

'3:nilJZ , re1Ji::iu/ 15 
price-sensitive / ,pra1s 

'sents1t1v/ 42 
price-sensitive information 

/,pra1s ,sents1t1v 
,mfa'me1J•n/ 32 

price variations /1pra1s 
, veari'erf0nz/ 18 

primary market / 'pra1m0 ri 
,ma:k1t/ 30 

principal /'pnnsap0 l/ 33 
private bank /'pra1v1t ,brelJk/ 21 

private company /'pra1v1t 
,kAmpani/ 6, 28 

private pension plan /,pra1v1t 
'penf0 n ,plren/ 19 

produce (v) /pra'dju:s/ 29 
productivity /1prodAk 't1vati/ 43 
profit /'prof it/ 2 
profitabil ity /1prof1ta 'b1ht i/ 16, 

26 
profitable /'prof1tabl/ 17 
profit and loss account /,profit 

and 'los a,kaunt/ 2, 4, 11, 14 
profit and loss sharing /,profit 

and 'los ,JeanlJ/ 26 
profit target /'profit ,ta:grt/ 18 
progressive /pra 'gres,v/ 49 
projected trends /pra ,d3ekt1d 

'trendz/ 50 
property, plant and equipment 

/,propati ,plo:nt and 
1'kw1pmant/ l2 

proportional /pra 'p:>:J0 n°]/ 49 
prospectus /pra 'spektas/ 29 
protect /pra'tekt/ 43 
protectionism /pra'tekf •m z•m/ 

43 
provisions /pra 'v13anz/ 7 
public company /'pAblik 

,kAmpani/ 28 
public limited company 

/,pAblik ,llm1t1d 'kAmpani/ 6 
purchasing power /'p3:tf as1Q 

,pauar/ 41 
purchasing power parity 

/,p3:tf as1lJ ,paua 'prerati/ 44 
purpose / 'p3:pas/ 5 
put option /'put ,opf•n/ 35 
qualified report /'kwohfa1d 

n ,p:>:t/ 10 
qual ity certificate /'kwolati 

sa , t1frkat/ 45 
quarterly report / ,kw:>:t•li 

n 'p:>:t/ 6 
quick /kw1k/ 38 
quickly /'kw1kli/ 38 
quick ratio /'kw1k ,re1Jiau/ 15 
quota /'kwauta/ 43 
quoted company /'kwaut1d 

,kAmpani/ 6, 29 
raid /re1d/ 39 
raise capital /,re1z 'krep1tol/ 21 
raise funds /, re1z 'fAndz/ 22 
random /'rrendam/ 32 
random walk hypothesis 

/,rrendam 'w:>:k ha1,po8as1s/ 
32 

rapid /'rrep1d/ 38 
rapidly /'rrep1dli/ 3 8 
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rate of return / 1re1t gv r1 1t3:n/ 
26,28, 41 

ratio / 're1figu/ 15 
raw materials /,r'J: mg't1griglz/ 

12 
reach a low point / ,ri:tf g 'lgu 

,P'Jint/ 3 8 
reach a 1naximum / ,ri:tJ g 

'mreks1mgm/ 38 
reach a peak /,ri:tJ g 'pi:k/ 38 
receive /r11si:v/ 31 
recession /r1'seJ3 n/ 48 
recommend / ,rekg'mend/ 10 
record (v) /r1'k::,:d/ 3, 10 
recovery /r1 1kA vgri/ 48 
redeem /rr'di:m/ 25 
refla tionary / ,ri: 'fle1f3 n3 ri/ 48 
registered office / ,red31stgd 

'of1s/ 5 
regressive /r1'gres1v/ 49 
regular income /,regjglgr 

1IIJkAm/ 36 
regulate / 1regjgle1t/ 23 
reinsurance /,ri:1n 'fu,:,rnts/ 47 
remain constant /r1 ,me1n 

'kontstgnt/ 38 
remain sta ble /r1 ,me1n 'ste1bl/ 

38 
rent /rent/ 1 
replacement cost accounting 

/r1'ple1smgnt ,kost 
g1kaunt11J/ 7 

repossess /,ri:pg'zes/ 19 
repurchase agreement (repo) 

/,ri: 'p3:tfgs g ,gri:mgnt/ 25 
research (v) /r1's3:tJ/ 22 
reserve requirement /r1'z3:v 

r1 1kwa1gmgnt/ 20 
reserve-asset ratio /r1 1z3:v 

,reset 1re1figu/ 27 
reserves /r1'z3:vz/ 13, 20, 23, 44 
retail bank /1ri:te1l ,breJJk/ 20 
retain /r1'te1n/ 2 
retain earnings /r1 1te1n 13:n11Jz/ 

31 
retained earnings /r1 , te1nd 

I 3!Ill]JZ/ 11 
return on assets /r1 1t3:n on 

'resets/ 16 
return on equity /r1 1t3:n on 

1ekw1ti/ 16 
revalue /ri: 'vrelju:/ 9 
revenue / 'revgnju:/ 2, 4, 28 . 
revenue recognition / ,revgnju: 

1rek;;-,g'n1f,:,n/ 8 
rights issue /' ra1ts ,1fu:/ 30 
rise /ra1z/ 3 8 
risk /risk/ 20, 47 
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risk assessment /'risk 
g,sesm;;-,nt/ 20 

risk-averse /'risk g ,v3:s/ 28 
risk capital / 'risk ,krep1t;:,l/ 28 
risk capital ist / ,risk 'krep1t.1]1st/ 

26 
rules /ru:lz/ 3 
run on the bank / ,rAn 011 og 

'breJJk/ 23 
safekeeping /,se1f'ki:p1IJ/ 26 
salary / 'srelgri/ 1 
sales forecast / 'se1lz ,f-::>:ka:st/ 

50 
sales promotion /' se1lz 

pra,mauJ::in/ 50 
sales revenue /1se1lz ,revgnju:/ 

14 
sales target / 1se1lz ,ta:g1t / 18 
sales tax / 'serlz ,treks/ 49 
sales volume / 'se1Iz ,volju:m/ 

17 
save /se1v/ 20, 24, 47 
savings accot1nt / 1se1Vl1JZ 

g,kaunt/ 19 
savings and loans association 

/ ,se1v1IJz and 'l;;-,unz 
gsguJi,e1f3 n/ 21 

scrip issue / 'skr1p ,1fu:/ 30 
secondary m arket / 'sek.,nd,:,ri 

1ma:k1t/ 30 
securities /s1 1kjugrgtiz/ 36 
sell an option /1 sel gn I opJ ;:,n/ 35 
selling, general and 

administra tive expenses / ,selIIJ 
,d3en.1r3l and gd'1n1n1strat1v 
1k,spents1z/ 14 

separate entity /,sep3 rgt 'ent1ti/ 
8 

service charge /'s3:v1s 1tfa:d3/ 
26 

set up /,set 'Ap/ 2 
settlement day / 'setlmgnt 1de1/ 

31 
share If egr/ 2, 21, 29 
share capital / 'fea ,krep1tal/ 2, 

5, 11 
shareholder /'f ea,hgu}dar/ 2, 

29 
shareholders' equity 

l ,f eahauldgz 'ekw1ti/ 11, 13 
share premium /'J eg ,pri:migm/ 

13 
sharp If a:p/ 38 
sharply /'Ja:pli/ 38 
shipment /1f1pmant/ 45 
short position / 'J-:,:t pa ,z1J3n/ 37 
short-term /,f-:,:t't3:m/ 25 
sickness / 's1kngs/ 47 
sight deposit / ' sa1t d1 ,poz1t/ 2 7 

significant /s1g 'n1f1kgnt/ 38 
significantly /s1g'n1f1kantli/ 38 
slight /sla1t/ 38 
slightly / ' sla1tli/ 3 8 
slow /slau/ 38 
slowly / 'slguli/ 38 
slump /slAmp/ 48 
social sect1rity / ,sguJ,:,l 

s1'kjugrgti/ 1, 49 
sole trader /, sgu} 'trerdar/ 5 
solvency / 'solvgntsi/ 15, 24 
source and application of funds 

statement /,s-::>:s and 
rep]1,ke1J3 n gv 'fAndz 
,ste1tmant/ 14 

speculatio11 / ,spekja']e1J0n/ 37 
speculative / 'spekjalgt1v/ 44 
speculator / 'spekjale1tar/ 31 
spe11d /spend/ 1 
spot price /' spot ,pra1s/ 34 
spread /spred/ 24, 30 
stabilize / 'st e1bgla1z/ 38 
stag /streg/ 31 
standard /' strendad/ 3 
standardized / ' st rendada1zd/ 

20,34 
standing order /,strendIJJ ''J:dgr/ 

19 
start-up /'sta:tAp/ 28 
start-up capital / 'sta:tAp 

,krep1t3 l/ 28 
statement / 1ste1tmgnt/ 19 
statement of total recognised 

gains and losses / ,ste1tmant 
av ,tgut3 l ,rekggnarzd 1ge1nz 
and 'los1z/ 14 

steadily / ' sted1li/ 3 8 
steady /'stedi/ 38 
steal /sti:1/ 4 7 
stimulate the economy 

/ 1st1mjgle1t oi 1'kona1ni/ 48 
stock /stok/ 4, 2 1, 29 
stockbroker / 'stok 1brauk;;ir/ 30 
stockbroking /'stok,br-Juk11J/ 22 
stock exchange / 'stok 

1ks ,tfernd3/ 6, 29 
stocl< future / 'stok ,f ju:tf g r/ 34 
stockholder / 'stok,hguldar/ 29 
stocl< index /'stok ,Indeks/ 31 
stock index future /,stok 

,Indeks 'fju:tJgr/ 34 
stock 111arket / 'stok 1ma:k1t/ 29 
stock take / 'stok ,t e1k/ 10 
straight-line method /1stre1t 

'lain ,me0;;id/ 9 
strategic industry /strg 1ti:d31k 

'1ndgstri/ 43 
strategic planning /stra1ti:d31k 

'plren11J/ 22 



stril<e price / 1strark 1pra1s/ 35 
structured prodt1ct / 1strAktJ gd 

1prodAkt/ 37 
• 

subjective /sgb 1d3ekt1v/ 8 
sub111it /sgb 1m1t/ 10 
subsidiary /sgb 1s1digri/ 8, 22, 

40 
substantial /sgb1strentJ3l/ 38 
substantially /sgb 1strentJ3li/ 38 
sudden / 1sAd3n/ 38 
suddenly / 1sJ\danli/ 38 
supervise / 1su:pgva1z/ 23 
supplier /sg 1pla1gr/ 11 
supply /sg 'plai/ 23, 30 
st1rplt1s / 1s3:plgs/ 14 
swap /swop/ 35 
syndicate / 1s1nd1kgt/ 47 
synergy / 1s1ngd3i/ 40 
systematic risk / 1s1stgmret1k 

1r1sk/ 32 
systems of control / 1s1stdmz gv 

kgn1trgul/ 10 
tactics / 1trekt1ks/ 50 
take a short position / 1te1k g 

1J::,:t pg 1z1J3nf 31 
takeover / 1te1k 1guvgr/ 39 
takeover bid / 1te1k1guvg 1b1d/ 

6,21,39 
tangible assets / 1 trend3.>bl 

'resets/ 12 
target custo1ner / 1ta:91t 

1kAstgmgr/ 18 
tariff / 1trer1f/ 43, 49 
tax /treks/ 1, 2, 49 
taxation /trek 1se1Jan/ 48, 49 
tax avoidance / 't reks 

g , v::,1dgnts/ 49 
tax burden /'treks 1b3:dan/ 49 
tax evasio11 /'treks 11 ve13.in/ 4 9 
tax haven /'treks 1he1van/ 49 
tax shelter / 'treks 1J eltgr/ 4 7 
technical analysis / 1 teknik3 l 

g'nrelgs1s/ 32 
telephone banking /1tel1fgun 

1breJJkIJJ/ 19 
terms and conditions / 1t3:mz 

gnd kgn 1d1Janz/ 20 
theft /0ef t/ 4 7 
time deposit / 1ta1m d1 1poz1t / 

25,27 
time-period / 1ta1m 1p1grigd/ 8 
times dividend covered / 1ta1mz 

1d1v1dend 1kA vgd/ 15 
times interest earned / 1 ta1mz 

11ntrgst '3:nd/ 16 
time value of money / 1ta1m 

1 vrelju: gv ,mAni/ 41 
top out /,top 1aut/ 38 
tracker fund / 'trrekgr 1fAnd/ 36 

trade n1ark / 1tre1d 1ma:k/ 12 
trade surplus / ' tre1d 1S3:plgs/ 

43 
transactio11 /trren 1zrekfan/ 3, 4 
transfer / 1trrentsf3:r/ 20 
traveller's cheque / 1trrevglgz 

,tfek/ 19 
treasury bill (T-bill) / 1tre3gri 

1b1l/ 25 
treasury bond / 1tre3gri , bond/ 

33 
treasury note / 1tre3gri 1ngut/ 33 
trend /trend/ 32 
trial balance / 1tra1gl 'brelgnts/ 

4 
trough /trof/ 48 
true and fair view / 1 tru: gn.d 

,feg 'vju:/ 3, 7, 10 
tur11over / 1t3:n1 guvgr/ 6, 14 
underpriced / 1Andg'pra1st/ 40 
undervalued / 1Andg 1vrelju:d/ 

40 
underwrite / 1Andgr'a1t/ 22, 29 
undervvriter /' Andgr1a1tgr/ 4 7 
unique /ju: 'ni:k/ 50 
unit cost / 1ju:n1t 1kost/ 18 
unit-of-measure /,ju:n1t gv 

1me3gr/ 8 
unit trust / ,ju:n1t 'tr Ast/ 36 
t1nsecured l,Ans11kjugd/ 25 
unsystematic risk 

/ 1Ans1stgmret1k 1r1sk/ 32 
upsvving / 1 ApSWII)/ 48 
uptt1rn / 1 Apt3:n/ 48 
valuation / 1vrelju 1erJ.in/ 7, 22 
value stock / 1vrelju: ,stok/ 30 
valt1e-added tax (VAT) 

/, vrelju: 1red1d 'treks ,vi: er 
1ti:/ 49 

variable costs / 'vegrigbl ,kost s 
17 

variable interest rate /,vegrigb] 
11ntrgst 1re1t/ 24 

velocity /v11losgti/ 2 7 
velocity of circulation /vr,losgti 

gv 1s3:kjg'}e1J3n/ 27 
venture capital / 1ventJg 

1krep1tal/ 28 
venture capitalist /,ventJg 

1krep1tal1st/ 26 
verifiable /'ver1fa1gbl/ 8 
vertical integration / 1 V3:tik3l 

,1nt1'gre1J.in/ 39 
visible trade /'v1zgbl ,tre1d/ 43 
volatile /'volgta1l/ 36 
\:vages /'we1d31z/ 1 
warrant /'worgnt/ 35 
wear out / 1wegr 'aut/ 9 

weight certificate /'we1t 
sg 1t1f1kgt/ 45 

white knight / 1wa1t 'na1t/ 39 
withdraw /wro'dr::,:/ 19 
withdrawal /w1o'dr::,:gl/ 19 
working capita l / 'w3:kIIJ 

,krep1tal/ 2, 26 
work-in-progress / 1w3:k 1n 

'prgugres/ 12 
World Trade Organization 

/,w3:ld 'tre1d ::,:gana1,zerJ.in/ 
43 

write an option /,ra1t an 
'opf3 n/ 35 

write off /,ra1t 'of/ 12 
wrongdoing / 1rol) 1du:11)/ 6 
yield /ji:ld/ 20, 33 
zero coupon bond /'z1grgu 

,ku:pon 1bond/ 33 
zero-su1n game / 1z1grgu 1SAm 

1ge1m/ 34 
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