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L Vioney and income
Currensy

Tive niiey used 1 a conmery — enros, dodlars: ven, el — s 10y cerraney, Noney i nones
(lanknares | and goins s lled cash, Sase momes, hinvevers, cansisis of
biank deposits: mey thit peuple and ongamizatnss i i lank
acooiinrs. Mase of this s on pager - existing, i theary smly = and only
abamar pe percent of i esestsin the boem of eaah i the Tunk

m Pessonal finanece

All the mamiy 2 persen roceives o earns as parment s his o her income. Thas can mclnds

| BrE: madg or hanknolc
AméE: bl

® asalary: money pad moerhly by an emplayer, or wapes: money paid by the day or the
houe, usuufle received weckly

Bt ooy recevid dor working e haers

CCTmEREioN: iy panl l;|||,'l||1:|1[||! arwd Egeris — 1 cerrain pereenmage af rthe imcome
the cmpliner generanes

a b vxtra momey e far neeriog atanget or o pood Fnandal resulis

fees: maney paid to prafeesi] peopke such as bwyers ood arhines

soimal securtys money pad by the govermmient to umemphiyed and sk people
W penssan: misiey fevid Byod cormpany o the gvermment m o ferived person,

Salarivs arl waes are often pasd after deductions sich as secial securny charges ood
pengan somrthusions.
Aenonngs ab ety thar peeple have o spend regalary are noaings. These afeen inglude:
W [ang expenses: waey spene oneveryelay oeds soch as o, clotes and puhlic
T anur]
®m bills requests for the pasivent ol money owed for seraces sich.as cecrriciny, gas amid
tedephione comeetions
® et the mancy paid for the wse of a o or flat
W A TTRApe: IepavTTas of oy berrowed i o a hioase or
o health insarnce; foaece ] procecriom 3 msmedal expenses for sackness or accidenzal
s
W tax: money paid welieince government spemding.
A bzl plan, shving how much money a persea ar BeE: sucial apaumiiy; dmkt wetlore
cogAniEATIn expocts b and sped is callod o budge, BeE: Ma1; AmE: apartmend

Plarnesd monthly budget for next year 2]

Income Cutgoings
Salary [atter deductions) | 3,250 | Rent 200
Comimission Laverage) B0 | Bills 250

Living experacs | 1,200
Health indurance 130

[ | Tax A g
Tatal | 3,850 | Tonal EETTY
- S _.!

& Profspangl Englah m Lie Foonce
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Business finance

Capitai

When people wang 10 ek up or stare o campoany, ey need money, cillal capial
Cranpanscs can borrow this momey, celled o loan, freos banks, The kan misa be pal
back wath mberest: the amount pasd o borrowe e merscy, Capitad con s antee fnm
izt sharis or cquines - comficates nepressinig umes of venersbip ol o compsny. e
Uit 29) The people whie dinest money in shaves are called sharebulders ol they sawn
part o the company. The memey they proscide = krimen s share capial. Indviduals and
fimineial iretinarions, Salled ivodors, can also lend ey tis companiss by uiving besds
= s s pay merest aid are scpavd 3na Faed Botare doe, (e Unis 33)

Mancy thar is owed — that will have 1o be paid - ra ather people ar Tnasinesses % a debe:
In necomming, coampanies” debrs are wsually called liabilities, Longwerm labilities include
bl sheivrr reema lia hilines include debrs o suppliers who provide geosds or semvices on

crudic ~ thar will be sl for larer.

Tl pmey: that p business usas for peervday evpenses or has available for spending i
called workimg capatal or fasds,

| Befs shars; A stocks
BrE! sharchidder; Ambr stk iy

Revenue

Al the mocey: coming mba o compay durivg ngiven poricd & revene, R minas
the cost of sales ard aperating expenses, such s rent anc salaries, is Euown oy prodie.
carmmps ar net incomi. The part of its prbiz that o comipamy pays o ds sharcholders i
dividernl, Companies par @ proportion of thar probts oo the pevernment as 1, te fimo
genenwmunt spending, They alsa retaim, or keeps some of thesr g B fimaes use,

shan: capicil e dividends
LA | o
HH"-\ Li T e
'\-‘L _ | T
capuital iy [ ——s= | profics =
LA ! | e
e 2
o ¥ e
debn Jheds and loars) CAPNS rerdined carnings

Financial statements

Lmprimies give pdormeencin abs s therr Fnarecial vosanan i foancial starcioenis, The
alance sheet shows the comipany's agsers - the things it oowres; o labilicies = the ey ir
e aned s <apiral, The prafie and Iess accaune shavas the company’s reyvenoes and
expenses during a |"::1I'I.I|.'I.I|.II' perivl, sl e three monchs or o0 vear

B prafit and k::':.-.:.'l.ulnt; ArE: i 1Iai.!mer.|

Peafessonol Engleh n Lise Manece



2.1

ATy

b Small coumpanics atten ey s get hank loans when they necd o _ MeEmney. (fl

3 W% drar't have sufficient vix husild a complerely new facrare. (5

7 and & dkeam Deradls aof o companys linkdlicies are g i the S |

= re grang 1o e nwire noney by selling sew sharss peowr r:.ml g -
12 " fnnd ro raisc £ 590,000 imorder toosgare the bosiness
13 We're poing ra pay back seme of the peeple whe luar us money, .|||d rediece our Bzl
L4 1 ddecicled g by o 510,000 instuad of shares, as ics probably safer. (43

1t Arixher (erm for prob is o

L& | think this1s a good invesoiment: it pays 8 S8l

] : our fimancial starements, the hank refused m s any mone maney. (43

21 Irobicis the differonce berween revenoe and i
[hown

| The prohc amd e T aliowes 0 Company s reveaving meoee fomey than e

g nekos, vesa slsoald caly m very successful companies, (&)

s helorg e ins &

L1 W sl list e last vear, soonr WAL Ui,

I3 "We our supplicrs 5 10RO for geads baoghr an
credil i.3)

L7 Fxverviore who'pas a sha

19 Thirty per ceot éf our proabi

part of the comnpan 74
'Q{x s secaighr ras the

ROVECTHNENE in el

s besrt a greal year - ks hape we <n
keep B shareholdens from linding oul.”

of the commipary Yo
st wp, aedl hiw

Thi
when it w
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Accounting and accountancy

Accounting

B Accouming invedves recording and SUMEMANEG an orERNGALIDT < (ransacTions ar
Lrinsisvesss deals, swvchns purchases and sales, and repoming them in the foom ol Baancial
searerments, (5ee Linics | 1=14| In mamy councries, the acoianting or accountancy
profesion has professional coganizariens which vperae their gsen waming amd
examinanan eyerems, ard make rechnical ard ethxcal roles: these rebse oo accepond ways
il loing, things.

- Hml&k,q\'lrlm's 15 the dav-tivday recording of crarsacnions,

m Fimancial accounting incides ook keeping, and propasing fnancial sramemens for
sharcholders and credivors ipeaple or soganizaroms whin have lent mincy 1o @ company?

B Management aceoannig mvofves the use ol aoconnnng daty by managers, for maeking
plans and gpcissins.

Auditing

Aunditing nwares examinmng a company’s syanems of conarol anid the aooaracy or exacmes
ot s pedteels, Jooking for vreors or peesible frods whone tle compamy may Bise
deliberacely pren False inforinatim,

W An invemnal sl i carmed our b o comapanss pom seesomanmas v macrnal auditoes.

m Ao esternal audic i done by indepondent auditars: audivors whae ane ot cmpligees of the
pay

€1

The exiermal audim examyines che trurh and firmess of finaccal sarements. lt tries oo prevenr
wherr js called “creagive accaumcing’, which mears recording ransacoers aod values in & way
thar priduces a lule resule — usaally an arcficially high profi,

There s alwiss more thar one waeat prosentng socomngs, The acoounts of Bomsh comipanes
Jerve g give a oenie arsd air view of their financinl sitmariom, This encans thar the Gnamcal
statements s ive 2 conel and reasonable pectare of the compamy’s gurmet conditen,

Laws, rubis and standards

In myet contineneal Furopean countries, amd in Japus, there are lavws relinng o acomnimg,
estahlishesd by the government, In che Us, companies adise stocks e wadod an pubbic stack
exchangs have so folbow i set by dhe Socunites and Exchange Commésion (SEC), a
pevernment spery, I Brivai, che miles, whach are called siandards, e hon esgahliched by
wslependkenr vmginieations such as the Acountmg Standasds Board (ASEE and by the
canmraney pridessiom self, Companies an: espected ve apply or nse dhese standands i rheir
armual aceiants m arder 10 gve 3 troe and Eor view;

Cumipanies in nwiss Fnghsh-speaking counries are larpely funded by sharehoklers, hoth
individaals und Enancial instimcos, In these counrries, the financial ssabements ane prepared for
sharehuklurs: Howuver, in many conrinencal Furopean counmries busivesses are largely fumbed by
banks, s accoumting and hnanciol sraemenrs are prepared for coedivees and che tax autherities.

Frofrrson Englh in (s Fiisdnes
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Bookkeeping

- Double-entry hookkeeping

Aaheer Yot warks in the acoounring depormiens ul a erading company:

| Beegan na v g ok ke Huukki._-pun revond
Phie cormpenny’s danly tramsaciens; sibes, porchases, debts,

I frarsaction is recoeded
1 1 SR TATE thr cash aconune, the liabilities
Foc sobckoping is & Svsem
that records rwis aapse ¥ VY CFnET
IRl LT T T
i, — iy by, Fos
W i berads — the
miake prodsers - thar
Lo
cpamane, I the company sells an
redin, ir cresling (e il alirhigs e
LA T[T o the

coampeiny s Sock - goosls ready for sale - s eeducesd, i
dehirs the sock accaunr, There s a < spminadiveg inonease
% debeors = ausmimers whie o m o pewnds o
services parchased < ared the delaors
aceounr i ereideed. Each accimr regn

n. Every

Irstapsanctsons is b

aiad  rrespand
example, ki c
substangis ard o
1wl pay o el |

Talebags irs purchases

anel ereies the supplery
SR

CHIAIHTIT S ST

m Day bosks and ledgers

“For acoounes with a L

ber aif reansactions, like purchases and sales, companmes
day Biwaks ér jourmals, and then par a daily o weskly
sy 10 che s denbkemtry records,

afpen oo dhe o I

In Britaing they call the maain bosks of account nominal ledgers. Crodioees — soppliers
ochim the comigamy vees ey ot pomchases wade o credin = arreoaeded in a houpin
leelger, They seill wse these names, even choush these days all the mbormariom 4s an
COmypUer”

Mutr: In Britam the terms debtors aod creditors can refer Ly people ar simpanees bal owe or ane
aell money, or ta the symsof meney inan pecount or balance sheet

Balancimg the books

CAF e ened of an BECOsIinE PETH)

wikkoepers prepaee a wnal
halance whach rransfers ehse debie and cradit balanges of differene accauncs aneo e page.
s alvwaes, the qond debis shiwalilequal the nsal ceedis, The acenunrants can then use
these Tralareces to prepsare th al searents,

i Cximpe @ v

LE] Frofasmanal Eagleb m Lie Fingnes



d.1

4,2

4.3

waily o b v

Sarch rhe wards ioche s wirh the deffmans belows Losk-ar A and B
del
dibroes

crede
wredifors

ar e enmeriad nrhe lef-hand side of an accaunr, recording nvncy paied ouk

i b

travrvices not vet paid foe

oid-an the nght-hand side of an acoount, roceeding a payment recerred
Firr s b

wid gy for purchases norvet paid for

[RIET

A0 ARG Ch
1
suppliers who

prsnchs s

e & R —

Complere the sentomees. Look ar A, B and € opposire 1w belp yon

I ) . shenss wlsne momes comes from and where i poess s alwis
rransierred drv
cpecht and once as 4

2 Must Pasicesses recond vepy roguenl or numerous rarmsEs i
o -

3 The main o
crevhirars is called rthe

4 I poder o prepane hoancial srag
cispics all the debir aml creds

".I Dwiue — o {1541

L e — b gnather s

FNery evenn v eni

cilled vl the. ok melagivg b

vk e

whii

115, Coipsmni
mes of iffen

s e ok sngle pogs

Crmplite the senences wsang debir” o credic’

Lrsik ar A& apgasine to help vou

T M vom buy new assers, you the- caash.ar
capenal acconm

2 Wy

e Lalls, vou the

pay =

leahifiriees accoame.
AU year buy materals from a suapplier on & das!
pradir, you the purchases sccoms and

. __ the supplicr’s accouir,
a [ v =l soenechiog b o customer who swill pay
K1 days later, you the sales accounr
el the cuspmer’s aucoum
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(A

Company law 1

Partnerships

A parivership s a busmess arrangemwnt in which sevieral peaple work topethens, and shan:
rhe msks wnd profis. In Briain and che 15, parmesships dioeer hase Tinied liabiliey for
debirs, §0 the pariners avc fully Gabde or responsibie for any debes the business has
Farchermoce, partnerslips are nor lepal coies, s in case of a kgal acmso, it & the
individus] parmmers avel not the parmesship chae 35 caken o oo, T ey continennal
Furapean sonmeries there are vamous kinds of pasieership which are logal enrivies.

A wale erader hisingss — an encerprise asonied anil eperaned by 5 wmple person —ake has
umlimiged liahiliry for debas.

Limeted lability

& compamy 15 a busmess thas v a fegah enory, Ynoabes words, @ bvas SERArate |ng.7ﬂ
exmeiee fratn fis nvners, e sharebalders, Tocan enmer ince contracts, and can e suiedd
ur taken ra court ol it beeaks joonerac A COPIpEAY Can L ooy conringe feir ever,
every ol dll che staff and owners change. Mosr cappanies bave limiced Bahiliny, which
s shar the caeners are nor fully liable for — or respansible for = the basinesss delbes.
These companies age knoewn as lmived companies. Thein Balilisy s Yl i ke walmrnl
their share capital: e amsiinr if cash thar the sharchaldess have concributed o the
company. This limicacien of lia ¢ EnCourages anyestore sk ther meney o beooame
pare pwners af cempanics, whils leaving, the management of these companies o qualified
maikigers and seiwe inanagers, keoven as dirgcrors.

These miragers and full-4me execotive dimectors ror the compaiy for s awners, Thee
e srandard procedares of corporits goewermance - the way a compae 15 run by the
managemeit fur the shaccholders, o hisa the magers are acominiahle b
sharchalders, Thes: melude ,|_-|mr.||:ing the iy ol chairman Fronn char of monaging
chroctne, ardd having several nonm-eecutive dinvceoes o ibe hoard of direaimss who da noe
work fall-rime for fhe company ot can offer s exper advice, Monexcunve diceanors are
aften e bgetive less mibuenosd by their opimions and beliets. Thene is alsa an sudic
LrmmiETes, comtaming several non-exronimve diretors, wowhich the audivees repor.

[BrE: chntrmam: AmE: :'m.':llr\-'-r'l
Bk evanirging divector; A ohwef conoutive offene (0T

Founding companies

When perple Bvnd or sam companbes, they: draw upoer prcpare Artces of Assooation
and a Memorandum of Assocsatn. The Artiche: oF Seaciateon srarn:

m he rights and duries of the sharehodders aml dirsciors
m the refaneships among differene classes af dhareholder See Unic 291
m the relasionships beoween shareholders and the company s i direcors,
T Memmeandom of Ssscitom sates;
m the company’s mame
| 1 lation of the cmpany's registored office - whcre oo send offica ] decumenrs
W the company's parpase ~ i aims or objecrives

m the awthoeied share capatal — the necsinnem share copital it can e,

Bri: Memammdum of Associotion; AmE: Cedificate of Incarporation

i.I.Jrf.-BﬂiI:l-n uf &s;r:iurml:l:. ImL 'Bub:.n.-._

Prafessonal Eopiah an Lise Ftaare



1,1

fhc

piswers im A oard B

waharelwilders e courr,
F The evamirs ot limired comps e comvpanae s diebes,

3 My
4 Exnerval direcrors can umaally give miwe abgecrive sdvice than tullome dirsetars

& Pait sancsses are o Dl the partnershap’s debis.
B livaiss o sh conapanies and partnerships o courr,

ispus

visrd fromm Then mageh the wiord
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it direetors

limited QiRsCTEn e
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siare limhiliey
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their repoet
2 pembers of a baarg) of derectars wha are n

of the company

ull-tanse maragers

1 PATICTS ITONEY waled iy crEmpany

4 : nespanisibiliry % up iy the valioe of the company™
share capamal

5 T way o connp e Bor s momee

Complee the decumene, Lok a1 O oppasite o I:.-I|- v,

y__ of Association |

1L, The name af the Company k= Language Services Poy Limied

2, The by
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vy will be i Ausira

3 Thelck __ Marwhich che Compary & estabdshieg 1
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[0 o e
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|
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Company law 2

Private and public companics

Privaze companies cenally bave ‘Limicsd’ or *Lid’ a1 the and o their
abhweed v sell rheir srocks are shames anan open marker. Most oo
there are abrar one millsn privare companes in Bricain, compared aroniikd 2 THHI
public limined companies | M.Cs), These companies Bave 'nL “at the end of their naire,
andl the adeel on the Lendon Stock Exchange. A sivck sxchasge 1
i I|| Iy seoacks andd shares, The I,"M-qu vaknt of 4 PLC js 3

1 ehe Securmes and Exchange Commission (SECH

umie, They

e ATe i

Enawn as lissed enmpanies, have ro make quarterly
rEpaits (e every three moathsi. They méport on

W sales

wad e thie cormpamy i thar pe

e Gr pEroyer — ihe n

ey T
b i SEIVies

m pross probe— funaver less cost of sakes
W et profit — pross prolie ks ailmmiscrarie expetsos aned tax

Companis om che Lahon Smck Fachange, knovwn as guoted companics, bave m
prishaie o hali-veary intenim repons wihich i shareholders abaur che cmpany’
progiess, Thise regpores are not audiced:

an Anneal Bepor cach
1 exarmnative g

Al companies wich sharehobkders o sk hokd 5 sl i
Finarscial ve Ghifs 2 reveewe Of the vears st

explanacion oo rhe s fimarscial posn

This ¢

s had higher prafils,
oo proyress acrass \

[ni

brefrares b up 23 i clemnmel v
irmes per share up 25 the wiwnde |
pershare up 1 Income growth was particularly
= TEiuTn o ety of 20035, st up V4%, wilh good broad |

based contribuginns by business and
by imcomie fype.

..... i e i e

e compandes have tiohald an Anmssl General Mesiog (AGM), and maosz privas
i, Arehis meering the shareholders can quesnion dicecties abeue the concenr of
the Anmal Repocs and the A starcments, wabe i aggepd or ropect the dividend
nmimided by che dirceises, and vote oo replacements fac fetie I mzivibers af the

ril. The mesning can alsg carry out any acher husiness staccd e the company
Memorancdum ot Assoaanon or Cemifiaze of Incorporatiom, and Articles of Ass
ar Pyliws,

o il

I there is @ vrisis, the divvceoes or the sharchohlers can requess 1o bold an Extraordinany
treneral Meeting (EGM| mo discoss the sitvation. For example, o there are clams of
mvscinduct by s devecno

| ALk F i Wi P Stockhulders
g i

Professiono’ Erglish i Use Andncs
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Accounting policies and standards
Valuation and measurement

Inwestars in companmie: want b kespw Baw nauch the cantpanies are warth, so companies
regularly have ta puhlish the valoe of their assers and liahilizies. Campanies alsa have b
calculace their pn-ﬁr_, or bosses; their managers nesd thas inbarmarion, and so det
sharehisklors, handhalders and che e augbawgies.

Campanies can chaise their accounting policies — cheir way af chung ther oo
There are x range of mrethods af valuation — docidimg b murck sosrething & warth -
and measunemint -~ deteninining how hig something is - that ane aceeptel by lvw or by
rifticiall aceonrtmp sandards, In che 1264, chere are Generally Accipal Accounning,
Prmciphes 1GAAM, In mesn af the mese of the world there are nsnorional Financial
Beporiing Standards (IFRS), ser by the Inmernaconal Accoainging sandands Bl These
are bechnical miles ar comventions - auoepeed ways af Saing things thar are i wrimen
e m a b

Alrhaugh husinesses g chwose dieng differenr acoounting, policies, they hiave o he
consisrent, which mzins usirg the same methics every vear, unkss chere is a prad reasen
o change a palicy: this i known as the consistendy primciple. The policies also have 1w be
disclused or reveakad re the sharehalders: dhe Anvual Eepare will contain a “Starenenst of
Avcounting Palicies' thar mentions any changes thar have heers made. This cnables
sharcholders w compare profirs.and saluess with chase of previous vears

Ares i which the chaice of polices can make a big difference wo the tinal profir Agure
inclody depreciation — reducing the value af assers in the cornpany’s accowars (see Unic 2,
the walwtvon of stack or imvencery, and the making af provisiess ~ ameuanes of mooey
aleduted froits profirs — for future pension paymenes,

As there 1 always mese than ane way of presenong acoonns, the aocoants of Britsh
commpamacs have b give s orue and fair view of cheir financial sneion - meaning e o
various presibibmics = rather than the rrue and fair view — meaning only ame 5 pssible

| Bek: deprecistion; AmE: depreciation, ulnl'lira'.llu'-l
| BrE= o true anad Falr veew; AmE: i presetation |

Histerical cost and inflation accounting

The @im ||f3\.|.'|r|||15||-|'!,: seamlards (s Lhing 55 s fo pn:udr sharehiolders with tle
wlormganon thar will alleay chem ts rake Aranda] deosons, This is ane reason whiy in
iy countris scrumting falleays the hisgorcal cost primiplr: cempanics reened the
wrigial porchase price of assees, and mot their Jestirated) cureenn selling prics 4
replacement cont. This is more chjsctive, aml the current value s nor impnane of 1he
Isueines s 4 going concern — o sucoesshel Gy Alaar will eormenue o do siness — as
|8 s A0 NOT Huimg b sl oo el et currenaly ieed fo be replaced.

However, scame coaneries with regalar high mfation, e.g. m St Americ, wse inflarion
accounting systerns thar ke account of chanpiog prices. Cine system wsed 5 eeplacemens
cost accoantimg, which values all asiers ar their curremt replacement cost - the amoni
thar would have 1o he pasd o replace them miw.,

il Frofemanal Enphsh i Lk Bnence
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7.3

e cisnsiscene,

ng hue companses hay
'!. ‘oanpanies hove 1o disclose o make knoen

The hisgorical cost priceiple is that the price paid ro buy asses,
5 L goanp comueern ssuelly deesn’

a aned pee their current vabug, = recorded in
b nescl oo knewe rhe curremn marker valoe of e ass
£ need o kewene abouat the siocof pridits or losses,
o which acom
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sheir accy
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m Accounting assumptions and principles
- Assumptions

Whon writmp, scommes anid fnancial scarements, accamcants have i follow 2 pmmber af
AR ITpEIEns, prncipes and convenmeds, Ao assimpgion 5 samething thar s generally
i s being troe, The followireg ane g masm assumpnions wsead by aocouments;
B Tl scparate entity of business enity assumpresn is that o lnssiness is an accounring unit
separate from s eaners, crdioors and managers, and their asseee. These peaple canall
clangy, b the business continues as betare,

Tl tme-period asampgion seanes than ilse ceommic e of thie busines can be divided
e feeficiald time periods such as e financial vear, of o queerice of i,

B The continuicy ar gaing cisdern assumprion says thar a business will sootinue inen the
furure, so the currene maskat valoe of its assers & sar imporcang. [See Unin 7)

W The umitaf-measume assoopnon is thar all foancial pransscsons are m acsingle mneary
wmni o currercy, Commanies witl sshssdianes - that i, other companics thar they ivam —
i lilferent coumeries bave o comvert ther resiies oo one curreney
wi eossshidated linaneial smeemends for the whale prong ol
CEHT LGS,

| BeE: financisd year,
| AmE: Trscal yeat

m Principles

i1

Thi: fislleoving are the most imporsint acoomimy prnciphe
prirsaple ard the histarical cost prmciple, me

las well as the consistency
ved i Linar 71

W The full-disclosare principle srates char financial repisming must inclode o significam
intarmarisn: anvrthing rhar makes a ditterenee w che users of Gnancial scarements,

 The promiphe of materalicy, howeves, savs o very somall and anmpisetan ameomts ci
it i 1o b shown,

W The pruwipk «f comservamsm 15 that whene difberene acooumting methads are possable,
vl chieiese the cae thar is |zt ||lw]5.' Db CIVETRELTE OF QWEr-€sa LIRS SREET 08 IMme:,

m The ohjeaivity principle savs that acooumis shoald be based on Faces and nar on personal
cpirmioms or fecbings. Acconims, therefone, shoukl be verifabli: it shoobd be possible for
irmterrial arml exenerrsal andemors oo slon that they an: o, This et abways possible,
hawever; deproctatiom of ameirtizanion, awd poovisions e had delss, e cxample, anc
necessarily sulbdietive - hased an opiniens,

W [he revenue recagndgan principhe is thar revenue is recognized i the accoinming periad in
whiich it is earmexd. Thies means the revene is recorded when o service {5 provided ar
s delivered, nor when rhey are paid o

B The msatclang, prmciphe, whach s

rebared o rovine n,q-_nsuiliun._ ALATCE | | D LJ
i R

thar eich ot o cxpuense relared m
revenie earmed must be recorded in s
the saime agountmy pericd us the T-——LP

reveriue it hefpod woeam. | - s
SR

W

i et

Al froen pevanmiang S
Fraset spangl Tewer 34 fovter sigmitm ™

Profisioae’ Engheh 1t Use France



B.1

B.2

B.3

- ey eln

G ur MELSUrE J2HUI]|

a wa preabir divided ineo LS dioflars, eures, Saes drame, e

h himy finangial stacements for o L3 monrch lascande this will showy hyswer prafis
€ wairing unril cusromers pay |

d waicires umbil cuspimers pay Befire decocd
listing, the owners” personal asseis in o
I valumg assers and evmmar;

Conplere: the sensmees, ook at A and T oppesite to help fia
. Bk the

does i have i hegin an |

,thesiza
inrries, combineg all their sesales o ane

mipany ik Brica
s ol ilriterenn

1 CHITEIINE I G

Hirmationals, w ||.I LENT PRI

wet oof

be o docyme

4 Lvery encey inoa o PN 5 AOCCHETIES FmiEst b

'\ll'\r’l“'ll x than i s crue.

e

Coamplers: the rable swith woeds frops A, B angl &
m Frans af che seressed svllable by cach word, The

complene che seomences below wich wopds o the

v vy, Then

as Al

st 1o e Frmed



Depreciation and amortization

Fixed assets

A comparys assens are wusdly divided oo corrent assens like cnsh and stock a0 invenoon,
which will b used or comyeriod inco cash in less shan o venr, aned fixed asses soch as
Lildings aned sguipment. which will conrinue 10 be used Ty the busines fae mony years,
Hisr tixed assers wear vot = become wonusable, or beoame obsolete - oot of dae, amd
pvenmaally have livke ar oo value, Consequently Rwed assers are depreciated: ther value on
a balary sheer is reduced gach year by o charge againse profics on the prodic anad s,
aciount In ather words, pam af the cosof the et s deducred From e prosfins cich vear

The aveowanring rechrigop of depreciamn makes & urmecessary. m clarge 1he whole ciest
af & fxed asser agains profies m ghe vear ivis purchased. Insesacd ivcan be charped during
all the vears s sl This s oan ecampke iof the mazclonge principle. (See Unic 8}

BerE: Timed =5.|-_l,; Ambr pruperty, |||E.\)ﬂ|,| cgipmen]

Valuation

Auziers such as boildmps, machirery and velacles are grsaped cogedher ursler foved assems.
Lamid is crually now deprevianed hucase it eends 1o appreciote; or gain i value, Rricish
companics occasiorally revatue — cakulate a new value fix - appreciammy Bxed assers like
Emid and buoililmgs in therr luoke shevts. The revaluarion is ar either oaerenn replacemens
crst = how much 1wkl coee e by new anes, or at_net realizable valoe (INBV) — how
mupch they conld besalil for This e o allowed in the U5 Apar from il exoeption,
appreciation i only recorded im couneries that use inflation aecountimg systerns, (5ee Unar )

Cannpamies o conmmies wheh vse hsronical coess accoaigivs — recording only rhe original
pan haee price of assats = do por vsually record an espmans! marker value - the price at
which something coukd be sold roday, The conservarism andl abgcriviey principles suppare
this: aved where the company is 2 goimg coneern. the marker value of fxel assersis no
inpmitant isee Unas 7 and &

Depreciation systoms
The mwst common seatem of depreciarion fie fived dsets = the sraightine method,
which means charging egual anrmal areanes azains ||||||i| during 1l |Ib&|:i|11t of e assot
[ dedugnng 1% o the cosr of an assers vilue from peafits svery vear for e vears).
Many comrinencal European counrries allow accelerated depreciatmy: businesses can
deduer the whitk: cosr of an asses m o st nime. Accelerared depreciation alleeanoes are
AN ERCETRIEVE 0 T
way [0 dnpaltrage it For
cxample, o a company didicrs
the enpire coss ol an assep m
sinple yearn, it reduces 1= profics,
avel thegeboee che amaunr iof Tas
1§ how o pay. Carsequently new
assers, nclxling huge bosklings,
vain b valued ar wero o holaoaoe
sheers. In Beimim, shis wasglil nor
b corsidered & true and Fair
view of the company’s desers,

L ey dF saryd A dined war've daid o
Kt Sl Acoanr g erpeTeRee L,
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m Auditing

- Internal suditing

Afrer bookkeepers complete their agooumis, anil acconmtants prepuare their fimaescal
seapewnenes, these aoe checked by inasrpal awditors, An iwteemal 2ude moan exmomaion ol
a gompany’s aocounis by ics own imrernal auditors or coneredlers. They evalisate ehe
acenracy or correceness ol the aceouns, and chock for ervare. They make sare that the
aceoiines comply with, e follow, establehed polices, procedures, standards, laws and
segialarions. {5ec Linits 7 and &) The interual audivors also chedk he Conkpn
conrrd, relared tooreconding rransaetions, 'fu|'u||15 assets arel s ey, They check o see that
el e .1-.‘|rq|.urc ar sufficient amd, iF feves v, recosmtmend chavess e exming polices
amif prowedures,

-B Extermal auditing

Publiv coampanies hpve e subnr thedr finanecial smeements 10 external audivors -
mideprredene audimor who dooaor work for she compani, The aadimors have beogive an
upisini ahour wherther the fnanca | siarements represend 4 I arnd faar vuew 1 the
conpey s finuncial sinarien ol sl See Ume 39

Cruring the andir, the exeernal audibors wamine the company’s systoms of inrernal
cmral. 1o see wheber pransactions have been recorded correctly. They check whether the
asetm penkicaisd o U bralavee sheer aovaally exis, and whesher sheir valisaron s
correct: For sxampde, they wsually check thar sime of the debonrs recorded on che halance
sheer are geviine. They also check the anmualsoock ke - the coune od all the garsds hidd
ready few sale, Tley always loak for any uousaal iwrs inche company’s accoane boaks
AIr SRRy,

Vriril wecerty, the hig audiving firms alan offerad comsuhing services te the sompanies
whose aecomnms they audiced. givies them advice about busenss planmirg, sransge awl
reseniacrnrings Bor after a oumber if i ficancial scacnlals, most sccoimimg Armes
wp.l.r.'m.'ll their andmmg and omzuleing divisenys, Barause an
unidfimar svhin s also peming paid radvise o clioal 1= no lnger
roaally irmlepencent.

- Irreqularitics

Bl stock take:
ArE: connd al the iraentony

ol Vo5 || i | | Auelirers praduc a
r = . T e— | e an gqualified szpars,

e uiatn asclic repae, sranng, that the
SysCEms e fireircial statcments
Me.}:]nle. N S \\ o ot give an
gt 'TS b Mo - anlivoes had % enirely e aol
T e irrugularites: sysboms - fair view and there
andivars? Have | At adeguare, | Yes are sume prablkams

[ accoulliig porkaples have nar i
principles bevivaplied |
| isice =7 1 apphed correaly
5 or comsistently.
correctly? E
T Does the company I
TR 7 fallow the advice
Auslieors write o [ " iv:n“in 'rﬁ: e
enatsagernent better 1o ¥ i
i mamapement |eer!?
directors or senbor A

iaEgers explainng
what teeds o he
changed,
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m The balance sheet 1

Assets, habilities and capital

18

Balance Sheet, 31 December 20 ($°000)

Cumenf assEis 3,500 Luabsilities [SRE]
Fised assets &, 5000 Sharehaddess” oguity 4. [KN]1
Total assels 10,0 Todal liabulivies armd Shareholders” couity 10

Company L i Breaim, and the Securicies and Fachange Cammdssicn inothe LY, TEvjuEn
OIS (0 rnblish armual balance sheers: sarsmenes for sharchishders and creditare
The kalance slweet is a docurnenr which has rwis halves. The mrals of bath halves are
alwans thie seme, socther balanee. One halt shisas o bosimess’s assens. which are things
vz by thee cofpany, siach as bceories and machiones, thar will bring fouare eoomma:
bremesivs. The arber bl slvivers the crvmpamy’s Wabilmties, ard s capikal o shareholders
wuity (see bl Dialilsics are abligations 1w pay otber onganizarions or pedples numc
that the company awes, af will ee-ar a homore dame: These afton imclude loans, axes thar
will sexn hase m e paisd, fumare pession payivens s omphivess. and bills from
suppliers: companics which provide raw manerials or panes. 1f the suppliers have given the
buyer @ pericnl of giene befome they have o pay for the gixds, this is known 45 granring
crelit, Hince assars qee shean o dehies (as the cash or capmal account was debired 10
pumchase themi, and the regal st comresponid wich the taal sum of the crodies - tha is
e Tiabslivies and capiml - ssses oqual Tabilies ples capsal jor & = Lo« C)
Aamerkan and censinemial European companss isially pur assers on che ket aned capiral
arul liohilites on the righe. In Brin, this was regditiomalle the crher way roncd, bar now
it Britsh conmpanies use a vertietl famar, wirh assets ar the rop, and liahilicies and
capuanal bl

sheet: AmL: balance sheet or statement of financal ||||-u:|m|:
Ihers” erquity; AmEs stnckiablers equity |

Sharehalders” equity

shareholders equiny consists of all the aewy belengine rssharchalderss, Tarrof this s
share |.'ﬂ|=llu! = thee meiney the company sl b selling s shanes. Bur shareholders”
cuuity nhwr inchades revained carnings: profics from previous vears thar hase i been
disaribinied = peid oun o sharcholders - as divilends, Sharehalders” soquiry is the same as
el coiikpam's net assers, or asscts minus habilicies.

N abince sheer dees aor show how muoch money o conspany s spent or received during
a et This imbormaron & given i other Arancal staieisams: the probit and boss acoans
and the cash How stagement, (See Uni 14)
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1.3

Are the pdlow iy, STAE of Ealse? Finl regsics for vone aisavers A and B opoosde.

T Prnmh and Anxrcan balance sheers shawe the same miiciis, hur aregneed diferenry,

2 The revimee af the company in the past vear is shown on the bafance sheer.

3 The rava sudes ar ha b a alaner sheer always have te same ocal

4 The halasde shaet tormation an bow mach maney the compamy bas received Fawm
iles o shares,

5 Thar aswas tomal 15 alwars Che san

& The halarsoe sheet tells von how

(=1

as thit habilines.coaal
mnch money the cranpuny (aves

Comnspilere the serirences. Took ag & aind B opposing m betp v

are g

s thar provide scher companies with matenak, compients, erc.
i that the company has not distribared o sharehaloors

e comnpany swns and wses ey siness:

st oof gveryhing & compsy avwes,

vansists af manscy belimpiog e a companys awners

(BT

B W

Make worl combinathes usive: g word frons excly bos, Then use ol wesd combipgnicns
ey evimpliene the serrences belows Lok ar A and B oppesine oo help you.

distribute
| grani

lahilltles
oy
prafils
EAFHN{S
L eredil

1 We a for of uar bvauar we glan ary ok awar
i the sbarehidlers

2 Mlier husinesses have custoansrs w
them 30w Al clays'

3 We hove a et o bzt well have 5o Yaver this vear.

o e e

Fr il ieer mocourmias ane being Smieigated e
fratwd — o e Brsghter sioke, wr fimancial elemens
e e the New Yok Tineer fraseveller Sobion e ®

Prafazpandl Engleh m Lhe Frnance %



|4 The balance sheet 2: assets

I

Fized and current assets

L R TR T B aonce Shest 3T Decembar 20000

Cusrent assets

Capn ard equiaients 2415
ANty racahabie G548
Frveniiony 500
Oer curpil absets: 5,562
Todsl coersn] asagls 244
Hon=gurrent assets
Froparty, plant and agupment 4 5K
Goachail as0
Land-I5rm Frestmsn s 6.265
Tolal nier-cir el Bsses 1175
Tolal asseis 34,5853

In deegnmning, assers ase gererally divided mno fixed poed corrsin assers, Froed assers (o
in-cprremt sssets) and invesrmenrs, such as baildings arl equipioenn, wall comeinue ra he
waed by the husiness fow g ooy rime, Cieercar assers are thieags 1har will probably be nsel
by the basiness in the pear Faruee, They inchale cash - ey availihle re spend
imirediarely, debivors — companics ar peaple whee aae tey chey will luve o pav i the

in
preputratiom for the hsshappening, scconding e the conservarism prmeiple. (e Linie 71 e wall
wrine i, o abanckin, rhesun as s bad deb, and ke pronsions by dansm rrespeinil

i A prefis: that w, deduicting the amowmst of the debr from the wears peoficg,

Valuation

Mlarufacturing companies generally bave a srock of o marerik, wirk-in-progres —
partially manufsiunsd produces —aml producs reacdy for sale, Thee are vanous ways of
watlwierg stack or myveimary, boe preeeally chey-are valed ar the ks of cost or market, which
kA whachever fiptre is bowers thetr cose — the pundhase price plas the valoe of any work
et om the i — Or the cumment ke price. Tl is ararther epanmpile of aomscrvatim:
el the spock s expested po be sold 6130 profit, wou shold noe antiepate prokics,

Tangible and intangible asscts

Assacts cam alws be classified as comgible and imnngible. Tungibbe assets are assers with a
phyacal exisrrnoe = things vou can much = such as prapeccy, plaint amd squipmen .
Targibde assers are gencrally reverdid a1 thefr histncal cost (see Unir 71 kess accomualated
deprociatiom charges - the amuount of their cost that bas already beeic deduceed from
prafirs. This pives their net book value,

Inzanggdhle assers incligl brand names - L-!';ull.r prmeted fames for a conums’s prosduis,
paremgs — ixchisive gt e i wlice a p_-.ru_ujm e rm,:du,m: feat i By poevieal, and rade
mmarks — nAMes 1% ) s thar are pue on |l||:|,‘|lh'N arsl camns be s by arher
comguices. Merwiorks of conces, eral cuspoiers, nepuarinee, eraived sEaff or thuma
capial’, and skilled marggement can ake be consxlerad as inemgible wasen Because it i
lithiulr iy give an acgurare value toe av oF thise thipgs, companies normetlly only record
mmgghle asses. Farslygs repson, o qlu.;‘u_- concem should ke wiith moee omn che sk
uxdqmur than 1i||.1p|.| irs ezt worth ap aeg asserst assers ouncs lahilises, IF a company buss
anoaber g az ahive e nep worth = hevause of it intargible ases < gl differsnce in

prive is revorded vander assers in the balance sheer as poodwall

Prafessionod Englah i Use Fosce
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.E The balance sheet 3: liabilities

Lintilities
Liahilities an: amounts of meaney that a company saes, ancd ane geveradly divided inta
twi riepes — lomg-term ovnl carrent. Long-perm Tinkilivies or non-cuesenr liahilisies mclude
Pacmcls, {4ee D 31
Currem Tiabilizies ate epeoted 1 be pabd within a wear o the dare o8 the balavee sher,
Thesw irclide:
m croditors - largels supphers of goods or servias o the busengss sehooare e paid ar the
e ol parchase
Bl dividerils
m deferred taces — nwonscy thar wall have m he padd s tax incthe funere, although the
parenene dhoes nid v o e made now

Curranl Rabiliios

Shor-erms deti 1,588

Actaunts AAYALR 5048

Actrued BxpETEeE 8,583
Tertal current liabilties 16,187
Mosrourrent isbilities

Drefierred income ke 860

Long-term debi a0

Crihae per-Carrami Higolidas 1,300
THal ran-carant lakiliies 5553
Todal Rabistios #),750
Shareholders’ squity

Camman 20k 109

Fetained &amings 330
Total 14200

Total labdnies and Sharehobders” aguity 34,538

Y oocrued expenses

Iz

Bremuse of the macching prirciple, ander which tronsacnons ikl aher evenrs are repormed
1y the perionds b which ey sefane ared ot when cash 15 recsved o paild, balance sheers
ity il oo Expises, Thicse are cepenses that hase wceavlaved o btk up
urmy the sevrmmeing vear e will nar be paid vl the fllowing vear after ghe dave o
thi: halancy sheut, B0 aderned expenses dre charmed sgains inceme — thar is, dedueted
from profies - even though the hilks b no yet oo received o Be cash: paid, Acorued
ey couhl il taves and woiling bulls for example elssrricity and weaner

Shareholders' equity on the balance sheet
Sharchobders” equity is revorded on the same past of the halanoe sheet as liabilities,
Y it is mwrey beloiring to e shamehobders and ren e fpamy.
Sharcholiiers” squary inclodes:
m the orginal share capaal jmoney: trom stacks or shares waoed by the company: see
Ulnizs 29-30)
m share premiuny money made it the company sells shares ar abowe their face valoe - the
wabiie wrimen gdy thim

m rerarwd cammings profies s previous wirs thae have nee been diseribied oo sharehoklers

W peserves: funds serasick froo share capital and earnings. renined BrE: shire preminm:
fur emergencics ar arther futune nesids, Ak paig-in sumplus

Prafession’ Englen W Lise finance



13.1

Are the

B Campanies can sl shars at

Find words

B and O oppx

v thar will be p

v char mv .
|, st | o pasipo
I I I

Tigher value ¢

wsire with the fid

snths o

d unnl a laer time

v icrged ener 4 period aof fime

el liabalirges. 1ok ar A

e ixclas
ikoe money an individuoal
paid Fur shares,
ney ri» longer belangs oo the v

| the balance sheee

wrified as big-rerm.
aves o pay Blls an e harine.
] recained carmmys.

an the yme srared on ghem.
W S
the balamce sheer dane

il 1k hiny el issued shaces, manus the shares” fave valu

inil B appesae oo help ]

1
Land ared huildings
lvesrmrenirs
Lash and equivalenrs
Deferred mxes
| rerm deda

Assers | rabilires
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inanci
The other financial statements
n The profit and loss account

34

Canmpanies’ ammual repuarts coneain o prikie Ieﬂ'fb}" PLC

ani loss accomnt, Thes s a0 Bnancial statemenr Annual Profit and Lose Account. 1/20_
whach showes the differenoe benween the

revienvis and expenses of a pericd. Moan- [E'0oay
prodit fur not-fof-profit) organizations such as Sales Revenue aB8.782
wharicies, publiv saversimes and mosanms Cogt ol Sales 35498
gemwrally prosdise an meome and expenditure Canss Proin 3,286
gocomint, 1 they have eare income thein solling, Ceneral and

expenditur this &5 called 2 sarplus carhir Administmtive Expensss P02
than i Eamings before inb=mss, Tas,

Depeecation and Amoebzation 5257
Deprecistion and Amortizstion 1,368
Eamings before Interest and Tax 5,089

Ar b vap of these statemuents & rocal sales
revenne o enrmver the mical amenr of
moeey ncvived during a specific period. e

iz the case of sales, ake koown a5 cos af ke Expol i 23
grards sald {200 the costs associated with ! e 1064
> i Mt Pradit 1568

making che prosloces thar have heen sold.
such as raw tarcrinly, labour, and Facteey
wupenscs. Thidifforence berween the sales
rivenme and the oo of sales is goss profic There are many ather costes or expenses thar have m
be deducred Frivm gross pu'ur.a siich as renn, elecrricry and oifice salanes. These are often
prouped togerher as selling, general and adiminisranve expenses (8GR AL

Thie: stasterrwend alu islly shows FETTDIA icarmings befone miteriss, tax; depreciativn sl
avmrtaeatxom | and BRIT jearmimgs before interod and rsh The Grat figare s moee ohisanve becies
depreciarem and SMOMEZEANOn Expeises G v d._-p,-"._h"g o which system a compamy o,
Atver all che expenses and deductions w the et prodir, ften calfed the hostam line, Thes proft can
b disribured as |J|-.'i|]e|ul-s {umlkess thee company has na ciwer pase lossesl, or cransfirned o ressoves.

paiit; .1_r|-.\'; w.l. W
BiE; prafitand kiss steound; AmE: mivene sEibainl

The cash fiow statement

Hritish arud American companies also produce o cash B statement. This gives demils of
cash flows — mioney coming ima and leaving the basiness, relaring o

- ;||x|-.1|:i|.|11|. — dvn-day acnvires
W ivesting — buving vr selling property, planc and equipmene
m financing — s or repayion e, or g shares,

Thee cush Hlaw starement shinws by effecs cly d company generares ard manages cash.
Crther names are somerimes used for ot including Tands flow seavement and soarce and
applicativn af Fumds statement

Hririsky connpuinies abse hase oo prodnce 2 stamnt of wead recopigecd gains and Josses
ISTRAGLY, shrvaving, amve i amel Beses tha are s inchuded wsbwe protic amd hes.
acganil, such a5 the revaluation of fived assers,

Prafesnonal Ergleh m Lie Fmtarw



14.1  Which figure in each of the following pairs i higher for a probtable campany Loa
nppasice to help von,

L (i
vt Pl

}eales revene 4 ner prodi
& pevalin § mer prali 5§ e T
U/ ERETINA

14.2  Cumplete che text with wonds o the ko Yo will reed 10 use ich word e
unee. Loak at B oppesite o el yon

| Fnarcing

il = raising money by ¢ arvcks el bomds
avidenels and iverest and cepaying bondsh, b is hemer tor the company if
- Farnre proweh el money in ! . withpur having 1o use

11 - 5z a Shealibiy' cash flpsw eans thar the amounr af cash provided by

(1] S— isprosmer tham tbe cash used Tor (7

14.3  Would the kdkeang appear as operacing, fmanomg ar myvesong acovicies an a cash fow
srarement? Laok ar the exampde below o help v

et wnd liahiligies Pavitrrirs e repe lsise stk

wse of planr angl FuIpmEnT il AIRRETIEAIEN EXpRTTE e
Mor i Ingoenc caxes pavabke
lssumance of stock Bepayvment of debe

Cash fow siatemant (5080
Eemiing

amariization

Criher acfjustmants 1o Eamings

Meat cash provided fram opesations
Procascts fram [ssuirg mew stock
Stock diveends paig
Mal eash poowided Trom ﬂn_anar..iug
aniditions 1o praparty, planl and equipment
Mat ensh used for investing

Changs in cash and eqguivalents durisg year
Cash ard equivalents, teginning al year

Cash and exquivalanis, snd of waay

Prafessiangt Englch m Lise Finonee
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Financial ratios 1

Types of fnancial ratio

Fanareial rathes expros the eelitnships berwoos twa or more Sems on figdncial
aravcements, Tley alloay swestors and creditors 1o compare o company’s preseot Stuaton
ared performance wizh ns pase peetornanec, and with ather companies. Raiios measens

w ity o easils @ compamy can o saneoh s asses i cash,

B sidvency: whitler @ cimpany his cnmageh cash e pay short-term el or whither it
vonirhid o banknepy - have it assats sold oo repay coedinors

- rl'ﬁnurbc_\: o well g camipany wees (s resomires,

Liguidity and saivensy ratios

SUITENT 5eth Ihis 5 the currene eagio, which = a calailacicn of carmenr asseis
curren L Palites divided by cureny labidines, It measores liqushire ang shins [y

el vk o vy assets el Bavoe 1o b Coaested e cash i e
mext vear o pay delws. The higher e tama, ehe mose chanee dredinses have of being paid, Tae
exampe, if Mackenzic ne see Unigs 12=13) has cupcent assers of 523 24840080 and corpent
Lahiligies of $L5, 097 QL fw ourrenr cano 8,53 which & acoepeable It is aften argued
che correns raio of |'h.':1I|.I|y cvangunmy should be closer w 24p ibam 1.0, meaning rthat it has
vy Twkoe as naany assets a8 lakelines

Supiplicrs granging ot credic po 0 campany prefer the currione ratio oo be high becaus:
this reduges ther sk, ‘roe sharcholders vaanally profer it to be low, because chis means that
the comipany has isvesied s assets bor the hamre

|

cugrent linhilities

i assets This is the quick rano or acid pes, which s g caleulinon of Bgaid
assers divided by cureenz lahalities. Ir measares dh-rerm salvency.
Liguicl aseers ane currenr assens minas spocks ar invencory, as these
mighr be difficul 10 sell. Mackersie Inc’s quick ratis s 1,13,

Earnings and dividends

sharchalders are inercaed in raris eelarmp, o2 conapainy’s share prive, earninps, and
divickerd paymenes,

vocal carmings bor the vear “This e carmangs per dnare ETS) 1t mvievmors how
g TSyl -t wach i the company’s profic belongs o cach share, 18
A wenmpany makes a pesz-eix profic of €125 million,
fnad i nas waed 2 mmlbon thares, £FS 2 80,75,

the marker price of an sndinary share T s phe price/ carnings st ar B ran, Ir
i 3 —— shines [ expersive the share s [Ta campany

has EPS off 0.7 and rhe share is sclling for
&9 00k, the VE rucin i= 12 (29 per share divided by §0,73 carmings per share = 12 WE ) &
high IVF racio shons thar investars are prepared v pay a high manleiple of the gamings foca
share, hecawse they-expect i nodo well in the futwre.

the past year’s s

aeditsiry share dvideid Thia 1 divickemd cover o times divadend covered, wiinch
T nepromr sl hovw may times the company™ cogal anouwal dvidensds:
conald favve heen paikd aut of ies available annual esrmimgs. 15 a
conppany has EFS of 73 enmeand i pays nr a dividend of 3t cents, the dnddend cover is 75
{3 = 2 A high dividersd cover shows that the company has a lor of money, bur that ic s
o being very generous o sharcholders, & ranio of 20 ar higher is gererally considered
s fiv mmeans thar the cornpany con easily abfiard the dividendp, bur anything below 15 is
riski A kv dividend cover — Below: 1.0 - iears the company is poying out reiined
atimplises Freum previos years

Frofeasionn! Englah 4 Use findnce
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m Financial ratios 2

Y ofianility

Theere are varioos pratiabibmy rasics thar alles inestars ox compane a company’s prabe with i
sabe, its assets or irs capical, Financial analyses wsally incoide chem in cheir separe o cormipanses,

s prohic (sales - cosr of goods sokd) This is che gross proficmangin Ieis the mesey o

o T ombe - comppany b bt sfter i punes for the oo af the goods
or servicgs 1 s okl A company with a higher gross
preht margin than \.mrthura in irs indnspn’ & miee
e, sl shosild e bl o make & peofic in the

TS
1t et Thiz i vtum o assets, Ir measuriss hroweffcionth the Arns asses are beings dsed
Filcal etk o geveerale prabis,
ner profr Thurs i st on equey CROVED T shinws hose b 3 comipany s profie s
sharcholders" cquin tafrer jnpoyesrand ro) comspand viech the shapehodders’ aquiry or Foicls.
[ -
by This iz graring o Jeverage, offey expresscd as g penenrapge, Ie shiows
"h"'l'|"'|dt'rr-'(\]U1|-1 Fust Far o compane s Foded by hsir suilser phan its own capical. A

highdy peared ar highly keveraged company i one thar lias a ke of delbs
eiwnpned My quy,
EBIT jsee Lot 141 This = ingerest cover. of tmes meerest earned. bt compares o husiress's
Tingerem chanses arnul inreresr pavinenes wich s camirgs. befine inmrest and o, ond
shavws o wisiby the company-can pay lonpg-term debit coars. A low
irerest oo Cegr helowe 100 showes ehat o businesy = having difficulies
penerating, the ish necessary for it idtorese paynaeits,

| BrE: gearing:

Clrigrowp Inc Koy Ratios, 2005 Ami: etracge
Citigroup Banking Frdustry SEF 500 —

Aswarage Aueraga

Groweh Rates %

Sabes 11.5 4 iy

EP5 32 32 13

Price Ravio

PfE Ratia 13.% 4.5 e

Profit Margins

Fre-Tax Margin 2.8 237 473

et Prafic Margn 155 163 . Th

Financial Condition E

DrebtEquiy Ratio 1.9 1.32 I g

Iberest Cor pl ] 2.1 : ER

Investment Returns % I!;

Ratarn O Egprey 157 131 145 |

Return Cin Assets K2 1.0 15 i

P B A A et e

IR Prafestiond knggh n Ui Fieande
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Cost accounting

Direct and indirect costs

Cose accatmning mvolves a.'.:|a.'u|¢1|l'|,g the cosis o ditberenn prigducts or services, so thar
compant Managers can know what prce to charge for particular prodaicts aned services
and which are the mss profivable. Direct cosis — ehwse thar can b direatly relaied o the
prrwdcaiens o paetialar witts of w prodisct - are guive eave wecaloukane, Examphes mchude
mamafacturing nscrials and manutaonaring wages. B there ore also mdivect ooy ar
overhrads - costs and experses thar cannot be' idenaified with particular manufacturing
prowesses o0 Wi of production. Examples include seot o praperty tases for the
vampanys offices and Brctomies clecericine for ligheing aod hearing, the madinmenang:
deparmmune, the Bacrory canteen or restaurant, manapers” salaries, and sooon, T

Brk: overeacs;
Cose auch an chese aee aften grouped wpether om the priohe and 1ess oo

H i b Akt wwerbead

o ircome staremendt s Selling, Goneral aml Adminiscrarme Expeatscs e 4

Fized and variable costs

Crmpanies b differemtiane berween fved coses and variabile cosrs. Fized voses are those
that da ot ob i the shirt term. even it the preducrion level chames, soch a= rene
amd imperest prasnwenis, Yarkshle costs ame chise thar change i proportinn toe the vetme
b producrion, siuch ascompieeniy ol raw marerials, and overminne paymenm,

Manufscturing conrpanics bave w fnd o way of albocamg Sxed sl variable coses o othe
varinus Pﬂll‘.l‘-lﬂ!- they make: ehan is, they devkle up the costs aral charge them o the
differeng pt\c-.iu.'l:s. Ahsorpeion cosning ATEnpIS l“'d"ﬂu-'l-' I dhiret coisrs sl all
pradacrion costs, and sometimes &l nditeer cosis such g5 adminsetive expenees, m
sach i che conpay s produis o services. Activicv-hasel b culculares all che Giras
connecred with a pamicubar acowviry e product <esipn, monefxzuring, discribarion,
cuszomer seeve, even it chey wre carried our by differenr deparrmenss in the company.
Mase cotmpanivs have departments dr funcians thar do nar generar dny
profr bat mly incur coses (e.g. accounting and legal deparmeirs). For
aocounmmE purposes, companies abien meke these deparmments e oost
cenmres, and allocare ar chiarge all the coses relarad o them separately

B il entre;
AmE: tost center

Breakeven analysis

When decklmg whether it would be proirable ra produce o prodoct. o effer a soncce,
companies o a hreakiven amahvsis, This compares cxpecred sales of the new produc wich
expeaed costs - bath direct ard midivect - ar sarmans pradictiom kvel. The breakeven
i 15 the sales volume — the number of unirs wald = arwhich e COMpPany Covers is
witsts — pavs all iss experses. To make a prafic, i1 i5 ecessary @ osell maore than this.

Although cost aveoantiog allowes companies e caleulare prodscriom costs, prcmg
tzvisivms o depepsl ang:

the lovel of demand

e prices of compertors’ produoces

-

-

W che company™s hnancial situation

ok oy s abjectives - the goabs e aims i wanes e accemplish
-

the company’s marketing palicies = whether i s mierested i maximizing sals or
masimizing profic

Prufegmianal Enghsh in Lie Fripnce



P Mavch the wonds in the bos wirh the definrmsans be
liebp you

T _I-nrJ :I'.
CrATs preable

ar are war wharly reland o producnon o manofaconmg

2 a umic of aceivty inan orgamizamon bor which costs are caloulamed separarely

3 crars thar depend o che amous prodoced

4 alpoonve memimp pooviding imcome toe a company

5 crems that cho ding; ra che prodoction valume

G the <abis o which a congumy decsn't make a Joss, bur doean make o profi

V7.2 Santhe i
o help viou,

Lk ar A ard B oppasine

| =\ 2l 5 L
Faaed dehis | v’ o |

Factory L[63s]

I= o S — | S——
Drertime pay 1 |
leaw

| PraperTy rax

PRt

17.3 Which nf the tallowing

I alrseprudd cres

2 acaty-hased costige?

A well g dinscr oy Eacturing costs — terials and Bhoue = we allicare part
af our tixed amd vinable nanufacrring overhesds 1 che cosy of every produce |

Wi pdeniuby all ahe idteren fancoiaer. within che cosghany, anel dasipn coss oo |

prowlueey and services accomding o how mach these funcions are invidved in
the process af provading che grishsts and services, |

ths book?

Profassanal Fnpksh m Lie Finnce



Pricing

Manufacturers’ pricing strategics

These are a stwdent’s pare tram a lcrine abheur pricmis

® Companies prices an influenced by production &
dizbiibution costs, Dotl direct and mdirect g
& Maroup ar cost-pus pricing: soma fams just calosdate peralich
the unit cost and add a peccentage: silis W'B!':-"F“F*W'Ei“: iy
= Aiost companies consider other faciars, like demand, FuwBas it B R et i
campetitors prices, sales tanseds and poofit targets Ghsl rasy st
® Maikel peuetmﬂl.'lﬂ pricing: some cumpanies launch Biwrahi ¢ seirfagd 4 preduce
praduds i a prie that only gres them a very Small A EH s
profiL because dey want & big market share. The P Sy S L
allows theen o make profits ter because of economles | . C0 0 L L L
of scale eq Bic peans, [ghtes and meors; Dell PCs.
& Market skimming: some custamess vl payalmost any i o e
itk . fon o Sl flich produey, soEne Lomparny e iy
can chage a redlly high pece. then fower it 1o reach o ErenEs
athe 4. h e i
1 market mwb,eg Irited with new micrachips. R T 4
= |Facompany has a higher demand forits prodacis than | LT e L et
'y ahbe wsupply, it can raise irs prces. This is oftan
dane by monopolists
= Pemgtige pricing o image pricieg. products positioned
at tha Iu-ur,-end nf a market feed' to hawe & high s oo il
price: the target oestomars probabdy wort buy them
‘thary Shink tng prce i oo o, 6o W, B He
» Going-rate pricing: If & product i almost idgritical Lo . ik o bR
competiton’ profults, rspemes might change Lhe
S e

Eesansias off dedle: < ks

warafislisti

m Relanl pricing strategies

= Loasleadar pricing retalen {eg. supermarkers) ofeen
offer some Geree at 2 wery low pricg thay isn't prafitable,
1o attract covnmers wha then hiy men products which
e profiable,

= Odd pricing or pdd-ovan pricing: many paoducers and
etainrs belgva a customes seas a price of 7955 a5 in
the & 20 prce range rather than the €30 one

% Bssticty: demand & elastic if sales mspend dinecly 1o
it variations - @G i Che price s cut, sales e,
IF sl remnain tha same after d change in price. demand
5 Inedastic.

. it T
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18.1

8.2

A

wie the verks g

Firsd five verls
‘prices”, T

wlere plie e

prices

whim v

3 Luxury ewslds o ex fiza ke hope pr
really hiph prices,

a4 Uhg |-|.;Iu. s really the same as ouf onpelitoe”,

& After we've skammed the market, wecin

March the pricing srraneg n the bax wich the sea

1 oppaosate thar can be usd mo miake word oo

lakie, v
15, bevans:

icainys aaih

a price, demang is vlasnic.
e generalbe AT prices
ir cuskiumers ape prepared -t

st Wil prothly the sime proice
the price fo et Mo costomers,

menirs bedowe Lisak ar Aand B

vippasite o help v,
png-rare sl lonss-leader pricmg muarker persteatin ket skimaneng
| mark-ap priang odd pricig PIeslige pric
I _ R 57 _ ~ 7

Brecause of
and our repuration fior guaking we
a1 charge o very Tugh prce.

g — 5 = o
b aibers hike
10 e £200 Our price avs el
in A oar WY
1 T e E 7
= Jatm cuer prowducr ae high
prices, and then recuee theny a-Jew
winmiben ke oo et mard custoamers.
Kl e T R

W Just ger e conT JCoandants W |
| wark cur haw nouch ir ooses oo make
thy produc wd acld e profic, |

TendacEs o

the zame pric

Preramd

cuszomers wha adse buy a b ot
vthser things.

g a really faw pesce-ac firse,
- g weant o sell
s af the prasducr as

ailibe.

Profesisena Esplib n L Froage
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Personal banking

_ Current accounts

44

A ourrent accoum s an sccoant which allives cuscumers to ke oue ar withdtaw monesy,
with no restricmons, Momeyin the oo diees s mualhe it a hggh race of meres: the
hank does ot pay oueh for barmowing' yonr money, However ismy ]'m.'lr*c abwr have a
Sy arocimmt o7 dreparsdt acoonam w vy pass i inmerest B i searmicrions s, when
vour can withdraw your meney. Banks vally seox] monthly seements lsmnp neoost sums
uf roney guing out, called debics, arul sums of wency coming in, called credies,

Mearly all cusmomess [give & delr card allowangg them s make withdrawals and do ather
s ar cosh dyypensens, Mo custimiers have o credin cord which can be used for
yirg poweds and services as well g dor barrooving money. [ some coummes, pcnp|¢ ey
Isalls wirh cheques. In sther counrries, hanks din't iswe cheouebanks and peaple pay bills
l# hank teamsfer. These include standing orders, which are asid o pay rogubar fxed Sums
ke, and divegs debics, sehicly are weed: when e ameownt and pavment dite varws,

#rn) acoount
¢ AmiE AT [Autumated Teller Machineg)

BrE: current acoouiki; AmE: el
UrE: cash dispenier, cish ma
BrL: chegque; AmE: chiak

Banking products and services

Commendal lanks aHer loans — fixoed semes o awmey char are ket fae a Gl pediod e
wa vears]. They alas odfer averdrafts, which alkiwe coseomers Gy overdraw an aeooonr -
tlucy can bave o debre, wpoto an apresd Biman, ca swhich iteeesr is calcolared daily, This is
chuaper than a loan it, @i cxample. vear onbe neesd 1w overdraw for a sk perind, Banks
alsa affer il o ek whe wane e by a phice te live, These are long-revm kans
an whh the property aems e goflareral or g gparanree foe the bank. b barmower
eloesit't gy the morbgane, the lank can reposséss the louse or flar — e bank rakis it
ok from the burern, and sells

Banks cxchage forsgn carmemcy for pesple going abeaad, and sell ravidber’s cheques
which are proteced agains hiss o theie, They alse odfer advice abou investments aid
privane pension plass - savivg mimey ke when v resire trom work, Imcasanply, banks
1lse rrv oo scl] imswrance producs w cheir cusramaors.

e TS chvenpoe, AmE: terectes™s dnoek

E-hanking

Ir the 14950, many cauntreial banks thouphs the
Tutwne waald B an teleplone hanking ard inderier
Imbamge or e-lnking But they disconered thar s
i |.I1...|r cuspHners profecrsd g i b hraniches - kaal
affices of thi bank — capecially ames thar bad e
g R, dnd which were convenenthe snemed
" d"mper G

TUM TUM
YOUR CARD
WAS
DELICIOUS

ninppirg centr; Ak ghupping mall

Prafesiandl Eqplish m Lhe Frionics




19,1 Compkic the advertisemwent with words frien the bax, Lok ar & and T vippasice g help vea,

credie cand CUCFCIT RCCoLILS glebig cacd
direct dishit SEATCEENES forsggn currency
SRS SRS standing nrder wraveller’s chegues

nov offers 19 inteorst on (1) and 2.

— . Wo Wil give you a cheguetiopk and pl a freg

ot ugse 1N’ cash dispensers, and e pn-sﬂ:llll'f to apgly for
i n pay fxed monthly bllls ssegsy "
- Therm are .no ame harges. 25 long

YOl TR i I'J'Edll'., and wa send you fres monthly (7)
Wecah pin sl vou { s v TOT o pRaE hodidFy, oF
S __ For groater securty, What arm you walting for? Gal us todéy,

192 Fmd wards in B oppesiee wich the fofkeaing menmings.

1 swhat yoiu cnn carn when von lrave vaur memey in che hank

T an amemn af mimey barrow vil Frenm a bank far a cercaiis lemgrh aof gime, wsually fiae o speatic
rurpe

J wuwthrn}:. that acts as a secumiy or 3 guaranes far g dels

& gy arrangemene o wathdeaw more mancy frons g baik acceane chan vl ;|||:||_,mJ m

& i oy term boan b by somewhers @ live

B um drranpement fr saving maney o give s an ingoie when you smapoworking

¥ oo kake hack properry thar has e been camplerely pasd for

193 Are the fallowires searemers e o Fike? Bind reastms for vier answvers i A, Band © oppasics

1 Curent acconnms pay more micmest than svings accunings

2 There 18 dows risk for a hask with & moegage chan wich arssewned Tnans wirhom collapoml,
1 Travellurs chogques are saber for toorists than carrving Feegigy currency.

a The majorry of custamers poefer e do their personal hanking ar che hank,

B Bamk bowredes ave wou all v shawpping cenures,

Profzssianal Enplsh in Lke Frionce
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Commercial and retail banking

Commercial and retail banks

When pevple v mire iy shan chey pecd o speml, they may chorse ro save i They
deposin it ina bank accrane, ar 3 commercial or rerail bank, and the bank generally pays
nneeat oo the deposienrs. The hank then uses the money thar hag been depesansd o grant
hwiees — bencd mEEy i bormasavrs who need mare money than they hase available. Banks
makie i profi by charging o higher g of wnergss oo bioriwers than they pay o depresons,
Commercial banks cain also move or transder money from one cstomer’s hank accoumr
to anotbeer vne. at the sime or ansther hamk, when rhe cosemer dsks them 1o,

Credin

Baniks alsa croste crodie — make moacy avaikehle S somenne e horrswe - bicanse the
ey they lend, from chizie deposins, i= waally spem and so eransferred o aoather bank
Sccoum,

T capieal a bank hasand che kg i has made are its sssens, The Gintomers” depisis

i Teathifiries Tocouie te momey 15 sand oo soenoine dse, Banks have e keep a cemain
prereemtage oF thuir assets am mesereis for harrowers whio wam to withdeiw their moer
This 48 koo g the ressrve neguirensenr. Fee exanaple, iF the peserve requiremen is 10'%,
& hank thas reveivies & £ 1) depasin can bepd £90 of s 1F the bormower speasids the maoncy
avel wribes o chevue p sommcone whie deposics the @90, the bank receiving tha deposic
cait kol €41, A the prowcs commimues, th banking svstem can expsond the first depesic
of & LK anee neardy € 1000, In this way, o ontaees cnedin of abmost €900,

Loans and risks

Helore lending ooy, 0 bank has 10 dsses or coboulare the risk invisved, Generally, the
et thee risk for the Bank of a0 being repaid, che highe thee inmerest vane they charge.
Blowr v branhs e sk diaed pandiress Tor peroeal costommes, sl s persimal
Roaies, This i shat all cusomees whe have boen gronted a Toan have e sane nerms
anil condifens - they ave the s rules for payirg bk the money,

Banks have mure complicared] rsk assesmaent methoads or conporate customers — busmiess
cliznss ~ bt large coompanies these diys prefer 1o raise their own fmance rardser than
horrw fram hanks,

Banks have oo find a balase bepween Bguiding — bavies cish available when depesimars
i i — vl it maburies — s wrhen Trams will b vegraiid. They also oo e
katapce yield — how mach snomey a D pave — sl nsk.

Proessianal Englich i Use Fnonce
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0.2

20.3

Coismphen: M <emimoes T ths! wirtaes, Lok a1 & and O appamne 1o hedp wou

i -
ttwow reed insfar access o 8l your monay, this (g iha |
lor you

2
Qur products for Includa business ovardraliz, [osn

mpayments thal rellect your cash tow, and commercial morigages,

3
Cur local branoh managers are encowaged 10 help local busingssas and are
autharizad 1o and overdrafis

q ) _ |
Wi offer standardized Inans: you can be sure wou won't get less favourabla ferms . |
g than gur cthar l

March the rwes ports of the semenges, Lok ar A Taeed © vppmice 1g-help v,

| ks lend savers” deposits

2 They also crean: credst by

3 How much crisdic bavks caw creare
& Thebore bendimy, nicimey,

5 The incerest raw un a lnan

& Panks abwavs need Deudicy,

ah srss the risk

Firsd verhs o A, B and O oppesdte char con be vsed 1o make word «

s Dlow, Then nse s aF the verbs o comiplen: the senmemees,

interest s ( risks /'
[ MOney
| proeluces, all customers are th 1 irmert e

- thwer reserves far cusminers

erally know from expericnce bow much cash m keep

WAnE 4 it.

¥ Banks carctully snuly the knancial angnon o a company o the risk mvolved m
lenclive; ic-m

al bank websibes from your o
i lenders?

Frafasiianal Engisk in Lie Fngncs
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Financial institutions

B oo of financial institution

Thyzsar e o, sbncheon’s newes foom @ Beopare abaour banking,

T s 4 M 20T iy, MEGH banks opErmed noone coustry
only [in the L, in one siate palyl. Oilerent kinds of banks did
rpecialized kindy of financhal business:

®  Recall hanks o commeecial banks vearknd with pdisduak; and

small compaies:
o peceived deppsits el Bl b TH
* st g, {See Ui 201 Unsir 33|

* lrwesbasent banks worked with big companes: sz hid
= gave fmencial advice s

ctwpariis e Wy g sk ot thares: s honds s irtivdr ree (sec Unit 39)
= oeganiaed mengars and takaover bids. sepehs v shipgg: (o tifiping
®  Esuranch {ompamieg R of
= prositbed B rsurance and pengaie e 3
= Buikdisg societion Lhie 283
* specialized o morigages. Wany kave now bemme namal
commercial banks.
e T T T i g, SR ;—na-rrn-,n-- hmﬂ-irn.a-p.,m.,.,-.,",ﬂﬁ s

{
= raised capital - increased tha amount of mosey a:\tq.m.l-l i ]
1
i

L) llll.r\ch:ml hiank; ﬂ.ml- -nw‘-lrncnl Irank o
Bas rekail basik, commmrsial ook, Higk Sreet b, A rwelail bamk, commmierdial 'ﬂ'-“\.
Br[ |lll'|d|n|: scrlies; AmE: L.v!nq:. ansl Il.mn:. associations

m Deregulaiion

The financal industry changed radicaily s 19305 and 905 when 2 e
wap dereguiztad dm“w s
& Pl daregelarion ik and iegulaioss in the US, Britan
and Lapan prevenied commenial hanks doing nvisiment
barkimg bunness, Some othes counikes

Switrer land} aaady had anfeersat banks doing afl kinds of
linamcisl bsiness.

Today; many lange imermaniznal conglomeratss affer 2
toenpeets range af financiaf services, indiiduab and
Lonmpanies tom usé i Single financil ims#tion for il thei
linencidl needs

| by Mg v

= fsce Unic 4100

-

e A U e e T T T g T g T |
- Speﬂaim;_ct banks

dither Typas of hanks stil have specialized fenciions

* reniral banks ise curmancy and carvy DUt e Qoeemment’s
Trviameiiad, prodiey

& private hasis manage the et of nch geople of Bagh mel

weinth individals

tleasini banks gess chenues and other payments through

the banking sysiem

non-kank financinl intormediaras such s car

marufaciurars. fopd ratalers. and dagartmant sones sow ofer

producs B peesenal o, adi canth and rswance.

-

48 Profeinanal Eaplab m Lkc Fnonge



213

Find woeds i & and B apmsie with the killnwing meanings

1 cunapan ring hnancial services

Z the peey & company uses, rased by way of shares and bl

A when two formerly separate companies sgree to join gether

4 g company formed by the menger or mkeaver of several peher comiponies

& the emling ol scane rules and roamcrions

G wheets 7 commipamy vibers to o the shiares of amenter compary e g coorm of i

Tecferre fnarkn ] doregubarsn, which repes of financial inssicumons did dwese pypes of
busimiess? Lok at A oppesan: rs help von

1 ArTANGING mergers
2 wdtermp hbe msarasy

3 issuaing shares and Bords

A providing meartgapis

B receivivgg deposins wnd making, Jeans so iberdaals aod sl compaes
i

7

f

giving financial advice ro companies
DTG (i dcll.'mhng apanist) akeoyer ngds
prawiding pensions

The sxrraces hehsy are from websizes, Which topes Gl banks do che wehsives belong 0@
Lasaake s A ard 4 ispposice rahelpoyou,

Tha Federal Paserse was founded by Cangress in 1913 to provide 8 nation vAth 4 safer,
miore fiexida, and mane statle manatary and financial system.

E=——

e T AW, T T A A A VA S Tl ot e i

We prowidde 20full runpe of products and sorvioes, inclieling alvisng on gomrirate sitepy
unel strikture, sl riising capitl in equdty and debn markets,

——————

AT T L T g T T T A e T S e T gl
1 |

Hitie EAN il TEtp yon e cam

Bukl & kingderm, one-to-one relatonship wieh your barker,

Buik a portinlio taiorad to your famik's unigue needs.
Pl an active rale 0 rAnagomg, foLe anets

T

SE—————— gt AT e

Mesr Iy baeer milllon cheques and credics pass throwgh the sysiem each warking day. Chegque
wolumes reached a peak in gepo bul usage has [alles since then, mainly cwing ba increased use of
pastlc cands and direct debits by personal customess.

e

T T e, R o T P TPTINRS O, e W ol

Why bank with us? Decause we offer:

8 g comprehensve range of aCtounts and servikces
® ovar §G00 branchas, mady sith Saturday apa
= free withdrawals from cwer 31,000 2sh machines
& priine ond tebéphane ban ur rourl-the-tlock accass o your Aoonts

Over 4o Hou

LT T Ty LSE

Profamins! Erghist in LEE fndnde
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Investment banking

Raising capital

Roueh Fenly weerks inan sivstient bank in Mew York
'Unlike commuerczal banks, investment hanks like aors
don kerd moneys [nergad we s as
berween companivs andd imvestoes, W help e TRTHITEY
and governmenrs raise capical by issuing seeurmes such
as stocks aod Bangs — thar is, we affer chepn for sale.
YWe oflten umderverine securicies Geues: in orher wasds,
wr puarancee o by the seci
find niher parchasers

ries asirseless if we gan't

e el as el puhlic offerngs (PO when

=5 ol fer seock b sale For thie Erst ome. there
s fumihs. For

expanil cheir operarions,
o o rechice thesr

noe o spscibe proecr. The
amt The pabdics they can sl
mstitationnl investors ke insprarce
wET e, v imeng funds — o
the money af logs of small invisaoes, snd pession ends
wpaniks that inwest meissy thar will laner be pasd
Tl rexire

11 ey deajuine
At of i

stgcks o sl

vk that irmest

-0

wnirkirs.

W also have & seockbroking and dealing deparrment. This execures erders - boys and
sells stacks for clicnts = which is brisking, amd rrasles with our swn manes, which
idealmp The smacklbrakin deparmment alw affers auvice momyesrors”

ITa

frichial gubdic o {IFTH

Mergers and acquisitions

Iwestimwmt hanks often reprosent fimms i mergers and acquisitions {sec Unie 210), and
divisiptares. A divestimare (s when a cnmpany selle s sabsadiary: nocher company thae it
o, Must of the fae = the imoees the company pays us for the service = will depaosd on
s the dial sikcesfully. This gives che bank a grod reason o nake sore that
suerrds

s vornples
the Ermmascti

Consulting and research

‘Large corporatkie Fdve ther own imance arkl corporace developmens deparmens, Rur
chay oben use ay wivestmens bank Wke oiss beopose, Wke a oonsultiog bem, woe can oiber
|||-.|-rp'1||-.|ll: advice, and we have o lon i caperience in financinl mansacrians. We alwy
have a'karge nerwork af vonotaces, and relavkirships with mvestoes and craTipamics that
comld e inrerested in 4 merger ur aogusition.

It we've warked on a transacrion with a LAHTIpEmY, Wi Bortoow i lot alsooe 1ts Bosiress This
FNEETS WE Chn @ive adhvce abosil Stealpe |||.'||||||m: = alewding what che 1o m che fumire -
ar financal eescrictinmg = shanging the wayr the bustiness = fnanced, Lange investmeng
lanks abei have exeonsive pesearch departments winl aalysts acsl Torecasters wh
spevialute in rhe valpagion of differenr mackets, mdustries, contpaiies, soourities
currencics, Analyers ey 1o week ome heay sl thimgs are wortly oo,
study the praspecrs for the furuee,

wl
l fonpcisters

Prafesnonol Engfih in Lise Fisasee
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'l rebted
bl e cach weed, The hesc ane

mplere the
rk in Frodn of the sorewscd s

b wirhy words frsn . Band © o § &LF(SS

for Yo

[51F

a'Copui | =

andvine

| insgiiutc

myest =

(anderarin
) . .
Dputsehe Telekam's 119 was H Big Wall Sreet banks sarned mifonsof  §
by (rddenan Sacha, dallss in consulting _________ iram ]
ks i T T i Envon bedore the compary collapsed |
2 R i el
Curing Their acquisition af i
: akor = 1 B s
el o L 3 Wiwen Mitsublshi Tokyo Finanetal Greup
by LIBS i ey J
7 - with UF] Holdings, i [
I — became the woedd s biggest b; 4
i ] . PR L C— it
Locrere e imationials are mlways h
—— S I
thelr b os wellos i in 2000, the global valua of
siaressiual corm s if wars over 1220 bilfion,

t A, B oanl O opposice o belp vou

-\.IIII\|I|III':.'\, hxm HISEKICUEIC USRI |

penss fune

L B v ool expurts prinsling prodisscmal sdvec te busidesses for o fee

2. insgtudn that inveses pravide refrement irenme for employees
i whear & conmpiny il T 1 ph

F

5§

B

7 making changes

A establizhirg bow much sem
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Central banking

The functions of central banks

A jornalist g imervicwing Prodessor Johin Welal, an
expuert inoengral kanking,

= Whaz are the wain tancricms ot cerral banks#

Wl t aximtries have a central hank thae
promadis Anarcial services o the gvemmens and o
the'd e svereme I a grong of coumrics have 2
i curnerc, For acample the eureo, they als
wvtrah Bank, such as te Eurapsin Ceneral
Bk iny Frankfort,

Sowmie cencral hanks aee nespsn
inflaricim 1 it fing

protect the value 0 the cu

ile tor manerary palicy - 1eying o conered the rane af
stahiliny. This invelves chamging, incenest rapes. The aim i
ey = whae it will parchase a1 home and in acher curréncics.

Irr ey Coumtrnes, che ceneral bank supervises and repulates ihee Bk spstem ard the

whale Anaccial sector Tt also coelkecrs Gnanoal dan and poblishes seamanivs, and prnadis
tinancial mfesmation for consemers. In most countries; the central hand g ul s
CUTTENCY — uEting Fankneees mra circulaton, It also partcpanss i -\.lr.||-||||l_|.|'q_'|,|u|;-| Laise
Uit 217 arel sertlimge debis among conmaercial banks,

n The central hank and the commercial hanks

=== How exactly doce tlwe ceneral bank supervise the covimenciall banks?
—

ik

‘Well, commercial banks have to keep reservies = a vemuin amiount of cheic deposies = for
cuseimers who want wp wirhdeaw thaar money. These hietid hy the coneral bank, which
can absa change the reserve-asset ramo - the mimimum percenrage of s depesics o bank
haz m keep in its reserves.

1§ cine hank pacs bankropt, ic can guickly aifect the stahilmy-of the whole fnancial syytem
And if dey iz ghink a bank ds nnsafe chey might alf ey ve wichdrasw theic money, |
this I':||1ru'n it called & hank nan o 3 mon on the bank, and che bank will quickly e up
its Teserviss. Cengral I,-"mh <4|| act as lender of [asy pesorr, which nwans lending r T
fmancial insrirricns mdifcwhy, e allow tern eo mak: pavmeEnts. i cenem il |
chin'r always baal oug or nescue hanks in difficulty, bocause this could lead Banks o
risks thar are roo big,

Central banks and exchange rates

==, Whar abeur excharge rares with formgn currenciss? |

Cenral ‘anks manage o cownery’s reserves Of gold and foreign correncies. Vhey can oy m
have an influence an the excliange rate — the price a1 wiich their carrency @ be
comverel imto atber curcencivs, They do chis by intervening im the carrency markers, and
muwvings the race up or down by baving or selling theic currency, {See Unic 44) Ths
changes the balance of supply — how much is being sold - and démand = how much =
Beanp boophit
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Slarch the owo pars of the semterces. Lank ar & and I appsire o Belp van

1 Tl cencral Bank will someriines lend ey
2 F sowialld probably st king tea
3 Cenrral bhanks are usiztlly respoasibile for
[
&

riy Fisks

The cemeal bank can alrer
There will be fow and seable indlacion

ik rhey coald alweass be suse of coscae b the cemtral bank.
it ehere is @ on oo o commercial bank,

IF mHicRTary ¥ ois speovssdul

an] ._||-.,||r-m;||-_,. bankmiomes,

reinl hanks are alde

[rnT

lend.

1

Camplere the rexn from the welbwing of the Faderal Reserve, the cemral bank of the Unized
Seares Look ar A oppesie o help you.

Todoy the Fadéral Reserves duties fall inbo four genenal areas

=]

- --:,rr&rl-ﬂg e rabion’s (@) o Pt | 1
L -] AT o] renulacluu barking insttubons and probecting e
e rights & o X
* mainfsning e {c) o i eeeernnis OF T Prancisl syshem; and | ¥
*  prowiding certain () - 1o, mrvices 5 the LS gouernment; the bk
pubilic, financial instkytcrs, snd I'-'.rel:un officl mstitutions |':,
..r X
Make ward ambinariong o T ach bos, U wonil cancbe psed rwice,
Then use the word combinations o cosmplen: the semtences below. Leak at A, B oand €
appisite 1o help you
ank | markets
CLUTEACY il
exchange SyEicm
| Financial piicy
|- mnneary rafe
skafaili
by
T + meluding seming mberest rars, is designed o nmain
2 Ik thereha .. &nd the bak gocs bankeopr this cin have a mgiid cHeer

i P
3 U ong dae i 19922, the Bank af England Lase over £ Rillssy imare che
Trereign resperves) i the - Erving, oo prome the

af the paund.

s

walt of the country's

Frofessiovia! Englif iy Ui Fngrice
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PL:J Interest rates
‘ Interest rates and monetary policy

Ay inverest rae is the costnf barrowing mency: thee perceneage of the amoune ot a kian
paid by the borrwer m the lender for che o af the lenders menee A CrEIErY s minsmann
imuerest rare (the lowest rare chat any lender can charpe? is csualbhy ser by the coniral bank,
as part af munceary policy, designed mo keep mflanomn low, This cn be schicved it demand
{bor goods and services, and the money with which i bay themi is neary the same ax
supply. Themand is heay much people consame aml bosinesses invess in faories,
machimery, creating rew johs, en: ‘-uprh 14 the creaciom ot goads and services, nsing
labour = pasd wirds — and capiral. When mieriae rabes fall, peple bormo more, and spanid
rather than save, and companies irvess moee, Conseguenrhy, the Sevel of densoml rises,
When incerest rbes rise, S0 that Boeeiowicg Becomes maore expensave, individuals eod o
aavr mane ancd e less, Companes ol v les, @o demand is redueed,

IT inreress panes are st toa ko, the deminad bor goods sod services grines faster than the
wanrker's abiling rasupply theme This causes prices foonse s that isflarion agciars,
IF inreresr ranes are ser oo Righ, this lowers horns i anil spemudangs This hrirgs
il imflagion, Bar also redices sagpu - the amnsg of ok prolsced and
services pertormel. snd employment = che number of pbe in the couraey.

absur; |

M laboe

) Different inlerest rates

The discommr rate w rhe rage thao che ceneral bank sces oo lend shosr-rerm tunds o
conpmmercial baiks, When this rore changes, the commercial banks chang theis oan hase
rarz, the rare they charge their mase reliable coscomers ke rge corpararions. This is the
rare from which ey cakmlare &l their veher deposie aesl kndmp tanes for savers snd
brronvers.

Banks make thitir profies from the diffememce, known as 2 margin or spriad, bereom the
imterest ranes they charge borrowers and the raves they pay oe doposizees: The e
bewrrenwers pay dipends oo thar cradiowortbingss, also known ns credi standmy or cosda
rating. This is the kniders estmation of o boroower's presene and future solvency: thar
ahiliry s pay debee The higher the beeriaaers solvency, the lower the inhérest mie this
pay, Barmmsers can ugnnlly gt a lower mrerest raeg it the kaan is guamntesd by s
ar v ol

e

wweral, For example, moetpapes for shich o boose o apamment s oollaecrsl
per 1k sedivary bank ks o overdrafts — arranpersents w0 oroa b
speridEng maore 1! Y Tl el
Bave laarmp ar vanalile sl ranes thar chagse acceedine to the sy arwd demsind
LBl

Tk aeasant. | eingg-term leims such as

Leasing or hire purchass (HP| agrevmenis
Fave lagher mrerest races than bank oo
amil iwverdrafes. Theat are when o
comsumer makis o seres of monthly
payments b buy durable poods (ez,

a cur, furnicured. Until che goods are paixd
far, 1l buver is only hiring or reoting
thern, and they bebonyg oo the lendes. The
inceress rate i high g chere is licte securin
far the dender: the goods could sasily
become damaged.

oyl H
il i |
Ay et
*Gm his nradal thare's a sansory devics R
Prenents you from | umloes your eeal Dells

ara lastened and your HP regy are up 1o
daln.*

BrE base mite; AmE prims File
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4.2

Lawdian A and B oppasire 1o i

labour

ITCTTST LAl

1 rhe cosr of barrowing mimey, exprissed a5 a percen
2 having subhcenm able wihen debts have to be pand
A paid work mar provides pood
4 a horsving tane ik

1sh ava

ikl semvices

sy hxed

5 e eo ind mooc 1o

ram:s

wle gl services pradaced im an conmaniy
ol imcenE o praims

Slarve the e rates and bears, Then pad themon order, feom the lowest riee 1o the

ar B oppasite m help v,

fphesr. |

a i an iy by propecey G house, flar, o)
-] s Bormewing money oo bay someclang like a car, spre i Py e
e
v arnmaercinl hanks” lending rate o cheir mese soure customers
el s ieasiaally heatramamy money Iy speenading e than von have in s lank
i the raee ar which ceneral banks ke ssxired lars oo commercial banks
|

followiis seaternimes trise ar fake? Find re

1 AL ingcro raes are st by cenreal hanks
2 W fite ke el

3 & bapower wlhio s e solvear will pay a very |.|5I

est pates fall; p

vspwerl dned Paspow meaig

TETesE TR

4 Lesing are usgplly dhepier if rhey e guaranneed by some form s securicy ar collaeeral
5 If ks muske loans e g I e
B Crmie of the canses of i

v o bk of selvency, rhey

i Their nurgms.

Over 4o Hou
What are
wers
1 difference ameni oo

Prafesnons! vgshm Lise Famace
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Money markets

The money markets

B

56

The snomey markes consist ata nereoek al corportons, fnancial insmsrms, myesioes.
and guvermmens, which need vo borcia o v short-aerm capical jup o 12 mondis),
Faw example, & e ar wovernment char needs cash. for o bew wocks anldy can use the
muiney marker. e can a bank thar wanis oo invess money chae deposirors coulkd wirhideaw
atany time. Throgh the money markers, borroawers con fnd share-rerm [kudiy by
nurming assers innscash, They can alsa deal with ireegalar cash flows — in-comings and
g o momey - mate cheaphy than boemowing fiom o commercal bank, Smitacly,
imvesrods can make sharr-nerm deposias with vesciment L pEImniEs ac crampitive inlerest
rans: higher cmes than chey wiomld ger frenm a bank. Borrowers and kerelers b the money
markits use hanks aml invesmint compamies whose Insines i« mading Gnancial
instruments such as srdks, hands, share-teens foans and debrs, satlsr than Sending money,

Common maney market instruments

m Treasary hills (o Thilk} are bongls msued by governimens. The mess comaion madarity -
the lengrh of time before o boned hocomes repavable = is three manthe, abibuagh they can
have a manarity of up e ooe vear Tohills inoa connmy’s gwn carrence are gencrally the
safesr passhle investment, They ane nsually skl ara discount front thar mominal vabe -
rhe value wrirten i them - rather than paying inrerest. For examiple, a 7-hill <an be ankl
ar 9% af the valuy wrirten o i, and redeemed o paid hack ar LG at matuncy, three
manshs Liger.

mmcrcial paper 1= 2 shoot-term ko ssaed by magor compandes, also sold at a
s, b is nnseowned, wiich imeirs s noe gnaraneed by the company’s assets

m Cenificanes of deposic (or C0s1 arc shor- ar medium-erm, mbvrese-paying. dobr
instrunserns — wririen promises oooropay @ debi. They are teued by honks o langs
depusivins whir can chen trade chem in che short-term oy markers They are Known as
e deposits, because the balder aprves ra ke the momey - by buying the comiticane -
for & specified amoang af rime.

Mobe; Mominal value is a0 cafleil par sabue or Faee value

Repos

Arwther very comman farm of fascal comea s 0 reparchase agreemen (ar fepa).

A repar 18 a conmmbenanion ofF rwo rrnscticns, a5 shoavn heloa, The dealer bupes o find a
hmg-term buver froo the secuncies Before repusclosing them,

T T BT T T e :
A dealer bas Lagader scdls | Short-berm investor bays
- —_— i [S—
| el sEcurivies, SECTIFIIES, dgresing secirthes, Amaint
AT AT
] 1o repurchas: | inwsnr linely oo dealer,
,+ | them at a higher b Peivines securirics, 15
| Diealer brics tas b price i'm a Rl Jises thae plae markss
lesg-terin buver | homare dage. valie af rhe segvirirics,
b spvirities. e ——4 This is 50 mvearor avoids |
i Y a ks i e of
| Sharr-term | spciarines, ekl their
Dialer reparchases investor sclls valwe v colfaneral; falle
securities, | secarifics back oo | -
] - dealer a fow days. |
R v | L air weekis Baer. |
Dhealer sells | = =

securiries oo long: |
termi buver.

e 5 R
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- Islamic banking

Intevest-free banking

Sonree fivsencial mtesmutions do et charnge meerest an leans o pay ingersst g savings,
Iazquse i is aganss certant ethical o relygons belichs, Forexample, in [sbnsc counrees
anid majnr finarsaal ceritres tiere are By banks thar o ingeresefree hanking.

Islarmic hanks div nor pay inrerest o depositors o daarge immerese 00 beerwees. [nsvead
they mvestin companies and share the peaiigs with their depositors, Imeessment fmancng
anid erade fimncing are done on a profic asd Joss sharing (PL5) basis. Cansequently the
hanks, thear depisarars, and their borroovers also share che risks of the husiness. This form
at Enancing i similar po thar of venmre capisalisty oc risk capigaliss who oy the sharss
of mew companics. (e Line 28]

Types of accounts

Current accianges n Iswinis narfks give mie reimm = pay no imerest — 1w deposnors, Thiy
are o safekerping arrangemens heracen the depasicars and the lank, which allios che
deposiors o wirhdraw their muney arany rinoe, and permits the bank v use this mone,
Iskamec hanks do v csually grane eivrdratrs 50 current sccounts. Savings acooumnes cin
pay s nernm o deposicers, depending oo the bank's profitabili: that i, irs abliey wo carn
a prodie Theretore the ansunte ol renarn depensds on haw mmch profit che haik makae: in
a piven period. Blowever, thess paymenrs are nee guaranheed, Tleeoe m o dixed race of
remm the amount of momey che investmens pays, expresaed as o percentape af the
ameamne mrvested, is not fived. Banks are caretal 1o invea money from savings aecouncs i
relarmely risk-froe, shor-1erm prgects. Invesement acooanty are Axed-term diposies whch
carmor be withdrawn befirs manwring They receive a share of the hank’s profis, n
rhewry thir rare of return could be segarive, i the bank naakes a loss, Inoocher wirds, the
apical i mir poarinteed.

Leasing and short-term loans

Tar firwenve the purchase of expensive comwmer goods fir personal consumpeion, Tslamk:
baiks can by an ivem bar 3 custener, and the customer repavs che hank ar o higher price
kaner o D the ‘nan's can buy an inem for o costonser wich a leosing ar hire prirchase
arrungement. (See Unit 240 Anather possibifiy i3 for the Bank oo lend money wothut
imrerest but b cones its expimssswinh 2 service change.

i pmimess suddenby necds vess shewrtaerm capital of working uap‘n.u& o irwwpesied
e lases ancd eapEnies, il wan P aliiculr ra ger ie under the PLS ssaems. O the other
hand, PLS meqs thar bank -customer relations ane vers close, and thar hanks have o he
wery careial in evaluaring peojecrs, o they are buving shares in the company.

Canyantianal hanks Islamic banks
® Pay merest (0 deposoors = Give ra return on currestt sccounds; share:
* Chnarge mierest to ornaers prefits with holders of sevinpe sociunts snd
* Lard maney to france inuagtrmsnt apcounts

porzonsl ooreumption goods & Bhare borrowss pofis [aF lbsses]

= Buy iterns for persanal customers with a
Iezsing ar hirepurchase srrongement

Professionn’ Englih i Use Ainance
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Money supply and control
Y cosuring moncy

Frodessar John Webh, the bankng experr wue mer i Lhur 23, conminues his inervies.

2 What i the money supply: |
Trs phee stk of money and the supply af tew motey: The corrency | cireulanion - ciong
amif nores thar peoaple sgeond - makies ap only a weey sl pae of the ey supply, The
wiesg gawerisks of baak deqeisags

= Are there dlifforens w

e |
Vs di IMBASUNmE 1Y |
—

Yo It depends onwherher viw imclude fme depesats — hank depeeats that can enly be
withdrawn agrer & cormain perssd of ime, The smalless measure is ¢illed nasmow moniy.
“This anly incindes currency and sight deposics - rark deposits-chat custame s can
withdrnw whemiver ther like. The ucher neasures are of hroad mamcy. This dnchicles
savings cepaits and rimwe deposts, s swell as maney marka fands, certheanes af hepeisit,
somwersial papen reparchrse agreemen, and ching like than (See Ut 25}

= Whar absis spend

Ao measure money sone also have 10 Enaw how atn in is spent m & given peood. This s
meiney’s velocity of cireulagion = haw quickly it s from e insrmarian or bank
accont o another: Tn acher wosds, the quanticy of ey spent s the money supply
rimes 1k veloeity of ancalatisn,

R conoing the money supply

The mawserary auchaoricies = sormetimes the gavernment, g usoally the ceneral bank = use
mum'ln podicy oy comrid the ameane af mencey in ciroalarion, and ics grosah,

iw is m aeder-to prevent infariom - the conmnieus inorense in priges, which reduces rhe
armming of things thar people can bav.

m They can charsge the drsoount rave ar whisch the ceneral bank knds shore-teon fusds m

conpwiwercial anks The fower inerest vates are, the morg oy poople aikd hosinesses
Borrw, wlih mcreasey e e ~,u||||l1_

m They can changs commercial hanks’ rserve—asset ratin. (5ee Unir 237 This ses the
prresntage af depisits a hank has o keep i s reserves {for depasicns wh wish
withdraw their money ). which b generally aroucd 8% The misee s bank has o keep, che
be=aic can lend,

B The cerral bank <an alse s ae sell ereasury bills dn open-marker apearions wirls
commercial ks 17 the banks by these Bangks, thev have ks money and socan bend fessh,
anf i thye cevneal hank bens the bk, the aunneeyal bauks have moee meaney m Lend,

Monekari= suidinmiss 218 those who angoe that i1 vou cormtol the ooy supply, von 26n
womered inllation, They belices the average levels of prces and wages depond on the
wpuampiry gl sty o ciecibimaon i sis veksety of craalanin, They thank, char iniBason iy
cimsond by v il wyongey ety sod iwch mew oy bebog added e che oy
stock, Uther svwenias disajgree, Tley sy the meney supply can grooy bocase of
mneresed poomeimig sceiviry; mor B being sold and e sepvioes: beitg performmed.

a0 Prafitsional Ergfih in Liys Fuoce




wwrrs A and B

s, rachoer nnores and cains.
s deprains whinew ik
ey supphy muahaplicd by i selocier ofF circulacion

1 Nz e

Y The am
4 Cemtral banks can 1y o comted the
ks wan char whinch mos

ey st

fabwie deposias sy kegp i shain reseras

MR

Lk the words below 1o make wewd combaman s wigh ‘rs 1 heen wse ohes wiard

combinangrs e completes the senences, Laok hielp vama

1 The w the existng stock of nwses plas newly

2 The smallest v mos festrictve measare iy

3 wa measure of money chan inclicles svmgs dicg

Fired thre B

Then ise the v

" monetary

i 3
T T amieregd o comered the amonss o8 womey m circukarion ard 1he toe of ndlatien s cal

15 the theeey thar rhe

of prices 1. ket

1% mllaviom and

e sy

/
EE
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Venture capital

Raising capital
Alex Hadrig
A o Ky e Dasenissses, called A=k, 2
all privage cogpanies ghat an allowywed 1o well
stoeks ar shiaves o rhe general rllblu. Thes have ts
Al ather waws of init caprtal, Some viery sl
comipns e able o e e Foned their
|'nund¢|,. = the pevnp o st che company — bave
zavial, bt larper companies nesd y
capital from senwwhere else, Az sveryhody bnows;
hianks are wsually risk-aversé, This means they are
wnwiling ro bend 10 new companies where Mess o
danger thar they won't ger therr maney back. Bue
theere ase firms like oues thar specialize e fiicdisg
wenture capanals funds for new sprerperses

Ly
i
b o eh

uer wirks for a veniure I'_'lr\|1|I| COMmPsIrTy:

rendn: capital or nsk capital companies use
veaen Surnils w0 lend meaney e companies, bt
raist capital fronm ither fmaneial
instinutions. S th people, whio hanks cll high
net wordh individnals, amad who we call angels ar
anped imvestars, abe mvest mostan ugs, Although new cimpaniss prisent a high level of
resky they aka bave che potertial for rpid growrh - and consequenely high prodics = if che
new husnes i aocstul. Because of rhis protic ponential, mstaaions like pensan funds
anid manran o o panies e incrsisnely mvesting inonew companes, partoalarly ha-

T

Nobes VenTure capital & ata called risk capital o start-up capital.

Return om capital
Venoure capitilises ke ourselves expoct CAFEpreneurs - pouple with an ides o star a
W COmPany - o princgde is wiih g hasiness pan. [fee Linar 570)

Bevase aif the high leved iof risk imvolved, invemors m saorc-ups wsually expeer o higher
thun, average tave of tota — she amanr of money the ivsestment pass - on thir capial
IF thes cam't pot o quick return in cash, they can buy the pew conpany’s shares. I the
coitapany s sucoess ol ard later hicomes 4 public company, which means i is lissed an a
stk enchanmze, thi venture capialbrts will be able to sell their shares thin. ar o profic.
Thais will by their cxit stratogy.

Womtwee capstaln peneeally. insest i the 2acly srpges of & new comypay, S camipanics
need further capiral o expand bedore tey join 3 stk exchange. This m afte
merranine Anancing, ansl usually consis +f converthle bonds - bonds phar 2
converted ko shares |see Ynic 33) - o preference shargs thar receive a fiaed &
L A Investiors pronkling meney ac chis stage have a lower ik oF foss than carlior
inveseres like us, b alsa kess \..'mm'r wof mekire a hig |-f|||il:.

B T n-
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28.1  Comphee the crossword. Look ar A and Bappos

ok el
] money

il
sally clea 't w
ek e

st AHIETY ha

1 an vt
w o pet hmatee
12 The pesple wbve skirt conrpans, (8]

Tipan

Meapk whea
2 apical fir
4 Mam banks &
§ People whas warm

r in Anarcing new companics. |7)
money o new husinesses. (4
ST TR TO ST A campany. write a b

o Wlooey itvested m a compeiny just hehare ir joins a2 stock exchange is semenmes calked

AT - H

W CiEmpIny is afien

L3 See D dow.

ZR.2 March the ran parts af the sensences. Lok ar A and B oppesane oo helpoyon.
| ‘Bariks are
2 Suar-ups ndre
3 Rew coanparies san e Tapadls
4 Risk capiralises usuadly expoece

& Wenm alists need an

XN SITAIELY — a wWay

re poentially pro
NPy jiane @ sk ex
s back after o few yers.
i

i gl
e 1o el money

kil

pnies,

T froun specialized venmire capical Hrms




m Stocks and shares 1

Stocks, shares and equities

a4

Saorches anid shawes are cemifoases repaeseneing pans wenershap of a company. The people whes
avn therm wre called senckhodders and sharehobders, In Brirain, sock is also wsed o refer to all
Einds e secuninies, inchsding, govemmment wiredse [See Llnir 335 The wird EqUItY 4C Equilies &

alsn used v deseribe socks amd shares. The places where the stocks and shares af liszed or
cpeored companies are bonphr and sold-are called spock markers or sock exchanges.

Going puhblic

A sucoesalul eadsking comipiny-wants.o
expund, imil decdes tia go poblic.
==

— .' —
The canmapacy gers advise from an [
invesnnent huank-abour how neany shares |
ta niffer aaud pr whar price,

]

T

I Thic vompany geis imdependine acvountanes. i
| 15} rum'.ul.u a dme dilipence repon.

Thi company produces a prospecins whicly ||

| el 915 hnancial posivien, 2nd gives
dernils aboue the seninr makagers and the

| findmial resules from previons et

T

l The asnrany nikes o Hisarion ar M

| dimirtal poblie offering| |
L

! Am avestment bank underwrtes the sk |
| e,
1 i |

Miike: Flutagion can also be spelt floatatsmn,

Orehinary and preference shares

o pudbilie: claanpe from 8 privare conipany
o pishlic bimited <ompany (FLC) by
seilling shevres: to outsiche invessoes for thy
hrse rime [with a fotationl

e diigence o Geeaibed examination of 2
oAy arsd irs fenancial sicsion

prospeens: a - doonment indinmg e paldic
1e by sheares stating the rerms af sale and
givivg infarmation bt the campany
fmancial resuls: derails abour safes, coses,
dlebes, profics, besses, ore, (See Unics 11-14]

Hertatiom: an asfber of a company's shars m
iveseoes (Rrdncial instimaans A dhe
gevwral public|

wnderwritss 3 ok isas guarancess (o
eyt shares if there are nor envagh icher
lsuwers

[firE: ooy stares; AmE= comenin stack |

AF iy company has only e ppe of e these ane ondsnarcy shares, Sonwe covpanics alsa
Ty preference shargs whise hoklers cocese o fixed dividend (ege 3% of the sharess”
neaminal valued thag must be paid before halders of gedinery shanes reveve 8 divdend
Halders of preferenee shanes have mare Qo of gerting same af teir capical hack if 2
crampany goes banknupy - stops rading beckise ir is unable g pay i debes. IF the
coargany o i Bgoidarms = b el all s AREITTS W YEpAY P of s debgs < hodiders
af peeference shages are repasd hefore arher sharebadders, bar afrer cowners af bonds apd
ather debes, [E s rebuldders oupect 4 conipany t graw, bawever, they generally prefer
ardinary shares v preference shares, because the dividend & hkefy 1o mcrease over time.

Prefmsoand Engleh v Use finance
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Stocks and shares 2

Buying and seliing shares

Adier newly issoed shares have been sald (usnally by invesoimern banks| for che firse time -
this i3 valled the primary marke - they wan be repeatedly oraded ot the smck eochangg an
which the cormpany s lisved, an whar is called the secondary masker.

Mgor sroek exelardes, soch as MNews York and Londea, have a kot of regjudremenes about
puldishivg finargs ] infarmatiom for sharehaldees, Moese companies use ovir-the-coantes
AT rvrarkers, st aa SASDEALY s Mew Yewh and the Alrermative nvesimens Sdarke
AT in Londes, which have fewer regulitons,

“Ube iamivval wabae st 0 shase — she price wrisen s i— i sarely the swme as i warker
price — thy price it & curmently heing craded ar o the seock exchange, This cin change
every minare durmy ernding hours, because it depends on supply and demand - bose many
stdbers el buyers there are. Somie srack exclunges have computerized antomatic trading
systemis thar march up buyers ared selfers. Oxher markers have market mafkors: readers in
sricics who gueae bad (boying} and offer |selling) prices. The spread or diifercnce berwecn
these prrives & their profic or mark-op. Most custoimers place their buying and selling
anfers wairh ), sbocklbraker, sumeone who teades s the marker makecs,

Mew share issues

Lanmpames thar requere further capmal can ssine oew shares: If these are ffered o
existing sharebolders Brse chis is kiown as a righes fssee - becanie the cugrent
sharcholdders have the s righa 1o buy them: Commpagies G alsa chorse m capitalize
part al their profic or reczined sumings, This means uendng their profies immo capaal by
i new shames o exisvinp shareholders waresd of pavirg them a dividend. There are
varioug s for this provess, incuding sonip msue, capicalization isoc and boous issge.
Comparivs with sarplus cush can also chose m buy back some of ther shares on dae
secrmeiry muorker, These are then callid own shares.

4
sy stock

Calegories of stocks and shares
liavesgurs cond o classify the socks aid sharey available i the oquany markers o differenr
IR
w Blue chapss Srovks in larpe companivs with a repuration tar qualiry, relizhitin and
prl.-ﬁu|ﬂ|ir_l.'. Mare chan ewo-thirds of all bloe chips in imdusrrialiasd counrries are wned
b imstitnticnal investors swch as insirance cempanies and pensico funds,

m Croavth siocks: Srocks thar ke expected 10 regulady rise in valoe, Sdost rechenskopy
compaics e ghnth spocks, dand dow'e pay dividends, 5o the shareholders” equiry or
Ty egaity increnses. This causse the stock price o mie, Ches Unim V1)

m ligome sodes: Stocs thar have o hisory of paying comsisnenedy high dividends

B Pefensive sacks: Stocks thar pravide a regudar dividerad and swable samings, bur whose
valine is nor gxpecied i rise o fall very much,

m Valre siodks: Smcks char investors believe are currendly trading for less dhan dhey are
wwthy = whun compared with the osmpanies’ assers.

Frofegsvnn! Englnh in Uve findnce
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Shareholders

Y oo

Sk marketd are measurcd by stock mdeves jor mdicest, sich as the Dow Jones
Isdapsrrinl Average (DAL i Mew York, amd the FTSE 108 index (ofeen called phe Foogsied
i Lasenidom: Thise inclenies shrn chaigzes e the average prices of b seleced group of
Irnpsirtane stioecks, There Bave been several sioek marker croshes whien these indexes have
tallen comadirabby oo simghe day feg Black Mo, 19 Oceoher 1957, when the
TH1A Bose 2206%0,
Fenancial pourmalises use s animal names e descrils myvesiors:

m balls arecimvestors whio pxpec praces o Hse

B hears are invesrors whisewpec them m bl

W srags e nvisns seho buy new share saies hoping, thar chey will ke oversubsoribed.
This nicans they bipe thers will be mare demaned chan available stocks, se the siscesiul
Fayers cam wmetdiately sell Uieir srocks o1 4 proéir.

A peried when mosr of the srcks oo o marker dse is called a bull marker. A pnrmd wrhen
it o8 vhan allb i vabae is 5 e markon

m Dividends. and capital gains
Compranies thar make o profic cieher pay a dividena o cheir stockheilders, or rersdn thar
eammings e keeping the profics woibe company, whacly capses the value af the soocks by
rise, Steckhiskders can then nkike a capirad s - ingresse the amegne of money they have
— b sellivg cheir srocks a1 a ligher price than they paid far stem, Some stickhuklers
prfer neg to receive dividends, beeause the cos they pav on capital gams & lower tham the
e tas they pay on divedends, % hen an investor buvs shares on the secondary
marker they are ither cum div, weaning the investor will reocive the ness dividend the
company pavs, or cx div, ineining they will nors Cum div share prices are higher as they
inclide the estimared value af the coming dividend.

Specuators

lmstititiaal mvesrers generally keep stocks fw a long |-«,-r|:ld. bair there are alen
speculapers = peopke wie huy amd sell chares rapidly, boging o make a prodie. These
wciude day traders — people whas by seicks and scll thens again befere the seedomene
day. This s abe day o which ther have m pay foc the stocks they have parchased,
wstially rhive business doys afner che wacke was made. IF day ceaders sefl oc a prohe hednre
seathemient day, they meyer have re pay for cheip shares, Day wraders wsualle wark with
vmlineg brakers cn che meemmer, wha charge low commissions = fees fis |1.|5.'i||;: or w"ln,g
sticks for wustenners, Sprcubimors who expecr @ price g fall can wake 5 shon positon,
which mieans agresng o sell swocks inothe firnee ac cheie gurrent price., betare they
actaally avwn them, They then wair far the poce to fall betore huying and selling che
arocks, The appisite — 2 long pasicion = means acrually owning a seourity or orher agser
thur & buving 3t and having it reconded in ane’s accowst

e 1: Gall 1,000 Microsaft stacks. B0 be delagred dune 4, & cument market prace: 556,00
Jure 3 Suwck fells to 52550 Guy 1.000
e ; Sartement oy Pay for 1,000 stocks & 52500, recsie 1,000 x $2E.20. Profit 5300

A shori pnstion

£ Professamp’ Englill n Live Finanee



31.1  Labef the gaph wich words Froan chee hive, Look ar & oppasiee rahelp o,

il marker cranly
i

1944 TFRS  J9EG 1967 198

312 Avswer the questions: Loak ar A, B and © ppposice i help v,

1 e dis siags make o pavlis?
relef e i receve depdenads?

m-a sharl paosit

2 Wl dhis somne [fvessons

3 Fhaw et make s

1w or phrase imm esch b, Same wonds cain be used
atewas tovcomiplens the sentences helow,

A3 wiake word cnhination using
vk Tlen wse the ormedt formes ol the wiord combing
Lok ar B amil U oppeosdae me e I yimi

ke | 5 capital gain
[l | B cirei g
ey | carniings
reetive | 0 pesitin
artain II g prafit
tuke srourites
tix
11 luss on capical gains
than on-income, 5o as o sharcholder [ preter
e ] . i che
STy s ,Lean
a v
szl o shaees an o peol jnatead
2 I v g r-,._||i|-;;| bevanse of a shane prici:
Galls, v cans by
i short Haat'it™s risky

1 v dREn ] Ve

the few Yok Rock

el

T Seurhin
Fachange

Frofeigiami! Enghit in LEE Fngrics &y



K¥4 Share prices
influences on share prices

Slaire pricis degund 40 0 number of faceocs

m rine Fmancial sitwtion o the company
thsituaricm oof the mdusery oo whech the ciompany aperares
the seare af rhe cconanw i g,eun“l
the belichs ot mvesrrs — whether they befieve the share price will nse ar fall, and whether
rhey bebiove ather imaesnaes will think chas.
Prices can go o up ar down and che quesnion for ipvestiors = and speaalipars — = can thess
price chanpes he predinud,m' seer o adwgnee? When pr'-w-ncfb;'lﬁwiujmmiun ]
thar affeces a comqany’s valie = arrives, 4 share price will chanpe. Bur per ane knagws
whim ar whar chat informeion will ke Sginformanan alsie pasr prices will sor el soui
whar romorrew's price will be.

Predicling prices
There are differenr theanes ahout whether shase price chagges cn be pn'uj:._'utl.
m The ramdiom walk hypathesis. Prices mese abng o “random walk” - this means day-mo-
day changes are complerly random oc unprediceable.
Ve cfficen marke hiypithesis, Share prces ahways securarely of esacty retheer aff
rekevant infapmansny, I is therefime d wasze of tme oo aetipt bo discover pacterss or
remdi — general chanpes m behaviour — m price movemons

Ilead

Feft shomabder Eah dhumtder

Meckline

Prives

Time Heznd and shéulders patbern

m Technal anabyais, Techmcal anadysts are people who bebieve char stdping pase share
peruces docs allow them b forecase fumre prce charges. They believe thar marker prices
result from the prvcheslopy of ivesuars racher dhan, froom neal ecoosmic values, so they
leeetke o trcrads in baayines and scfiing, behavisour, such as the “head and shoullers” parnem,

B Fundamenml analysiz, This & the appesine of e avalvsis it ignedes the B havisar
whanvesrors and assumes thar a share hasa rue or corregt valoe, which mighr b differeme
franm s =mock macker value, This micens that tarkers dee vec efficionr, The e valie
reflits the present vakue ot the lurore income om dividerss

Types of risk

T

Analyses distinguish herween systensatie tsk and unspsiemane risk. Unsvstemaric rsks ane
rhimgs than affect sndividaal comparses, such ax prenducion problems or 2 sedden Bl in
=ik Investars can refuce these hy having a diversified porifolio: Isu:.-hg T aad clifferene
rypesal securinies. Svsaemang fisks, owevern, camned be climicaited in this way Foe
exymple warket risk carmen e avended by divessificanion: a2 stock ket fall 511 1he
whares listed o @ will Fall gn some exgene,

Prafezpenal Esglch m Lise Faonee
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Bonds

Goeernment and corporate bonds

Ronds are ko ro haial and naniom| govermmonts and o lange companses. The halders
el bonds yemerally revene fined immdrest prlyments, omcd Or veme a vear, avel gt cheir
e® = knowvn s 1he principal — back on a given maciroey date. This i ehe date when
the lean grds,

Ciowernmenes pane bonds o rake maney and they are comsichered o be o fisk-froe
invespmenn. In Lrirgin gosernmeng bends are known os gile-edped stock o jus giles, In
the KA they are cailed Treasury nomes, which lgve & marinicy af 210 vears, and Treasury
bands, which have 5 mmanipry 4f 1301 vears, (Thensare alio shorrqerm Tressury balls
which have o ditferent furceirm: see Daics 25 and 27,

Cammpeanies ssine hoands, called corporace bends, because they cinc naaslly pay ko interest
ro Bwanibusklers chan chey would bave oo gy of they raised the same moncy by 2 bank
lecan. Thise homok are genetally safer thar shares, because if a scompany cannot repay s
dicbas, it gim bie declared haokrope, IF chis lappers, the coedimors can force the company o
stop didng s, amd sell s assias oo epay them, 1o this war, bendhebders will
prrabaly pes saime of ther inoney- back

Bsrraweers = the vonpanies, rewing, bonds — are given coedit ravings by credin spencies such,
as Stamlard & Pooies and Muoady's. Thiz means thar they are graded, or ruieel, .h.'n.'lmlinﬁ
ter eheetr alliey b repay the han o the Fenwllwilders. The ||c'rghﬂ|: wragk (AAA or Aaal
means thar there is almase no risk thar che horroser will defauft = Fail m Py iOTeresr o
ray repay the principal. Lower grades je.g Baa, BRI, C, erc.) mean an increasing risk of
the barrawer beacoamng mealvent — wvabde ey inerest o repay the capital.

Frices and yields

Hanidks are rraced by banks svhich s o= macker makers far sheir customers, quulriug' bacd
and aitfer prices wich a very simll spread or difference berween chem, (See Linge M2 The
price of bawd= varics lnn.'rsﬂy waath inrerest cages, This mears thar iF wenea fanes risc, so
thar sew boereawers have fis v a higher rare, exsting bomeds kase value. BF igeress raes
il esisring bones pavieg o highes inmeresr rare than the marker rare incresss inovalye.
Conseguontly rhe }E|d uf a hiwd —hose much iwome i1 gives — depends on s purchase
prive = well 24 w5 coupoo or merese races Thens are alo Soating-rare mores — binads
whose nderest tane varies with marker immeresr rares.

Other types of bonds

Wten mmterest nites are high, some Lnnnpp:n:.ih. 1savke comvertilde shares ar comwernibles,
which. ane ones chan the: odwner gan larer change ince shares, Conmvertibles pay lower
inrerest raves than ordinary bomds, brcause the buyer pets the chance of making a probir
with the ceavertshle opeicn.

s alsor 2er coupon bosds that pay i meerest bot ane sald aca byg discount o0

e value, whach i 1O0%, and eepaid at 100% o maturin, Because they pay iy
inteit, Their awiers don’t receme maney every sear awd w0 o't bave v decide how o
et 1 matedd they maki o copital gam ae matering

Bomis with a Jow credit rarieg (amad ahigh change of defaulr], hur pasing a hsgh inrerese
e, are called junk bonds. Some of thess are kngsen s fallen anpels - bands of
cinnpunies thar were previonsly ina gomsl tinancial simiguin, swwhite arhers are jssued s
fmmee Severaged v e Unie 400

BeE- |Eb|l:h-le :.I|.||-|-. AmE |'mn_'r||hlr: il
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Futures

Commodity futurnss
Forward arsl forures conbrats e a@nements o
sefll am asser ar a freed prive on g fived dane m the
Fumpres are readed o0 wide range of
agrialewea] prasdiees Lineleding whear, mates,
feamne, park, beek, Surgan I naffe, cocna

e el indusgrin] memals (aluminien,

L ked, mickel anil =
Igald, sibecw, plarinom qsd pr
iz 0 T A WA s CorTmeHaiGies
Fuirures were myvenped o cnabibe regalae bavess
aidd sellers of commodiries t protecs femseles apanst loases of e hedpe againsc fumure
chargges in the price. 1 chey o ogeee i hn;\dl-_r. thie sefler Je.g an erange grower| is
pearected Fram a Bl in pr of the naver e dn erangs juier mnanufactanes| 15
pirated Froan & fse i proce.

farire.

Fatures are stamdardized contraces —cantraces which are bor fixed guangiics (such as dne
tamy of wuipper or B0 cunees of gikd) and fixed time periods inosmally theee, six or nies
et ) — bt are readed oo a special exchange: Forwards are imfividoal, nem-
smmadardiped conkracts beowoen ows parties, mmaded over-thesconeaer — divectly, bersreen
M cbpanies or fAmirkaal maticativns, rather than throwgh an exchange. The fustures
prace for o commmodity & normally hagher than i spar price - the price that would be
ad For imaederne defivery, 3amctimis, howeser, shart-term denmand pushex the spot
i abeae the luture price, This e ocallisd backwasdacion,

Futures and focwar
vharges

are alsa nsed hy spec

teie = peiple whi Fupe 1 prodie from pece

alutsinurn

BeE i A
Fenancial futures

Mure pocently, Fnancial furures have been devetoped. These sre standardiad coneracr
traded om exclumpes, o buy and sl fimancial assees. Finamcial assers soch ns currencies,
inhcrest rates, sticky and seck marker mdeses flocuan: - continueasly vary - 5o fnancial
Tares are wsed e hxoa valie Tor g speciiied houre dam feg, sl eurcs b doflars 2t a
race ol &1 for S1.2000n june 301,

m Currency futures amd farwards are coners
arrrengy will e boghr or sald on @ spec

ts thar gpecify the price ar which a cereain

i i

m bnforess et Futures are agroemenes beoween banks and imvesrs aod companies o msue
fixeind mcame securities (honds, cormicanes of deposic, money markes deposits, encj ot a
Famire dhie,

W Stack fomres o price for a sk and spock indiex fimeres fix a valiee for an indes (e
the Liow [omes or the FTSEY tn a cerrain dage. They am alemmarives o buying the ancks
i shares themselves,

Likie furures dor physical commadines, financial fumres can be used boch ta hedpe and ©
spiculans, Chvivusdy the bover and seller of o Fmancial furuze have differonr i
abwpat wht will happett b ovchange rates, interess rared and seock powces, They are hrah
eakiing an walimited sk, becange diene coubd be Bige changes o raees and prives durmg
the porusd of the comteact, Farercs teading is a zofo-swm game, because the annund of
vy gaisied by e gty il he the sase as b s e by tlve ol

Prafesuenal Explich m Lis= Fronce
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Derivatives

.

Lherivatives are Anarceal products whese valis:
depends out - or = derived frosm — anccher HEMFER:
fireenuial provloer, soch 2 a srock, a sk ELEVITDAS Ml o
miarker frdex, ar inperest race prvments, ey Do A WELL sEP
can b wsaend riv manape che rsks assocaged with
sbctarilies, BE Ponicet against loctatons in
walus, o o speculane, The i kinds of
deravanes are apraues anid swaps.

Options are ke Firires (see Unic 34§ exooepr
that chey give the right — e the possibilicg, B
not the oblizavan = lsuw cor sl an assct in
che fuare (o LAOE Cieneral Elecmic srocks on
21 March), IV yow by o call oprion i gives you
the right s buy an ot for o specific price,
vither ar any time betare the apsion énds ve oo apecibc fimee dave. Hovever, it you by
L pub pprioa, 1 gives the righr sl an asset at a specific praa: warhin g specified
ol or an & ipiific Toirure dane. Inveseors can buy pur aprions w bedge agaise flls in
the prive o siocks,

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

Selling or writing oprions concracts rvalyes the obligation either o deliver ar no by
assersy i thie buyer exercises the aption — chioses oo make the rade. For this the seller
ity rectievs w e cnlled o presaban oo the baayes, Bt wesors of opmos o not
expeit them w0 be exervised. Far exikiiple, of vo expect che prics of astock oo se foom
JEHE o 120, vour can by o eall vl lunnmhr |||,-Iu; 1o by e akack an 13k Tt _1h|.-
stock prive dogs ner nse oo 110, von will por exeroe the opresy, and the seller of the
vty wll] i, thve prmbi, Yoo optwe, will b oat-of-the-oomiey, as the ok i
tradling an bilis the srike price o exercise paioe of 11, theprice saced an b oprien, 1,
v the other Panid, ehe stock price fises abewe 110, vou are in-tlsemoneys yon can
exprisa che siption aned Fou will gain tlse differenee berwaen the current marker price and
UL, U thye pocarkien pmeses onam aevespesstonl divectiny, the woiere of oprions can lose
ENOEITRT 16 i Romey,

Warrants and swaps

Senme conypinies issue wisrranes wich, e oprioms, gve the b, b e fe obdmanon,
b1y bary srocks o the funure at a partiéular pract, prshably higher than e aierene market

price. They dre wsually s kg wath bonds, bat thew can geonrally be detached from

the bosds and traded separately. Lnlike call apgions, which st theee. six or oise monche,
awgyrrnts have Mg marininies of up s vears:

Swaps are arrangemenrs beracen insinmicons m exchangy meresn racs pr oumencies (e,
chiblars dra yenl. For cxample, a company thar has barrowed maney by wsuing, flcating-
e nares (see Undr. 33 could protecs mself from a rise incimerest rares by arrangmp with
a bunk res sweap ics dleaging-rate payients foe o fed -oave paymenr, if the bank cxpected
inpcrest ranes oo hall

L] Frofesionn’ Englof v Uee Anance



35,1 March rhe two pars of the
¥ The price of a derivabve always depeonls tm
2 Opdicms can e vsed v hedpe againse
3 A call opr
4 s eprion

peries, Lok ar b oppasiee to help i

s TS nEr
R
Wl s P
b the sghi pes by
¢ they
d thae right wo sell senething

52

o

srthing,

ol uveslur financsl produes

wa the Correer

£ SENLETCS. SEmie wnrences have m

& han

purssible endinge, Lok at A aned B oppasice ol von
1 IF ¥ et the price isf a apseck 10 fme, you can 6 Biw g eall dpriena.
e sl call asprive,

huvap

[ apEtan
d sell o par option
2 0F vou expost the poce od a seeck m fall, you can buy 4 call oprica,
call wsprion
by a put oprien
sell a put eprkmn.

e

a heexerosed,
bt be exercised

ey the seller will a4 lese maney.
I3 gain mamey

4 If an opion

5

risk s taken by & wrilers of op

B Bavers of apmens,

LU appesine i belp

L e righe o osell 1y speculans o inmerest
securines o7 & fixed poce * MOVENENES. |
within o specified pericd _
Campdcie thesd semiences bsimg wands From &, Band L opposant,
aif-thee-memey, the seller wll gain the
T Wi eiby exercae & call et i6 she warees poice s Mg thas the .
3 I Texpegr o stick pesce toges up i che shorr reen, | bus inestead of

pecr i b company’s sreck price o gooup e ghe heeg cerm, Feonetimes oy cheie

5 W needed euras and had a lor o dedlars inotbe Bk, so e Jida _anrh g Gernaan
company which needed dollars

Erpfeisivm! EnghE i L Snandi




Asset management
Allocating and diversifying assets

These are o stodini's marss o o lectuee ahour asser management.

WHERT Rssef managarment T managing finscal ssets T
institstiond. or individuals

WHO? Peminn fonds and imurance compenies manage buge:
amourts of money: Frivate banks speciatize in managing portfatios
of wealthy individuals. Unét trusts invest monsy for small fessstors
Ina range of securities.

MR Asset managers have b declta how b alloeste furds My
repoegiba hos; how much ba Fvest Iy shanis mutusl fungs, bonds,
Al Tormian Cometiies, precio melishe, o Gt type of resimob,
WHY? Asset allocation decisions degend on objectives and siza of
the partfalio (ree beiom). The portfolic's objectives detormine the
et gxpacted or needed, and the aceeptable fval of fsk. The
fiess wary 10 radg0d cappsuna 00 sk 5 Lo @versfy The parfalio =
waslir aned chaaper foea [aige goitfalio than o small ons,

Byt trusts; Smkmityal funds

m Types of investor

B ctive and passive investment

h

i-HI llldl:-llrlb.:\;l fu:l:_hrn

Irevestom heve diffesent qraks or oblecthes,

B Soive wid regilar income from the fnvestnents - loss moncerned with size of their capitsl

W Snme want i presans [kaey) their capital - aalding stk IF tha anel 14 capitad prassreatinn,
e gt mananer asually allocatas o Modey to bonik [han siocks,

W (ithers want tn avcumubate or build up capital - taking mone risks. 1F the goal &= growth o
capital acumulation, the portiolis will olably include mona shamnes than bonds. Shares hawe
better profit patential than dands, but are aks more volatile - thew wilue g incease o
decraase mang n a st gering of Hime

VANTAE | g TV | g PRy W sy

Some aessl managers [or thaii lients) thotsa an ot wategy - biying and $elling frequenthe
afapting she perifello to dianging marest degumstances, difer uie & pestive stratégy - Buying
anil hoding s curities; beming the position unchasged foe a long me

Yowadagy there are lobs of Endexc-tinked funds which simply ty to treck o1 follow the
mivemenis of A stock market indes. They buy lets of different stocks i the indax, so if the indas
gaes up or dowe, the valug of the fund wAll tao, Thay chirge much biser Fois than acthody
managed accounty = and giually ge Jist a5 woll Iivesion in thse funds pallgve thal you taa
mygulay qutpenform tha wmarket — fuke oims that keecaif cebigrt foom the mecket,

F uan:b; I:uﬂ

Frojammanal Lnghsy i Lee Snence
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I n % e o4 amd

verts bl Then wse samse of the w

aceumulate

Ihouate

mangge |

11 clen't we
2 1 hay
3 A ARt iy

I

TR 15

a bink
rvpes af syl

5 Fewn dor mysel.
we | alicided m my

leicke honw

Lot 4o clither

7, | dliscuss chenrs’ poeds arel abygecrives and then we

e

4 iy cli

o | ke meire sk, and buy & bar of stocks,

lacch che nvestmed moals | -4 wich the stateme

nts (il Leak at B ooppasane ts help vt
1 capittl prese
T gromah

1 e
. e - = —
oo aocimilace slch. bear T keyow chae glam o
- with valarile prices thar coudd g dow i ¥
] =

bevause 1 nved rhar money, ever
sk sy soume o my capical

1 gk lave

vt oy risk losioe any of now ¢
v b remirm

March the

irs ot the <

rnces. Leak ar A, B and £ apy
I Thewalae of mdes-linked fumbs wall change froquendy

e 4o beedp o

A Mutual funsls
5 Asmser minicrs

A che cienr wanas to avaid risks.
b diversity the momey of small investin,

Over 4o Hou

aarticular skills and aki
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Hedge funds and structured products

Hedge Funds

Hedpe funds are privares invesrment fungds for wealchy investiss, nan by panmers whae
heave macle big persiie] invesmenes in ghe fund. They pool ar pur mgecher their meney
an mvestors” money and 1eade n seounities gkl derivarives, and e o gec high rewrms
whether markers mewve up or down, They are yble oo make big profics, buz alse g losses
if chings go wrong. Despite cheie name, bodge Fands doener nessessarily use fxd\ginﬁ
crchmicques = provecuing, themeelves against fumare prace changes, (5o Uit J) In e, chey
pencrally specialize i gh-nisk, shor-rerm specalarion an srck opnans, boods,
cirrencies and derivacives. See Unic 35 Becauge they are privage, hedpe tunds do no
have pa follew as many nudes s mumnial Ak,

Leverage, snort-selling and arbitrage

Sdaise bevlge bungls use pearing or Icwragr._ which means barrowing money a8 well as
i ther awn fumils, b ingrease the amisane of capral available e myesement. Tn thes
wa. the T cam bl musch LJ;E;r posiniies or investments, Hedge funds wvest whene
rhey see oppomienities o make dwwr-nenn profits, geneeally vsimg & wile range of
demvative cuneracts sueh as apgions aral swaps, (See Ui 33 They cake 2 long, posivong
by buying securines thar they befieese will increase inovplise. At the sane ome, they scll
SeCULItis r|u.':. think will decrease in vabue, Bur which rhey hawe not veg purchused. Thas s
called raking o shiort posiron 1 he price dees falk, they can by them ar a Tower price,
and then sell them aca profic,

Hedig: tunds also e arbitrasge, whach means sinubaneausty pucchaging 2 ssoaney ar
careeny i one marker and sclling i, or a relared dervagive prodice, i ancther markes,
ae . shphely Migher prce. 0 this wiy investars can prodic from poce: differemos hetween
this Tovts fmatkers, Yecanse T price difference s usually very smafl fand would be e if
mgirkers were peefectly eificsorl, o higy volume is regquired for che arbiecagoor no make a
sapnificant profi

Atructured products

Trvestions vl e niea v safficient Fareds 1 join o hedge Sl can by strocuared
presfiaces froms banks, These are costomizid - indivdualized or non-sandand - over-the-
comtider financss] instruments, They use domvative products (Futunes, forwiinds, ogrbons,
walrants, eie. | e way sinidar w bodge Ausds, depending an the customer’s requircments
anid charges i the markers,

“The bad news is iNs & our clims’ mone;.”

Prefessone Englah n (s fimance



March che verbs o e oo with the defirmtions behes, Look ae & and B apposiee w0 bedp von

| o lewver: 1w pool

| ok a kg pasicion o wike a shorr posicion J

110 put several peaple’s resmirces ropetbir foc shired wee

2 10 purchase secariows, expecling their poce ro rse

B i wse botronaved ey as well as o oam ey 1o wenease the see of v’ mvcstmens
4 o sell secwrimies that ome has por yer parchased, angicipaning thar ther prioe will fll

Are the Fallowireg searemerns wooe o fakse? Find reasons far v answers inc AL Rand © oppasine

1 Hedhse funids ame see nimmeed Bevase they prasect againsr Iosss:

7 Hedpe hamds s 1 pivestars” money o= well as hormewed meney,

T Hualis fnd ooy nreiie amn ok

4 T Faict that mvestars can make o par
cflicient,

& Sarugtured produces are mdavidoalized

horws that markets ase md perbecily

imiial metrumeies offersd by hedpe fumls
ltead the advernisement bor stoonared preducts from the LIBS websire, and answer che
quustions hokey,

Calatal
= = [[af]* -a

Tha iricat widhty psed slirociuned products can be classfied inbd four B calbgones "

acrconding 1o thair imendad porpass. Dertmtives ane wsad i order 10 achkng Me desned

aifuctures, St in combination wish the undarying securtiies or phhér Gemeathod secumies, |

Tha majar grisugings ara, |

# Capkai Protaciian — This may ba in tha form of Redgna, ulilizing forsards, fulures ar

swaps cantracts; ar @ could be inthe form of insurancs using aptions.

¥ickd Enhancament - Thig is usuaky achiavad by witing [selling] oplions over an underyirg i

aszed. The grermadn rom e witbsn Gilian provides the Sdobors incomea veld

# Fidl Poricipeation — Thasa ane products that have aimilar fiak characheristics &3 he |
urderiying assats, but which allow the cliant the comenenca of being able to racke |
urisucd Dagksts of assets tach as forgign =iock indiced o & specilic markal gectar indes, |

& Leyvpiaos - These @ genanally prodiacls such &8 wardnks, which recpire @ 1w inilial
ineastmerd bt which aflow the buyer to participata in the porchase or sale of a |
gignificanly brger Fvestment al a pradetermined prica in the futune. |

M.B. Thaza producis may camy higher risks than othar classes of investmant. They are not
suitabie and are theraltng nod Avaikable 10 avery insesior,

Wik proep of strpcrured pronbacss wonld youw use

1 you warmedl the chanee ol g rewarns with only @ small invessment neow?
2 o liddn® weane oo lise any of your mine
3y warmed voarade noa parocalar combination of aseel
4 you wonred the haghest renom?

Over 4o You "‘.

oney would you 3 Fisks 1 hedge fund! IF nof,

Professend Emgsh n Lise Fogoce



Describing charts and graphs
n tncrense and decreast

Upward movement

Nouns

vnly fir presimisg

The basit incerme tax rame | The UK inflation mate ¢
5% o 20% r has chmbed p 38%.  §
PE A — " Ry ...n.-""*'I

CBA proditls decreased fram €4.5m to € 4.2m
N a5 Bales condinaed o deleriorals .

Al e A YT e R

m Rate of change

mdjecrivis and sdverks can desonl v dnid the speed o a

eojudar changes

snsickerahle - consider,
tmaic - dramaticaly

slow = slhowly

mindcrire —r

‘ High points, low points, and staying the same

T resch the hig

— o Aluctuar T,

I |
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g3

®arch the praphs 11-31 w00 the descriptisms Ga-cl. Look ar A, Iband © appisine 0 help sou

a At peaking eacyin 0001, Dieneschie Bank shans delined for neacks twa vous, ©
alight rise in rhe auruo of 207 They batansed our in early 20003, and dinbed steadily for

st o 1he vear, They =] again in -t summer o 20604, bur the end ol the vear saw an

WAL,

i a sharp tall encly i 2001, LIES shaies weie up-and dawn frog 0 \'|||||\L- el years,

e e of CHEH] m Seprember 2001 They imjproved sreadily g 20005 anmd after a

rate drop n the mdkile of 2004 they hegan W ierense agiin

¢ Parclays shares rrached o peak inspring 2002, and rhen Fell sreadily for six pnonchs, Iwr-. W

lightly-arsl then drop ping ain until che emd of the Hawever, 20

vk nnmntermipacd gresih, which despine a couple of mandesare falls coninued in _|I|!-I.

Gt

Complene the vext describing the ErJ[\Il with
warcs drom the B Lisak ar A, B oanel o
opposiee rehelp ven,

Giroath of hede funds

\"l.ll"r ihnel Shn e i |

e’ slowly creaseed rpdly
remaiied stable rleem repularly
|- <harp incT=ases

IFw: number ot hedge funds (11
i 19942 hua has |2p .
eversinee Although the number of
trwsls 13 . B bensern 1991 and
1997 thw! ass i I:Ir-.' Il.||||J- unly |4)
There were 151 A in
bieafee Fomets’ momah aseets i S99 anad 2005,

Ty

TTEy

2|
R VEY

Theseribe che graph showving rhe price
nbgedl. Look ar &, Band C oppisire
vy help voa,

LA
2000k
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B3



Mergers and takeovers

a4

m Mergers, takeovers and joint ventures

In the madern business wodkd, the twmership of companies afen changes, This can hagpen in
diterent wass:

erpier: This 15 whien bwo commpenies potb tosether oo farmea new oo e Exxon and
Mubil. Aversca Cmlisie and Tanwe Warmser

o dakeover o acquisition: this s when dne conypany buys another sne leg. Yodabone and

Marmesmann, DaimlerBenz and Chrysler), This can happen m maeo ways. Fissily, a
company can istfer 1o buy all the sharebolders' shares ac o certain peice (higher than cle
murker price) duaring a limired periad of time. Thes is called o rakeaver bide Secomdly, a
company can buy as many shares as plmibk o the stick marker, heping oo i a
majority, This is called o raid

linesimeent banks have mergers and acqueibons
MY deparememts that advise companics irmvelved
I meerpees dmd rakieavers,

Lompanies can absoowork mgecher witha a
change of vwnership. For example, when rwss or
maire conmpamied chcide 0 wark vgether disr a
spuciic projecy ar produc, this i called a joim
vEmiure, fAn I."\t.l".‘T||'|'|I. is S Ericssom, whith makes
wethile phimes,

"Wl the menger & owvar, now
the takeover starls.”

Hostite or Friendly?

Thitre are twn npes of mkesver bide 1T a company’s bodrd of direciors Agress 1l
takeover it e fricndly bid o if che sharcholders agres wo sell, it beoomes o freendly
takeovery, I the cotnpaey does not wanst o he taken ever, it 5 o hostile bed {ard if
sceesaful,  bosaile rakoover), Usimpanies have varioos ways of defending themsclves
WA A hemtabe b, T I-‘_-:r con ey e fimd aowhine k_-ni[ﬁ;l - atnather colmpiny rhar thay
wenekd profer m be houghi By O ehey can ose the poison pll dedence (feat me aid poun’ll
et which invalves ssuing new shares at a big decount This redicis the balding of the
commpany aempring the rikesen, and makes e pbeover moch mene: expensive,

Integration

Horizemal imtegration 5 whin a company gers bigser by soquiring comporitars in thy
same ficld af acnvity, Merrical imhegration = acquiring companies invalved m ather parrs
ul the supply cham, psoally 10 make cost saviegs, There are pwo pessilibines: backward
nkegraim is aoquirmg supphons of raw matenals o compenienes; Torwand meraion
huying dvarumies o rerail anstlers, Conspanmie: cin abae boy bnsinesses in complecdy
dlifterent Deluls, whach i ki as diversificazion, This can be done 1o nodues the nsk
imyishond o operarg in oaly oo indusaor - bt diversifeing, ingo comphecly differont
tncdusgries & o risk ivself

Prafisuans Englih m Liss Fianare
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39.3

Crmplets the senterices, Lenik ot A npposiee t help ven

1 | wanr m wirk m the mergers anil
k.

mpanics, making resdy-ro-demk reas and codpess,

el asseey at Salklbn,

tod wich a il Il the stocks a
groeus 13% of ther stiscks, Then we mode a

marker price, and 1015 al the company.

Lannpkte the sentnies. | ook ar B appesime o help o,

|
Tl

tkeover by rivad Olivett

dirparrmént of an investmene bask w
Parners Wardwide (s berween the Crca-Cola and Nestke

their - Dy Bank of Swinserland and Swis< Rank Corporation had

vailahke on che sock exchange.
. oftering 20' above il

e Tondia & Leokdng Tor o A s §L TR G

2
Colomal hes agreed 10 a8 Fakesreer by Commoniaalth Bank,

1 )
Mockensi: Fimanciad Corp i= plansing a buge righes issue asa o Kipht off
C. 1L Funil Mamagemenl s takeover affcr.

Slarch the pewspaper headlines 11=50 wath the processes =, Lok ar 4 epposie o badp oo

Shell Purchases 30 Gas Stations

Hotel Chain to Buy Furniture
Manufacturer to Supply Its New Hotels

Electrical Retailer Dixons Bids

a4 horirsal g

b overtical imre il
@ forward wrepEgion
&l Bagkward imepration

& ilnerahcanan

for High Street Competitor Currys

Coca-Cola Acquires Columbia
Pictures for 5700 Million

BP Now Controls the Entire Supply

Chain, From the 0il Refinery to the
Petrol Pump

Over 4o Hou "'-

fimancial newspapers or websites, What kind of takeover blds are taking place

It your casivtng?

Frogizsmast! Enghd in Lige Fricnica
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Leveraged buyouts

Conglomerates

4 seriis b Takeovers St rosule m @ parent entpany conteallmp 3 mmber of. suheidiares:
sivesller cormpanies chat i cons Whn tle subraderries operane m many different business
grars, the company s Enown ag a comglomerars,

B Large congbemenanes can beosme inefticient, Top execunves afen bave after haseile
tikeawers, and s much divessification mieens the comiparm is no binger coneomtrating o
its core Business: irs cerral and most impartane acriviey. Takeavers doonor alwas resile
in synergy: combined producton or prodacidny thar is greater than the sum of the
separate parts. In fcr, saristios show thar mos mergers and acqusicnns seduce rather
than increase o company’s value

Adt ntetheient ._1||1;Im'|||,-|.|||,- whewse preofits are rao [ow can bave & bow stk price, angl s
market capitalizsion — the togal marker i afall its ordinary shares — can faall el
the vabue of ies assers, mcluding land, baoildings qd pension funds. 1f thes happens, o
Becomes profitalle for ginther cismpany m buy the conghumeraie and oalsr split it up
aved seli i as welvaedual g ae o the goenpanies gl well che assets. This
praciee, commm m e LSA bt rare e Farope o Asia, iz calked avser-aripping. Ir
shoas ehat srock markers are nor always ethoent jsee Unir 30}, and dur conspanies can
someriines be undervalued or wnderpriced; the price of sheir shares oo the stock marker
car be som b, Sorre penple avgee thar asser-ssnigpang s a gooad way of vsing capital
murre ¢ificienaty; otlers argue thar icis an untarminane acriviey tlias desoroys conepaniss
and johs.

Raiders

If crmrpusrane radders — insdivelmals ar vumpanies that want o gake aver arher companies —
v ey Te o s, sl by isnny hoerkls, the takevaer & called & leveraged

el v LROY, Leveraged means lappely financed by borrowed capiral. Afrer the
ttkeawvier, the raider sells sabsidianies of tle congpane inorder oo pay back the

B lholders

Dol issisedd b pay for rakenwers are waially called junk bonds becaus: they e rigky: it
may nid e possible toosel) te sobeidiaries ot o proie. fan, because of the sk, dbese
bands pay o hagh inceres ram, so some invoors are happy o bay them,

SITICTEECS O COMPany’s Dl i TEers WinE m
buw the company, dmd TE- g anite i The isa
mangggement buvour o MBO, |F the buyour =
Fnpnged by issuing preference shanes and
comvertibles, rthis s caflsd meezanine fnanding
A% AT 05, @ senge, haldway bepween dely) and
eiquiry, (hee Linic 2§ (or anofher use of
‘muzzanine fnancing’. |

Frofimanto’ Eighih v U5 Andree
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m Fiiancial planning

_ Financing new investments

Alia Bahal works in the fmancial planning
deparemeim of 2 large manufactoring conpan:

‘Financial plamnmy myolves caknlaning whether
mew projocts wounld ke proficable, We have o
caleubdte the prohable rane of remim: the amom
aif ingome wed revenve each ver from the
IR, ¢ Rprseed percenraps of the 1ol
amonied vesed, 1 we' e going to fimance @
profeet with vor awn money, the ane af remm
st be ar beass as ||J$|I s e ol per by
demasinng the money @ a ok insead, or by
making aather pek-free investmenr, bke h:l:.u'u;
pwernivent bods

A we meed wodhorrow oy e inamee &
new mvesmment, irs projected rae of
rerurm has o b higler than the vost of
capital - the amoomr welave o pay m
horraea: the mimey.”

Discounted cash flows

W wmnalby cakulare the discounted cash flow valie of an ipvestmenn, This means
discounting o riducing funure cash floos o ger their prosent values — in ocher wonds,
ckulating the presens walue ol mwwey b recrived i the futare. This is becanse the
wathue of emey’ docreases over die, Firaly, there's nearly always indlaricn, socosh will
Irawe liver porchasing ponver o the furures o'l be able pe bay less wich the same
ameann af ey, And sceondly, il voo Rad the moner now; von coald per income by
usinng O rveesting . The reurn we could goe by invesring the naoney in ocher ways is che
oppaeTimity eosd af capatal. S waring tor meney s also 2 cost. This i the fime valoe of
mumey: bow much mare 1t 2 warth o recetve money now rather than m the e,

Comparing investment returns

IF we Bave ra clewse amsing pissl hle investments in new projeers, we work aug the net
present valee NPV of each project by adding up all the expecred cashy Bows, discoumited
tis thelr present vale, minus che inicial imvestment. Tor dothis we have to sclecr a
discouni rate o capitalizatien rase. This is usually the ingeres raw we pay for bormewing
the capial, bue we combd increase @i there™s o lon of vncemainmy ot sisk.

Drscenmning somnds complicansd, bor o st Ie's the opperate of wrnrponined i miecest

For example, il v mvest S1,000 a1 80% for fee vears, o will vicld 161 rines its

fnnl vaiue. 50w get tack 53,610, indoding 3610 compamand infenst. A disosang
raze o 10, b o déscount Fscoe of ane divided By 161, which is O S0 5620 investad
rava’ will be winrth S LOGE in - five years oF ir's invested ar 10%

When wire comiparing altermanve mvestments v abso calcudane dhe internal rate of
returm (TR R, Tlkie’s che nberest rate or disconnr race thar gives a et presens valie af zeom
in el s meney valoes. In ather words, the presenr vatue of the cash dhat we're B m
medxie Srowm am e et 1= the sanve wsosle prevest valoe of bosrowdnp ther cash. We
pumrmrably Chewsat the et witl the lughest TRES

Fraftsuond Engith im Llss Firincs
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m Financial requlation and supervision
m Govermment regulation ‘1

Sled Lee ig the complianse affeer a1 2 large U bank wish
subsidiaries in major fnancial conceesd she has o make s
thar evervbady abevs govermment reguianons angd fillioaws
wnreraal peocedanes.

The financial services industry was dercgulabed in che 19505
kirs of government contraly vwere rermoved ra make the market
treer aml meare ebhicent. Bur a Lot of repulacions scill cxise,

'0.; v wrill pegulaced and supervised by government agencies.
saanmpdes in Bricaln there’s the Faancal Services Authoriy
Ay il heee i the Stares there’s the Federal Reserve jor che
Feeal 1 arnl the Securires and Exchangge Commission [SEC),

The Fed saperoses bavdos, amd s SEC

o Peealect investaes by sepaition fubl

res muke all :||1_|-|ifx..|n| lipancial jipfrrmenan
available. And i vees o prevent frsndulens or illegsl pracnices in che securinies markes,
sipch e commepaie s arivicially raisiap their anack proe by using dishomess sciousting,
methods o isaing ralse infarmarisn.”

LR internal controls
) v mo make sup: s oo here does any msicer radimg o dealing — huying or "Tﬂ'"l-'-
sevries wihen phe - cenfiderstad of seeret mbormaticn aboar then. For cxample our
fren has advange information abonr takieovers,

ITus infisrmacion iy sswlly price-sensitives iF yisu nsed it yos coald make the share price
change. Ths pves thwe people in MScA hisge sppormysties for prodivable msder dealimg,
bir we wry o keep what we call *Chinese walls™ aroyed departiments thar have
cemvhidermial infarmarica. This metns havimg et rgles abow nor asing or speeading,
infrirmaticn

-".||-.II|I-.r thing | have tiedeal with 15 comfhios. of imterest — smuabons where what 15 good
artimanr s nor in the bese anpeneses of anarher departmem. For example,

ks vt 100w inegsmmenh bambdng, Iasiness Froom 2 company, their amalyses m the
could prosduce inaumte repors exapggerating che cliene ceipanys

1 il prospects, This eould head the Fnd managemens and stwkbrokies
w A that campany, o rocarosnend thew we <heats, becavse of

Sarbanes-xley
“Rocause of lots of serions crnflicrs of mberest m hanks, the LS povernment paw:d the

Sarbunee—Ciley Act iy 2402, This requimes rescarch amihesms o disclose whether they
Tl Ay wceniestics in s wmpany they wote a research fopoee about, and wherher they
laave betmy paid by the cnpany

Anather curcoine of Sarhanes={xley wis the ssrablishment of a baard meoversee ar
sapervise the auditing of public cempanies, and oo prevent apditors diag nencandic
services while they're audizing o company. That's hegagss an audining firm thar is alie
o lucramne - l,'-r-'anJZ'lI wsaleng, work wirh g company mighs be empeed not m
awdit the accrmms very carefully, and oo e evidence of illegal pragrees ar “crearive
aecainbing”, (hoe Lhic 35

Arwher part of mo o e makIng sore mo crmins) aeamizaon bees us Tor meney
sl ering - ereng illegal ar corminal funck ke whae hoks ke lagimate or legal
i, b peisaing i theawgsh o Jon of trarmsceiom s, companies and ank socones

n Prafasusngl Evpish i L Fnonce
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i 4 International trade
m Trade

Mlins ecinmumisrs helicve in free rade - char pguph- and comipapies shasald be able ms oy
gaods from all connrries, withenr amy [arriers when they oross Frandicrs.

Tha: conparative cost priveiphe = thar couries shoold produee wharever they can make the
miet cheapdy, Countries will maise their living stamdards and incrome if chey specakze in e
prinductiom o the mods ard services i owhich chey have the highess reladive priductiviny:

the amunt af wetpur peoduced por unie of an mpot je.g. mw mareral, o,

Contrks can have an absifure adyvanrage — so thar |:||._-:; e The choapest in the watld, or
Jaomparative advansage = s thar they are anbe msee ctficienr chan somse acher coungnes
n proddesang cerrain gaods o services. Thic can be hecacse thee bave eaw magerials, o
particular cimare, qu.lliﬁs:d Fibspar (skilled workersy, apsl econoenies of scale — peducad
prolucriom coas becanse al largescale producrion.

m Balance of payments

lmpawes are gewds e services bouglyt mam o farcgn
couniry, Expons are govsch ar servces sold g fareign
CTAINErY

\ conmier? thar expores mvre goids than it inpores has
a posivive balance of trado or a rade sunplas. The ‘lﬂ
uprpesing 182 nepalive baknee o trade o a trade -
delicit. Trace in goods is someimes called visible rode.
Aervices stch as Bankmg, insnrne and meriim are
st calked invistble impares and expares. Adding
invesihles 1o the halasce of rade giades 2 counerys

halamee of pavmengs, ‘.’/'._,-l-"'
¥ .—--"I!

| ErL: wisinle tradde; AmE merchardise Erade |

“Epad inveible axport figures
this quartar, ="

‘ Protectionism

Gewernanents, undike miss ecananimsbs, olien wani o progect vanows areas of the sconpmy.
Thisse imckinde At — g that the soontry is cermam no have food —and arer strategiic
incusgrics that soukl be necessary i there was 0 war and mtermatkmal trade becams
wrpesaible, Cascernmenrs also want to protect eher mdustries chat provide a loeaf jobs.

Many poverniments impose tariffs or impart caixes an gsds froom abeosd, o aake them
e pxpensive and 1o encoaragy people ro buy kocal prosduces inseead, However, there
At AN increasing tannber of tree seade areas, worbat awy impeoes saciffs, i Earope, Asia,
Alrac and the Amvricas.

e Wowkd Trode Organizatson (WO} eries to encourage frve made and reduce:
pravectiyism: aescricning imports inoorder oochelp local praduces According oo che W
agresivnl, ciwntrics have raffer the samse conditins o all rading parmérs, The ondy

a ey i alloowel p ey wo eestrics waporms s by inaposing itk Coontries should
1k e anport Qeigas - hinics i che cnmber of prodwces which con be imported - or
orher-resrricrive: measiires, Yarnms mpermarional agrevnents also fochid dompamy — 5.|-|I|n3
gl alwoad ar below ot pres o onker o destmoy o weeaken COMERRIEDS 07 by Sar
feareign curmency ro pay for Necessary T,

52 Frafesmanal Eaple® in L Enonce



43,1 Coempla the cnesword. Look ar 4, B and O apposiee o belp vou

P,
1%

v ol gvads that can be
rashe in services o trade i peods ves vao the af i

10 and ¥ daan Al
1b Pallicms of dedlars
14 Arempging e redis
L3 The unporr ad expun of goisd

hata b trade
a1 7 callied Rk

Pimxn
Prsduscing m b yuancities bevomes a.'||-.'.||1¢r hicause if ecommnies ot 151
amd 1 1E 1 commary can prodivee sonvething, mire cheaply’ thaw, anewhere elee in the wadid i

hosam R

T Many econemists amooterige goveriments o abadsh import sees and have complerely

poadts on foregg

¢ s e A prehit (41

Ararive priiple 1 that
contres shamald ke the chings they cam
proifige the maost |:|||,-=||-&|. Ly

1.4 The has israblished fules ab sl
Bt pagwms. (3]

Over 4o jou
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Exchange rates

Lo

Why excharge rates change
Ar excharge rate 3 the price ar which ane currency can e exchanged for another e
ven arc reeded bo by aresl, In theooy, exchange mpes shoudd be ac che
ives purchasing pawer parisy (PP This mears thar che cost of a given seleci
i and services (e o loat o Biread, 2 lowan of elocrricine| wonld be the same in
arries. 5o if ehe price level in n counry incresses hecsise of inflation, s
currency shoald depreciae - ies exchange mze should gi down in order m remm e FPT;
Fewr example, o indlaticn mcrenses in the TS, che dollar exchange race sheuld ge down so
that it mkes mawre didlars o0 by cher same produces in ather coaneries.

I dawr, PPP dews par work, as sxchange ranes can changs due o cupreney speanlaion =
Ly currencees in the hope of making o peofin, Fanancial instimuwns, ¢
rich indivichuds all buy currencies, losking tar high inrerest rares oo shewr-4o
paive i carrengy ncreages in valee ag .ﬂupra\'iam_ This, fweans uxc|w1p' raess R
due tp specularion mather than PPR Over 93%, of the woekl curnoncy 1
purely speculanive, ancd noe relaged o reade, Panks and carnency traders nake
sousilerable poak x e spresd hevassen & correney®

o

TCTAT X

ipaness anc

1SETRNSS S

s oo

s amd sellisn prices

Fixed and floating rates
vears afver Warldl War 1, the bevelsof st majgee correncies were determined by
povernimenns. They were fined o pegied agains che LS dollar (e from 15940667, one
ol was worth 32800, and rhe dollar was peyed rat pohl. Cne dhidlar was warth
irmy-hafth of o e of poald, and the U Federal Beserve puaranteed chat the
coihd exshange an if ol far 5335, This systein weas knoarn as gold converibilioy,
These fixed wxc ¢ b aljusred i ehe Intermanonal Monctary Fumsd
recd. Thegning i e LISA,
the Federal Reserve did men have enough poklm pusrannes the Amercan curreney,

S U warly 19705, there bas been o system of foatmy, exchange rates im nust western
s, This means thar exchange rares are derermined by people hipang and selling
the foreagn exchanpge markees. A freely floating exchange rate means one
roaned by magket loceess the level of supply ad denand. 1f abent are mane
v than scllers, ns Price will rise: of there are mare sellers, it will fall.

buvers ok a virne

we the intreclucrion

coamumin curreney i 0002, o

ring exchange raves anieng

Lis

Cravernignts and
v chanpe the valiye of e e
mnrervene i exchange markes. nseg foresen
ency reserves to bay their own curneney =
order r raise e value - or sellirg oo lower i,
The resuding rates are knosn as managed
foaring exchange raes. But speculators
generally have a log more |
i
cormency,
L finvited povaer oo influeno: evchanme s,

Frofriiandl Eogheh 12 Lhe Fngiee



44,1

447

a4d.3

e phae finllo
1 Purchas
Z lnila
3 Specularies |
4 Speculabe

& sratements orie or fabe? Find reasoms for voor arswers i & and B ooppinsine.

T |\.lr-|1 is l|l|: Lyl rh.|l d ppd o reality
S UL,

|.-| -..|Iu_ 0 imciease,

bt speiil

T 1 meire et wane 1 oy o corvency than sdl e, i price will pedown

Uionmphere the balhe wirth words from A, [ and ( oppasice aned rebred forms, 'Iu. TR
mark in front ab the sressed syllabbe in wch word, The first one has been

dupreciare

| specularive

Chinplens: the nesspaper headlines. with the corre forms of words from 44,2 ahese.

U5 inflation will cause dollaro . BCOROMASES Warmn
L
Top cconomists say currency undervalued, call for government |
toallowitte 5-10%
1 &
Increasing currency is making exchange rates
more volatile
4
Common currency: Economic consultant says
pound to earo would cost British businesses £12bn
5 " T
Chinese exparts say the _ ____ betting on revaluation are |
threatening the economy ]
[

Cantral bank not expected to ... in currency crisis

Over 4o &
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Financing international trade

Decumentary credits
A company which sells gaods oe services o oiher coumeries i known as an exponter. A
campany which buys producs from other counrrivs is called an mposter, Payment bor
imporied produces is wsually by documentary credie, alio called a lemer of cred. This 5o
writrent prosmisee by o kank o pay @ certain amount 1o che seller, within a Axed period,
when the Tank receives insroctions friem the huawver.
Drocaicntury: eradits have o ssasdand forme They generally conciin:

sl dm.'rin;lrum of the poads

ik lssrof shipping deiments reguimed ris shrm paymenr (sor O below)

w0 a fnal shepping dace

m i final e (o expiration date) For presenting the doecumints oo the bank,
Evpcumenrary credins are uraslly irrevocablbe. meaning that they cannes be changed unkess
all the pamies invalved agree. lrrevocahle credits puaranzes thar the hank which

eartzhlishes che kerwer of credic will pay the seller if the documents are presenced within che
agrecd rime,

Bills of exchange

Areather method of paymens 15 o bill of cxchange or draft, This is 4 payiEnT Jdemand,
wiriem ar deann up by an EXPMITET, WELOECTING, A imparter iy a specific san of
sy ara furure dae, When the bill megures, the impeser pavs the money o ics hank,
which rransfies the money o the expoer’s bank, This hank then pavs the mapey i rhe
expeter-afer dedocring ies charges.

A bank iy agree o emilorse or accepe a bl of exchomge betore it manuees, To endiorse a
il 15 10 puaranges 1o pay i F the buver of goods docs not, 1P a Bl s endorsed by & well-
Lenerens bank, the exporier cam sell a5 ara disgount an the Tnancial markers, The discount
fepresenits the innerest the buyer of the bill could have samed between the dane of
murchuse and ehe Wil meburiey dite, When the ball matures, the buyer seceines the full
ammonnt. This wiy the exporter goes mose of the moocy immedianedy, ardd docan't lase o
wat §or e buger toopay the bl

Export documents
Expusters have 10 prepass o mumber of dogoments e g wic the shipment or
Irmspirtation of grods,

B The commercial invoice cantains detiks of the geods: quannity, weight, pumber of
mackapes, price, reems of delivery, werms of pagment, and information abasar the
CrAns PofLTIan.

m The ball of Liching i+ o docoment signed by the carrier of traspormee je, e shaps
masger ) confinming rhae the goods have been tooeived for shipmend; it conrains a brief
descripeitn ol the goods and details of where by ame going.

®m  The insurance cerrificate alio deseribes the grands aned contains derails of P e cladme if
thes are lows i damaged i cransit - while being v n,pqlrl:ul.

The cortificate of omgin staivs whent the goods come from.

W Cualiny and weighn certificates, issued oy promee inspecion and testing companies may
he ievesstry, comfirming thar these are the correcr grads‘in the fghe quantig.

Al cxport loence g the vipht mosell poeneodar posds-abroad B secessany mosame
SEE,
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m Incoterms

n Transport and additional costs

Crampanics exparting o imparing, geends wse sandard arrangenenis called Inconerms -
short for Inmermatiana ] Commercial Ternss, establshed by the Incermatnnal Chamber of
Cotmmerce (100} - chat siaee the respansibilivies of the buyer and the scller. They
dererming whether the buyer or the seller will pay the addmional costs — the coses an tap
o thir crar af the goeds, Thee imclude rranspoemacion Gr shipmenr. doonmentation -
prepaning all the nicessary doauments, cusioms dearance — camplering impore documones
anif paving any inport duties or @y, and manspom insurance,

The E and F terms

There are 13 differene Incomerms char can b dividid inen 4 ditderenr groaps an E Term
{Leparturey, the F Terms (Free, Main Carniage Unpaid|, e C Terms (Main Canniage
Paiidi, ard e B Terms (Diclivered! Arrivall, Each proop of terms adds mee
responsibiliries v the seller ard gives fewer o the huyer

It E veren is EXW o Ex Waekis, This sucans that the buser collens the goods ar the

scller’s cam prentises — place of bosmess — and arranges insierance agaimst less or danage
1o the poalds i tamsie,

In ehee wocond group, the Fooooms, the seller delivers che goods @ a carvier appoinred by
the buyer anl Incaned in the sellers counery. The buyer arminges insurance.

| FCA or Froe Carfier medns dhat the proads are debvered to o tamed phice whiere the
carmer cir load theme oot a pruck, train o acmplane,

m FAS - Froe Alongside Ship means thar selkr delivers the giods o the qiuay next m the
ship m the porr

m FOR - Free O Baard micans that rthe seller pays for Ioasdemgg the gacds onm dhe ship,

” The Cand D terms

In ehe thind group, the © terms, the seller armanges: and pays for che carriege o
ranspeerationt of the poods, bt mon for te payiem of ostons duties aod s,
Tramsportanent of goods 14 alsa ksram o frenght,

Bl CFR = Cost and Fresghe (esed fior coen freigha and CPT - Carriage Faid To .. jused
fuic i irl'u,g'llr and lamd freipghr), the Baver is reponsible for insurance.

o the termes CEF - Cosa, Insorance and Froight fused foe soen freightt amd CIF -
Carriage s Insuramoe Faid To ., Tosed for aer freghe amd L freighs), the seflor
arrarges and pays tor insurance.

In b e groug, dve 1Y Terms. the siller puvs all che coss invalved in reinspasring che
grends o the country ol desnacion,, including insarance

o DAF - Delnvgred A Frontier, e importer s respansibie for preparing the
documenmanim anid peming the goisds throogh osesns,

AF the gouds are difivercd by ship wooa parr, e pes partics can choose whao pays for
unbaading the grods cnva the quay. The vy poeaibilivie are:

m DES - Delivered Ex Ship - the buser payvs B unloading the goesds fron the ship

B DECH - Delivered Ex Criay - the seller poies dor unloeding s gocels fram the ship e the
auay, and dor rhe payment af cusgomes dures and gancs

A the gumuls o e custanss. aonl are delwered oo che buger, theve arc oo pussilailities
m DL - Delivered Dury Unpaid — the Buover pass ame imparm taxes
m DB - Delivered Duey Paid - the seller pays aoy impaort eases,

78 Profarmzngt Eaginh m Lie Famce
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Insurance

Insuring aqainst risks

Inswsrance is provecion agairst possible Bnascal Tesses Individuals, companies and
ot can metke regubar paynenns, clbd premsums, 1 an inseranee campany
whach accepes the rish toe possibilicy) of loss, When you bay msarance oo make a
warict, called o policy. wich the insurance company — alse kivwwn as the msurer. The
coneriet prentiises that ehe company wall pay you it you suffer loss of or damage o
property, or schmess or persenal injory,
There are varions ksses whnch |_'.¢|_||>k af hsinesses can ingtire agagse:
o theft — somenne sealing their y.tlu-ds CIF RESCSSHIS
m damage froen fire o other iearal disasmers soch as Pocds, sartbquakes and hurricanes,

IF prosperty is shalen ar damaped, the persan or canspany whis is insored makes a claim -
reuabs coayrrsavion — e the nsaren, The wseoer will then mdemaiby o compenaate
theie thar i, pay chem an amouss of money cquivalent to the loss. As the number af
marwral disastors seerns 1o be increasing, = ane the claims far damage v properry, and this
willl bradd o Wigzhver insuance premiunn

In ghe past, many peopde hoving insurance psed mdependens brokers — peeple who
searched fov insurance az e Ipawess cost, or agencs - pcl:plc wrking Foir ehee ppesrrance
winnpany. Bur like serail hankiog, the insucamce italuaery bos changed m tecent vears, &
lir o imsumance is mnw sold direer, by cebsphone or on the istermer, This cin e chegper
than inssuragee hemghe aver the coanmer from 8 brokér or o agenr,

Life insurance and saving

Life insmrance (also called asurance) will pay an J;;m:d At 0 snimeme el for
example yaur biushunel o wite, iF von die before o cereain age, Peaple slio wse hfe
insuranee pislicies a5 0 way nrsave lod the fumeres von can Im:,- i palicy thag paysd ertain
s i specthic dage, such 35 when you eetiee from wadk, As with persion glans, L
irsurance policies are tag sheleers, or o way of postponing payment of @y, Yoo do net
e 1o pery anonre ax o life insirnce premsngs, However 3 lomp sem - i single,
lavge amonet of memey praid oar whn an WsaTangs puli..',- smatuses — will be taabile,

Insurance companles

Ingyrance companics have toinvest the money they reesve brons promianis, Like pengion
furds, they are kirge insninional igvesors thar invest bige sunss in seontitics, espesially
lony-risk ooy likie poverrmasrr bonds,

The |.1rg,es|: meurance marker o the world & Llovds of Loodon, This 5 an assgoamon of
reople called underariters, who guaranmes e indomnify oeher people's passible losses.
Llend s spreacls risks among a number of sysdicates: groups of wealthy mdividuals,
comnimly kreram s ‘mames’. These people can eam o ot ol maney from imsurance
prermibink if gl clienes never claim for compensation, but they also have anlimiged
liahiliny o respomsibilicy foe losses

It irsurarer compaies consader thar ey have tnderwritoen g vany rsks, they can el
soan af thar risk 1o reensurance company, This & a conpany that will receve =ome of
the premanm and also beag, or take, some of the risk

Prafeiannal Enghsh in Lke Fnance
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& Life insrance can be a rax _ = wany ad
muaring olf paving sl Liger. {7

7 Mt people inswre theer personal
anniren loss, pcd alwef

1§ _.of Londewn 15 the warld's largest
insnranee marke., §

Ve Farcunmety, Prier
I"ve never bad
InsurarT company. 15|

sver £14 il
sl primr = all che degaiks — hefa

Vit ACLERT T

ar accilene, s
iz From ghe

I¥ Lite insirame is als a way m IHE

and pay less tax, {41

“Hella, I'd like 10 appdy bor some
Dropery Neurance.”

there amy risks
erployer

Prafesuens Esgish a1 Lkie Finpace




m The business cycle

Expansion and contraction

Allnarker sconimics have perids when convumption - spencing on goods aid services
= rises, Consumers buy mare; cimpanies invest moce, and producnon, ieame, prifits
arud emphrement incrense. These periods are ahways followed by perinds when spending
and investrent Fail, and unenspliement rises, This is the busines cvde.

A periodd duteng whach eoononme sctivigy merases and the sponamy s espanding 15 an

oprurn ar upswing, IF i baes o kg tine I is called o boos, The highest poine of the

btsmess vwche oo peak, which, s folhoyed by o downarn, duriog which the amaunr of
vodmannic aetivity docrenses, 1 ehe egonmny Keeps contmacting for mare than s monchs,

whae dovangwing s ocalbod o reeesson. A asrious, kegdasang teosssion s cplled o depression

ar A slamgp, The hisvesr posint of the Pusiness cicle s o wough, whach is fallonwed by 2

eeiwery. wihven i ackivity crcises ggning and & rew orcle begns

Muote: A downiurn 2 akao calkd o downswing or a period of contraction; a recowery & B0 called an
uplurn, ar upswing or 3 perind of expansion.

R Fiscal policy

Ceveernmuney and cermral banbs ose fscal policy, which imolves chanpging the levels of
girrernmens expenditury and mxaton romy ra lmir the exeenr of the business cpele.

14 am ceteknmy wo mg e i neessa, the goveriinent might have a reflanenary fiscal
policr, This mwans trpmg to stiomdane the ecoromy by meressng groermmicis spending,
v by cuttimg kevels aof diceer o mdircce s s thar indiridwads and companic have mon
maney 0 sperhl

1f an evarsomy 5 overheating - expanding o quickly - ic means thar indusrry s warkmg
at lull capadity and prodwcivg as maoch as ic possildy can. Because demand 4 grearer than
supply, keadivg vo risiceg prices and infagion, the govermirent mighe have o deflationary
fiscal policy. This means tromg 1o conl down the coomomy: redicing, the wmowat of
e acriviey by rising o ranes ar cunring geovernment expenditure, This neduces the
Tesch v whommasd, i thie scomumy aed bulps 1o reduce inflarinm.

Wometary poticy

Corwornirenrs o cenmal hanks can also use mrnecary policy = changing inverest rpes and
the level al the misnwy supply - 10 influence te level of econcmic aonvity. (See Unic 27)
They can st or incrense conngimic acnviry it the econamy is ino dessncern by reducing
inneresr mtes and alhewing the rave of grawrh of the nwney supply r increass. Alnerrtively
if the eeamimy is growing g fasr arud cousing inHacion, they can slive i down |n
Increaving inpercsr rares ard reducing the rare of gresvth of the money supphy,

T e ey Fot bening, am ideprivalent cerdeal hamk {see Uiy 13) i 10 prgweng
poverrmengs. frinm creating o political busisgss crele = o cycle thar will be ara high poia ar
Ve tienie oA The reer shection, Ciovernments con dio tis by regmomp their perinds of cifice
swithy i compde of vears of pedices dedgned o stop the esconmmy j'rn:nmgnm'inm fallnswed By
o wuls A monetars cxparsiE in e two vears before e nest glectien, This polic,
stk called boton amd bust, helps the goerment per recbeercd e i nar pood for
ecorymic stahilies: An mdepemdent cemaral Tank makes this dess Tkely e happen

13 Prafessienal Eoginh in Live Rroace
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m Taxation

194

e

Giwernmenms inance most af their cependiture by casatiem, 1f they spend more than they
Revy o chare in taxes, thir have o barrow money,

[hreet taxes are colkected by the povernmeny [ram rhe seome of individoals and husinesses.
m Individua®s pay inmime tax on their wages oc salores, ane fost scher money ey rooee.

m Al coptares have mpil,a'l gasns tax on profies made fromm the sabe of assers such as
stocks ar shares, This i pspally impased ar ksed aca mch kweer fane chan income rax.

A capital transfer gax fcommonly called death dugy m Bririm) s esually impased an
whermed ey o property, Uiber naimes For this ax ane inbortance fax or st tax

W Lompares pay eoepaation rax an their profis, Business probos are generally taxed
pwice, hocaise after the CLAPENY (RIS LY Ofb its presirs, the sharcholders W iCoame can
a oy dividersls recvived from fisse |m||in.

B Uampanics arsl ihesr enplovears abe have o pay s (callid nabosal msarance in
Perrrain) which the BTN Us o fEnance oozl seouriey spending — l.|nl.'m|'l|l'.l!-'|u:rrr
ray, sk por, et

iBrE:E-r-;-:-mi;rn-: AmE- incoae fax |

Imchirech taxes

Indinset taes are levwed on the prodocion er ale of goods and secenes, They are dncluded m
thie price pael byt fnal porchiser

W In miosr Eoropean gouncries, commmanies pay VAT or valuc.added s, which s levied ar
ench stage of producrion, hased v the walne addied 1o che producr ac thas sagg, The
whaile amonnr is added vo the Anal price paid by the consuper B Canada, Ausiralia,
N Fealand and Singapoce, this wy is colled goods and sirvices wa or GYT.

ke USA, rhere and sabes saves, collecied by resaiBers, levipe ancthe nerail price of goads,

B Governivents also levy excse mxes of excise doses — addinional sales taxes on
cornmaradies like tobacon proadues, slcobolic drinks amd pesroh.

m Specl mees, calkad i, are sfien charged on goaods angaortsd franm abroal (See Linie 43}

Tneemie tas far incividuals s usially progressive: people with highor inconses pay a higher
rane uif ey Jand thircfore o higher percentage of their income) than peopbe with Tower
s, Inclirecr tixes such as sales tax and YAT are called propartiomal taxes, imposed
an o fived rre, Bt indirect mxes are aciunlly regressives peeple with a low income pay a
propomianadly greates pars ab cheic inewme: chan peopke wich & high income.

I.’lrl[-s;l;u |‘|m£-|_|uer||'u-'

Mon-payment of tax

T peadoce the amonn ol meame ax char empliyees e mpa soome smployers give ther st
advantuges wetend of axabde money, called perks, such as compriny ces and free bealth rsuenie
Suhinarional compames often regisrer cheir head wflices in tax havens — small comnerics

where incame mxes b tareign campanics and low, sich as Liednensaein, Monacn, the
Cavman hlavds, and the Fahamas.

kg legal methicks ra minemizs your tax husden — the amonne of g van have i pay — e calliad
rax avoidaney, This often myohes uamg foopholes — ways of germiegg aroand ghe T, becase of
an ceeor of @ rechndcaling in che Lvw il Dssng illegal metheds — sch as nor declaring your
i, o repornne it iaccusarely — 5 callal tax evasion, and can fesd 1o big perainies

Frofision Enghtf bt Lhe Finance
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m Business plans

‘ Market oppartunities

10

IE o have a brallianr idea for a new produet ar serace; of 8 beieer or cheaper way of
syipplying an exsnng produer of serace, yoi will probably requrs finance: memey s spa
up & company o ke rhes macker opoortuniny, ar W expand an exsimg comgany. IF yon
WAND 20y iierest wenture capeafiat isee Unir 280 in yonre r\ﬂ'li(\'l,l veld wall R [owning 3
bisiness plan,
Fusines plans begin wih o summary, ofeen called an Execntive Simmary, which explains
N0 ar TR pages:

Bl At o coamiy o s
what the pristuce o service i, and whar is special aboor ic

whyr the nunagers are

b much meney vanr mevdl. and swhar yeu will s i bor

The company, the product and the markel

If rhe cranpany already exists, the firss cherpres o che husiness plan explains b o owas
wearted and hee it has groww, and gives a hisoory of <ales g profice It describes the
conmpamy teday, and rhe plas fie the Furiee:

Tha sevond clenprer describes what vea alrcady sell or want o sell. It exploms what
aifereitiaees the produce ar service from other exisong ones - whiat inakes ic difterent ar
i, 11 fodaes un the benes o advantiges for costomers = Bave it will improve
peniples frogs!

Tha I\.+|J.PD\.'I' oa the marker describes che mdusery vou opeeane in, phe market segimenrs,
the aher firms i the market \vaur comperinacs], changes in che-inguszry, el projected
tremls — Foecists for the furure - and eechnchogical oppormnimics, le owlines whart the
cumpamiers nevil. where chey are, and hew you plan oo reach them, Tr explaing how yoa
will inzke sure that custismers knoww alsiug vaar prawduct v service and wiy |:||¢y will
|refer i ra the compertion. brgivis decails of your markering, stratery, inglading sales
tneri — the wavs vou plin o achicve sales, adverrising, publicine and sales promegions —
Encertives [ Encounige cumers 10 buy

T chapres on e manqpeien leam s detacke about the ose angertanT seaff, The
chzppoer o sranigy ontlines voor sorrgges for markenmg, poiciie, distriborivn, sales, e,
and b you are going tocmphemedt them o carey them aur,

The financial anahysis

The fnsncial analysis poves details afl the histocieal performance, o it is an existing
compiniy, antd describes existing bnance and assers, It cooplaims why the busines nesls
Fambe and pives salles foeeiasie dshe cnbo thie busimes expeers to achicee inoa parteoalar
pevicsd 6f tiwel, projecrad or expoceed fnance] seancients (prof and foss acosane, cish
How staremene, and Palanee sheetl, and projeciems for e income: Tt will probabls
inclyde o Pedakewven anakvsis, and an amalysis of hnanca) magios,

Varions appondices can came ar the end of fe Bysises plan. including the curricylum
vitae {5V of each wop manager and pramssional ngserials bar e prodiges.

_IlrE: l:||:r|n.|I|||;\1I.||': Aunk: pesurmng
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Language reference - market idioms

b finme
Large wpward movement

MNiims

ol previous dosnwand movement

Naouns

a-comchack

& s rally

'- o FRCOVETy
o

Simal ar slow dowerrsand movenend

Maang

a detline

ment

M

for cxample dem - denpl -
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Fractions

s a halb Yin  tive uxreenchs

" a thied § one eleird 1.!._: seven wlsirnvsecids

I B qUARLET | B0 AUArET 1 oo and g half _

Yoo thare quaniers e oo ad e thicds

R a fifth | AemiEL 3 fuarlas, R it |
Ordinals

T st thingss i an arder, use ordinal nomshers,

v 4Tth floor -

lsr jehe) ficst allrh ithel sismierth

Ind  jrhel seconcd hisr (the'] sixry-hrsr

Srd  jnhed cheird w2ind (the| sinry-secemd I ]
b fche) fourth 1ikich ithe! hianidredth | Thisis he forty-seventh floor |
Sth (el fifth LAIEh  (ehed thissasdih "‘——‘\\_\'.._”
trh |ehel sineh )

Saying sequences of pumbers

1 is cabled pova fur somsetivnes in Roiain, neoght),

Afrer a decimal posnr qisd 0 elephone numbers, room numbers, bus numberg, e,
Triveh Enplish uses oh.

A

wivoen. wewen i Ty e o ok S s
Few relephone mmibers, fax sumbers, bank - account npmbers, credit card numbers, passporr
nunshers, erc.. people vsually say gach digic separacely, bar in groups of reo, three oe four dagits.
NXI2-456-1414 by Ty aaly B, o five: st cne o s fuowr Ti'.rf._uh r’ﬁ U.'-I:
An gxceprion & dowble numbers: i
E55-TA-5344 abi v double fve, dohle pwo s, denlike thres donble Foer

CBeE douile ah: AmE: 2emn zeru |

& pdng aneenarien s used gt che endd af cach proup of nunshers excepr the fas ane, which
Tas a Saltbing vone, showing de e end of the pumber has Teen seached

o A e
0 #1323 325 S

MNumbers as adjectives

When a number is nsed 25 parr of an adjective, o is ahways singular fi.e. ir doesn's have an
-z ar the end),

A Uweniy -menisne walk A benar-syka ble ward a ten-thousarsd cure Bongs
a pave-hore Hight a fivg-persnll feam a fifre-chousand delbar car
2 three-day helday 4 six-figlere nunther

1 yaa find sying kv umbsers diffioulr, pracrise reading numbers aloud from o bosiness
newspaper 4 psng vauar persod docomenes, welephone hook, enc.

FProfmand! Enpled m Lae Fronce
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Language reference - British and American vocabulary

alurtifivan
|: Al Cronerad Moenay (AGM|
| asbeles ol Associativn
| lrakince: shiet

L elpgue

| conyernble dare
| COAMITRTRN T
| il e

| creditnms

| euereml accounnt

| depreciagian

| Exrraoedinary General Mocting (BGM)
| financial year

|- asmers

| Mg

! fleaation

BeAnmg
e tinked Fnd
labous
| masnaging directoe
¢ Memorandum of Assocarnion
I m.uch:.ntlunk
ner prabs
note or Banknare
ardinary shanes.
avechrads

mrebernce shaces
prabiz and loss agcaunt
shisehalder

sharehol ders” equity

3

raveiers chegu
trae arkd famr view
vinthle trad;

afumiriim

Anmustl Meenng of Stockbolbdirs

Bylaws

halarse sheet J sratement of financial pesticon
prime e

savmnps and loans assoaanan

AT | Atomated Teller BMadive)

presideris

check

convertihli bond
R T

ot cenger

avoounis pavable
checkirng account
aeoourls seieinable
.Ju,-|n-.=,..>||u,m amerizag
Sl Moeting
fiscal vear

peupeny, plant and tguapamens
aprarTETl

wnitial palsic affering 05
[everage

neawcker fund

lalsar

clued execurive aifcer (CECY)
Crenlicare of Incorporation
estmens hank

it e

hill

comienon stk

onverhead

weagiiry steck

gasoline

Bsred company

peelerred sock,

NGome sLareren
mirkckliolder

sockholders” squairy

sncechis

shopping mall

welfare

myencoey

comog ab the igvepoocy
traveler’s check

fair presencarion
merchandise crads

1an

Prafrasona’ Engleh w Ulee Finame
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- Answer key

11

1.2

2.

31

3.2
3.3

4.1

ikd

1 secial security, salary 4 momgage 7 nax
2 LN, COTITIAsian S currency B rent
3 beinas 6 avermmo  pensis

1 Latee — most ey L, consiss of ok deposins

2 rrue —salaries are usually pad monthly and wapes are ainally paid weekly

3 Rl — coaminission 15 a percentagt of the income they generats, which can chanpe

4t — ooy paid By g pompany o fhe government e a reticed persen s o pension

5 falie — snost pecple pay one ar the other, depending on whether they ase huying o renring,
their bname

| |o
el _
¥| |5 |:5
B R
BOOERL
Is |5
£ |7

[=
== &

T Tel
[ [o]u]
w

=fm =

STty o o

=

ult]
¥
5.‘

-

[ _|u
[} i ix [w £ :
1 heakkoeping, 4 biokkosper

2 exrcermal 1||.|Ji|:i||g~ an idepenclont awdiror

T MEINORECMCE 3E0MINCTE, O NEANMPEMCenT sciaiiint

# Hinancial accounring, o fisancial sccoanram

S auanmring, an agcounint £ incernal audiving, an iptermal agdisor

1, e, T, 4h, 5d

carry st g audir
chir an audir
vstablish rules
fellow ruls

ke riley

se ruks

apply standards
establesh standards
e standards
recird ramsacions
SUMITEL Tz ransactions

1 ilehar 3 debjars 5 sk
2 kedger A credi i credipes

Professiont Englah in Lst: Fnanee
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19.1

19.2

1893

201

20.2
203

214

21.2

21.3

170

| curvens acciwines i alimect dubir
2 30Vings AUikanes 7 snuemerts

3 bt casd B fureign curremey

4 wredir curd A arvelber chegues

5 standing onder

1 inzeres S MOTIENEE

2 loian i pq"rl.',m_—i'u'min::u rin

3 wdlareryl T refrsss

a4 pvendrafr

T Fabsg — ieapwings accaumt or copsdl Ao .. pavs Mot mtene

2 i = | el horriser docsn't repay the itHitpape, che bank can reporses the bease or ka
A prue = travellers cheques L are prorecred against loss or dhell

A tue = Lemenerciak bambs L dseoversed that most of sheily costomens preSeroed so g

Branchies
5 false - compomiens preeferned togo o bramches | especially smus L which wens giamiently
safuaetid i shappicg contres (hut oot all branches arel

1 bank account T grant ks
2 wowporace cistomers 4 comudibens, persenal custoners

it 2e, 3h, 4p, B, 6d

charge inrerest
[LE ISt
trameder money
withelraw e
dmiras reaks
calenlang risks

I charged

2 withdraw

A asuess

1 Bnavcial inscircis & mn{_-‘ieu'nrr,ur
2 capiml & derogulation
3 mergert B takeover bid

1 invesrmunginirchane hanks

T msurance compsimivs

1 mvesmmeneinerchane hanks

4 huhling sockgies { savings and [oans asssaanons
commmercialmerailHigh Streer banks
ibvcstmenptmerchant ks
wvwstimerimerchant banks

I oy

o - S RN

ceneral kank 4 clearing bank
T investmens bank 5 recnlicormmercialfHagh Sreer bank
3 privare bank

Profesnonst Exginh i L Finaace



221

223

231
23.2

23.3

241

24.2

243

AU EIERNT - =

al'¥ice ' yiser ar wd vieor =

Unalisn amaly=s

nsti'rutinn. | = | imard tuticmal
v in'vestisf =

value, valis'atki | = fealmahle

| underwrinen 4 fee

2 advised & mengsd
A ihvessiog, acguinmy 6 M=

T comsihing finm 5 srhsidiary

B instinnonal invedor
T

]

3 =iy

¥ firymeial resteuTaring:
4 Fieckr

vl
Ty B, . 4, &

HIE AT ST o srabiliry
b supervising, d financial

lenk rum
CUITRILY ks
e rabe
vial sEsdem
finaneial Aalnhicy
mmonetry ey

manenry policy, Emancial sealslin

2 hank run, Bnancial sescenn

1 eurrency narkers, exchange rave

1 incersss rane 5 credirwiorthy
2 sobvency B sprsad

3 Labwur T ol

4 Hleting ran H inves

1 bsdunt rae 4 o overdraby

2 base rmate or prime T 5 b hire punchas:
30 mewtpage

fabee = The dmcaumt rare is the ras thar the conmral bank sers ... %When this rare chanpes, the
commiercial banks chanpe their svam base race ... This = the race from which rhey caleilace all
their cabver deposit and lending rares

Tribe = W hen imeTest T 1abl, 'nm[-'x Ywvrree niome, smd spend Tather than save

false = The higher the barmowers sislvency, che wer she inceress nate chey pay

rrie = Tarrowers can usually gt a lower imterese ruce i rhe an iz guaraneoed b securities o
veher collareral

truc = The rate chag horewvers pay depiosls i their credmancrchimss _ . The hugher the
Borrinwr's sulvency, the luwer che interest me they pay (the bigger the sk the hagher che
MECTESE Tt}

B truc — mewrtgages olten have Boatusg vr vanahle inerese mees thar change sccorching oo che
spphy and demnd for mooey

B vk

=

rofrssand Englih i Live Fnance
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