KuiBcbKHM HAIIOHAJIbHUM TOPTOBEJIbHO-€KOHOMIYHHMT
YHiBEPCHUTET

€. B. Pyaemko

AHI'JIIMCBKA MOBA CO®EPU ®IHAHCIB
TA BYXTAJITEPCBKOI'O OBJIIRY

ENGLISH OF FINANCE
AND ACCOUNTING

1liopyunux

Kuis 2018



Po3noBcroaxeHns i TupakyBanus 0e3 oginiiinoro no3soay KHTEY
3200pOHEHO

YAK 811.111:[336.1+657]
P83

Astop €. B. Pynemiko, cT. BUKII.

Peuenzentu: B.II basos, n-p ¢inoc. HayK, HayKOBHH KOHCYJIbTaHT Buioro
aIMIHICTPATUBHOI'O CYy YKpaiHu;
C. M. Jlunuiesa, kaua. (uion. HayK, TOLEHT Kadeapu 1HO3eMHHUX
MOB (akyibTeTy iHo3emHoi (itonorii HITY im. M. I1. JlparomaHoBa;
O. b. Slnym, xann. ¢inon. Hayk, Jaol., 3aBiayBad Kadeapu
CydaCHUX €Bponerchbkux MOB KHIBCHKOTrO HalllOHAIBHOTO
TOPTOBEIHHO-EKOHOMIYHOTO YHIBEPCUTETY

Pexomenoosarno 0o opyxy euenoro padorw Kuiecvrkozo HayioHanvno2o
MOP208eIbHO-eKOHOMIYHO20 YHIBepcumemy
(mpotoxoi Ne 13 Big 27 uepBust 2017 p.)

Pynemko €. B.

P 83 AmHrmiiceka MoBa cdepu (PiHAHCIB Ta OyXraaTepCchbKoro
o0miky =English of Finance and Accounting : miapy4yHuk /
€. B. Pynemko. — KuiB : KuiB. Hai. Topr.-ekoH. yH-T. — 2018. —
280 c.

ISBN 978-966-629-976-8
DOI: http://doi.org/10.31617/p.knute.2018-952

Metow migpydYHHKa € 3a0e3leyeHHs MITICHOTO ¥ MOCIHiJOBHOTO 3aCBOEHHS
JIEKCUKH 1 TepMiHoJorii cdepu piHaHCOBOT cripaB Ta OyXraaTepcbkoro o0miky, dop-
MyBaHHs BMiHb Ta HABUYOK pPOOOTH 3 (paxOBOIO JITEPATYPOIO, a TAKOX PO3LUIMPEHHS
3HAHb CTYACHTIB y IUX TaIy3sX.

[TimpyuHuK TIpU3HAYEHUW NJIs CTYJCHTIB HEMOBHUX 3aKJIa/IB BHINOI OCBITH, SIKi
BXX€ MalTh 0a30BUU PIBEHb BOJOMIHHS AHTJIACHKOI0 MOBOIO 1 OaXarOTh YJIOCKO-
HAJINTH CBOI MOBJICHHEBI HAaBUYKH Ta 3HAHHA MpoQeciiiHol Jekcuku cdepu (iHaHCIB
Ta OyXranTepchbKoro o0iKy.

VK 811.111:[336.1+657]
ISBN 978-966-629-976-8 © Pynewo €. B., 2018

© KwuiBchKkuii HalllOHAJTLHUN TOPTOBEIHHO-
eKOHOMIuHUi yHiBepcuTet, 2018



BCTYII

[Tinpyunuk «Aurmnifickka MoBa cepu (iHaHCIB Ta Oyxra-
TEPCHKOTO OOJIKY» TMpU3HAYEHUW JJIS CTYACHTIB HEMOBHHUX
3aKJaj]iB BHUIOI OCBITH, $KI BXE MaloTh 0a30BUN pIBEHBb
BOJIOJIIHHSL aHTJIIHCHKOI0 MOBOKO 1 0a)XarTh yJIOCKOHAJIMTH CBOI
MOBJICHHEBI HAaBUYKM Ta 3HAHHSA NpodeciiHoi JeKcuku cdepu
(1HAHCIB Ta OYXTaJITEPCHKOTO OOJIIKY.

Mertoro mipyyHHUKa € 3a0e3IMeUeHHs IUTICHOTO ¥ TMOCHII0B-
HOTO 3aCBOEHHS JIGKCHMKU 1 TepMmiHojorii chepu ¢(iHAHCOBOI
CIpaBH, OyXraJITepchbKOro 00Ky Ta ()OpMyBaHHS BMIHb 1 HABUYOK
po0OoTH 3 (axoBOIO JITEPATYyPOIO, PO3IMIMPEHHS 3HAHb CTYJACHTIB
y IIUX Taly3s5X, a TAKOXX YAOCKOHAJICHHS! HABUYOK PO3MOBHOIT MOBH.

[linpy4HUK CKIATAETHCS 3 YOTUPHOX YACTHH, SIKI OXOILIIO-
I0Th TEMATHKY, IO BIiAMOBIJA€ MporpamMi BUBUECHHS 1HO3EMHOI
MOBHM 3a mOpodeciiiHuM chpsiMyBaHHAM cdepu (GiHAHCIB Ta
oyxranrepcbkoro ooimiky. Y I-lll wactuHax momaroThCs YITKO
CTPYKTYpOBaH1 pO3JIUIH, SIKI MICTATh (paxOBl TEKCTU, TEPMIHOJIO-
riYH1 CJTOBHUKM 3 0a30BOi I'paMaTHKHU Ta Pi3HI BUJIU JIEKCUYHHUX
BrpaB. |V yacTuHa BKiIOWae B ce0e TEOPETHUUHMM Marepial
Ta TECTH, METOI SKHX € IIOBTOPEHHS 3aCBOEHOIO MaTepiaity
Ta MepeBipKa piBHS 3HAHb CTYACHTIB.

[Tinpy4HUK MPOMOHYETHCSA JIi BUKOPUCTAHHS Ha TMpPaKTH-
HUX 3aHATTAX Ta I1J1 YaC CaMOCTIMHOT pOOOTH.



PART I

Understanding
Money and Banking

Unit One

MONEY

Text A: Functions and Characteristics of Money

Text B: Money Supply

The unit aims to:

e explain what money is;

e describe the essential characteristics of money;
e list and explain the main functions of money;

e define the monetary policy;

e explain what money supply is.



Part 1. Understanding Money and Banking

Warm—up activities

e Try to give brief explanations of the following terms:
money, cash, currency, currency exchange, value, barter,
money supply.

e What do you know about functions of money?

e What is the difference between barter economy and
money economy?

e Why do people buy and sell currencies?

Text A: Functions and Characteristics of Money

When someone asks you how much money you have, what do
you say? Do you count the cash, bills and coins in your pockets? Do
you mention the funds in your checking and savings accounts? What
about stocks, bonds, your car? Taken together, the value of everything
you own is your personal wealth. Not all of it, however, is money.

Characteristics of Money

The hryvnia notes and coins you carry every day are money. So
are US dollar bills, British pound notes, French francs, and Japanese
yen. Modern money often takes the form of printed paper or stamped
metal issued by a government. But over the centuries, items as diverse
as stone wheels and salt have been used as money.

A coin is a piece of metal, usually disc-shaped, which bears
lettering, designs or numbers showing its value. Until the 18" and 19"
centuries coins were given monetary worth based on the exact amount
of metal contained in them, but most modern coins are based on face
value, the value the governments choose to give them, irrespective of
the actual metal content. Most governments now issue paper money in
the form of notes, which are «promises to pay». Paper money is easier
to handle and much more convenient in the modern world. Checks and
credit cards are being used increasingly and it is possibly to imagine a
world where «money» in the form of coins and paper currently will no
longer be used.
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Money is any object that is portable, divisible, durable, and
stable and that serves as a medium of exchange, a store of value, and
a unit of account.

Portability. Modern currency is lightweight and easy to handle.

Divisibility. Modern currency is easily divisible into smaller
parts with a fixed value for each wumit. In the United States, for
example, a dollar can be exchanged for 4 quarters, 10 dimes, 20 nickels,
100 pennies, or many combinations of these coins. It is thus easy to
match units of money with the value of all goods.

Durability. Modern currency does not spoil, and it does not die.
If 1t wears out, it can be replaced with new coins and paper money.
In addition, it is not easy to counterfeit.

Stability. A good money system should have a stable value. If
the value of money fluctuates, people become unwilling to trade
goods and services for it. Inflation is, therefore, a serious concern for
governments. In the case of runaway inflation, where the value of
money decreases 20 percent or more in a single year, people increasingly
return to a barter system, exchanging their output for the output of
others.

Functions of Money

Portability, divisibility, durability, and stability are all important
characteristics because of the roles money plays in society. In broad
terms, money serves three functions. It acts as a medium of exchange.
It is a store of value. And it functions as a unit of account.

Medium of Exchange. We use money every day as a medium of
exchange — that is, as the way of buying and selling things. Without
money, we would have to exchange one good for another, a process
known as barter. For centuries, before the invention of money, all
exchanges were by barter.

Store of Value. Money in the form of currency can be used for
purchases in the future and thus serves as a store of value — a way of
keeping accumulated wealth until it is needed to make new purchases.

Unit of Account. Finally, money lets us measure the relative
value of goods and services. Economists say that money acts as a unit
of account because all products in the economy are valued and
accounted for in terms of money.
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cash
bill

coin

checking account
savings account
stock

bond

value

own

personal wealth
note

issue

diverse
lettering

design

exact

face value
irrespective (of)

content

medium of exchange
store of value

unit of account
portability

currency

divisibility

unit

durability

spoil
wear out
counterfeit

Vocabulary

4 &

6666666666666 4646 46

6686 666666464646

TrOTIBKa

MarnepoBUM TPOLIOBUN 3HAK,
OaHKHOTA

MOHETA

4eKOBHUH (ITOTOYHUI) paxXyHOK
OLIAJHUMN PaXyHOK

aKIIist

oOuriraris

BapTICTh, I[IHHICTD; ITiHA
BOJIOJITH

0CO0HCTE MaHO

OaHKHOTA

BUITYCKaTH

pi3HUH, pI3HOMaHITHUH
HaITHC, TACHCHHS

MaJIOHOK, BI3€pYHOK
TOYHUM

HOMIHAJIbHA BapTICTh
0€3BIIHOCHUH (J10),
He3aJIeKHUM (BiN)

BMICT, CKJIaJI

3aci0 0OMiHYy, 3aci0 MIaTexy
3ac10 30epeKeHHS
PO3paxyHKOBA IPOIIIOBA OAMHHULIS
MOPTaTUBHICTH

BaJIOTa

MIOJILTHbHICTD

OJTMHULIS

JIOBIOBIYHICTh, TPUBKICTb,
MIIHICTH

TICYBaTHUCS

CTUpPATH, 3HOITYBaTH
n11po0aeHui; miapooKa;
1IpOOIATH
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stability o6  CTaOUIBHICTD

fluctuate o5  KOJIMBATUCH, XUTATUCS

inflation o6 1HGIALISA

concern «  crnpaBa, TypOoTa, IHTEpeC

decrease o5  3MCHIICHHS

barter o6 OapTep

output o6  TMPOAYKIIiS

mnvention o6  BUHAXIJ

purchase o6  TIOKYIIKa

accumulated wealth o5 HaKOINHWYCHE 0araTcTBO

measure s  BHUMIPIOBATH

relative value «6  BIJJHOCHA BapTICTh (II1HA)
Vocabulary Tasks

I. Study the following words and phrases. Recall the sentences
in which they are used in the text. Use them in sentences of
your own.

Currency; face value; note; counterfeit; lettering; measure; content;
portability; coin; personal wealth; durability; diverse; barter; stock;
bill; unit of account; inflation; relative value; own; wear out; design;
accumulated wealth; bond; invention; stability; issue; output; exact;
savings account; medium of exchange; decrease; divisibility; fluctuate;
concern; store of value; purchase; cash; irrespective (of).

I1. Replace the Ukrainian words and phrases by appropriate
English equivalents. Translate the sentences.

1.Money offers one big advantage as a (3aci0 30epexeHHs): it is
highly liquid.

2.Precious metals gradually took over because, when made into
(monetn), they were (mopratuBHi), (TOBroBiuHi), recognizable,
and divisible into larger and smaller (ogunwuin) of value.

3.Direct exchange of goods — (6Gaprep) — must give way to
(renpsimoMmy 00MiHY) involving the use of (rpormeit).

8
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4. (Indusis) erodes money’s (BapTICTh).

. The wildly (xutka) value of money may drive businesses to

adopt the barter tactics.

6. Electronic (Baymtora) no longer backed by gold in most countries
1s not considered by some economists to be a (3acid 30epexeHHs ).

7. Until a new form of money (Oyae Bunyimiena), the community
will devise its own form of money by using such things as
cigarettes as the (3acid0 oOminy) and (po3paxyHKOBY T'pOILIOBY
OJUHMUIIIO).

8. Almost every society now has a money economy based on coins
and (6ankHoTH) of one kind or another.

9. In the USA many places especially filling stations do not accept
(rotiBky) at night for security reasons.

10.Currency has a (HomiHanbHa BapTicTh), as do stamps and postal
orders.

(V)]

III. Change the noun form into the verb and adjective forms.
You may want to use a dictionary.

Example: value (n) — value (v) — valuable (adj)

Exchange, function, measure, counterfeit, divisibility, purchase,
diversity, concern, account, cash, design, face, invention, stability.

IV. Complete the following sentences with the correct
derivatives of the words in brackets.

1. A....is a person who receives and pays out money in a bank, store,
hotel, restaurant, etc. (cash)

2. Banks may use....transactions which are done without using actual

money. (cash)

Shares can go down as well as go up in....(value)

The task force were looking for....money. (counterfeit)

Tourists may use a more favorable....rate in the bank than in the

hotel. (exchange)

6. With a few minor adjustments the cash-machine will be....again.
(function)

bl
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7. The tax will not have any....impact on the lives of most people.
(measure)
8. The....of the dollar depends greatly on the monetary policy of the
government. (stability)
9. Widespread wage rises result in increased....power. (purchase)
10. If a business...., it starts to produce a range of different products
and services, instead of just one or two. (diversity)

V. For each word or phrase, write one which means the
opposite.
Function, own, paper note, money economy, indivisibility,
shortlived, cumbersome, decrease, stable, respective.

VI. Match these words as they occur in the text. Translate the

phrases.
1. store of a) bills
2. unit of b) money
3. medium of  c¢) value
4.1in terms of  d) metal
5. checking e) exchange
6. dollar f) accounts
7. stamped g) wealth
8. personal h) account

VII. Choose the explanation for each of these words and

phrases.
1. currency a) money in the form of coins and notes
2. money b) speed at which items can be converted to cash
3. exchange rate ¢) a common denominator for measuring the

value of all goods and services

10
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4. medium of d) anything generally accepted as a means of
exchange paying for goods and services

5. liquidity ¢) rate at which a country’s currency can be
exchanged for other currencies

6. unit of account f) means of facilitating exchange and
eliminating the need for a barter system

7. face value g) a value evident from an examination of the

8. cash object itself

h) system or type of money that a particular
country uses

VIII. Find words and phrases in the text which mean:

1. money in the form of coins or notes

2. light and able to be carried or moved easily

3. a standard numerical unit of measurement of the market value of
goods, services, and other transactions

4. cash in the form of notes and coins

5. able to be divided

6. direct exchange of goods one for another

7. the amount of a substance that is contained in something

IX. Fill in the blanks with prepositions.
Monetary Policy

Monetary policy is the process by which a government, central
bank, or monetary authority manages the money supply ..... achieve
specific goals. Usually the goal ....... monetary policy is to
accommodate economic growth in an environment of stable prices.

A failed monetary policy can have significant detrimental effects
...... an economy and the society that depends ...... it. These include
hyperinflation, stagflation, recession, high unemployment, shortages of

11
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imported goods, inability ..... export goods, and even total monetary

collapse and the adoption ...... much less efficient barter economy.
Governments and central banks have taken both regulatory and

free market approaches ....... monetary policy. Some ..... the tools

used to control the money supply include:
» currency purchases or sales,
* increasing or lowering government spending,
* increasing or lowering government borrowing,

» changing the rate ...... which the government loans or borrows
money,

* manipulation of exchange rates,

 taxation or tax breaks on imports or exports ...... capital into
a country,

 raising or lowering bank reserve requirements,

* regulation or prohibition ..... private currencies.

For many years much of monetary policy was influenced ..... an

economic theory known as monetarism. Monetarism is an economic
theory which argues that management of the money supply should be
the primary means ...... regulating economic activity. The stability of
the demand ...... money prior to the 1980s was a key finding of Milton
Friedman and Anna Schwartz supported ..... the work of David Laidler,
and many others.

The nature of the demand for money changed ..... the 1980s
owing to technical, institutional, and legal factors and the influence
...... monetarism has since decreased.

X. Fill in the blanks with the most appropriate words from the
list.

1. valuables 7. interest

2. deposited 8. goldsmith
3. bullion 9. store

4. purchase 10. checks

5. safe 11. withdrawals
6. fee 12. deposit

12
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Money and Banking

Early banks were little more than moneychangers, exchanging
coins and ...... (uncoined gold or silver bars) from one form to
another fora ..... . Money was counted on a banque, the French word
for «benchy. Banking, as the term is understood today, dates back to
London goldsmiths of the seventeenth century. Because goldsmiths
had a safe in which to ...... gold, others in the community came to
rely on goldsmiths to hold their money and other ..... for
safekeeping. The goldsmith found that when money was held for
many customers, deposits and ...... tended to balance out, so a
pool of deposits remained in the ..... at a fairly constant level. Loans
could be made from this pool of idle cash, and the goldsmith could
thus earn ...... .

The system of keeping one’s money on ...... with the goldsmith
was safer than leaving money where it could be easily stolen, but it
was a bit of a nuisance to have to visit the goldsmith each time

money was needed. For example, the farmer would visit the ...... to
withdraw enough money to buy a horse. The farmer then paid the
horse trader, which promptly ...... the receipts with the goldsmith.

Thus, money took a round trip from goldsmith to farmer to
horse trader and back to goldsmith. Because depositors grew tired of
going to the goldsmith every time they needed to make a ...... , the
practice developed whereby a purchaser, such as the farmer, wrote
the goldsmith instructions to pay the horse trader so much from the
farmer's account. These written instructions to the goldsmith were the
first ...... :

Reading Tasks

I. Answer the questions using the information from the text.

1. What is personal wealth?

2. What forms does modern money take?

3. What items have been used as money over the centuries?
4. What is a coin?

13
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5. What is a note?

6. What is money?

7. What are the essential characteristics of money?
8. What is meant by a medium of exchange?

9. How would you define a store of value?

10. What is meant by a unit of account?

I1. Mark these statements T (true) or F (false) according to the
information in the text. Find the part of the text that gives
the correct information.

. People have always used coins and paper bills for money.

. Money serves as a medium of exchange — a means of facilitating
exchange and eliminating the need for a barter system.

Notes and coins must be durable.

4. In modern times it would be convenient for large forms of money
to be used.

The absence of money causes an economy to be efficient.

One of the advantages of money as a store of value is liquidity.

7. Money does not function as a unit of account.

W

SN

I11. Without looking back at the text, exchange its content with
someone who read the text too.

Writing and Speaking Tasks
(To do Speaking Tasks see Language Bank, pages 262-272)

I. Write sentences with the following words.

Example: store of value / gold / as a medium of exchange / popular /
was/ and
Gold was popular as a medium of exchange and store of value.

1. from bars / precious metals / be coined / into bars / can / again /
melted down / or

14



Part 1. Understanding Money and Banking

I1.

with ridges / coins / around the edges / are often made

. unacceptable / in periods of / many currencies / high inflation / as

denominations of debt / have become
disagree with / most / a gold standard / returning to / economists

. the most / of all functions of money / problematic / the medium of

exchange function / because of / has historically been / counterfeiting
may / of the dollar / the purchasing power / decline

Write questions to the following answers.

oooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooo

The use of proto-money may date back to at least 100,000 years
ago.

The first Greek coins were made initially of copper, then of iron
because copper and iron were powerful materials used to make
weapons.

oooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooo

Metal based coins had the advantage of carrying their value within
the coins themselves.

Money is the most liquid asset because it is universally recognized
and accepted as the common currency.

Money gives consumers the freedom to trade goods and services
easily without having to barter.

oooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooo

The euro was introduced to world financial markets as an
accounting currency in 1999 and launched as physical coins and
banknotes in 2002.

The European System of Central Banks (ESCB) participates in the
printing, minting and distribution of notes and coins in all member
states, and the operation of the Eurozone payment systems.

15
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II1. Describe the characteristics a good form of money should
have, and list the functions of money.

IV. Explain the effect of high inflation on the ability of money
to carry out each of its functions.

V. Give reasons why barter was replaced by money.

VI. Ask your fellow students if they know any criticism of the
Ukrainian currency (i.e. size or colour of each denomination).

VII. Write the summary of the text.

VIII. Check the summary of the text written by one of the
students and if it is necessary comment on the mistakes.

IX. Express your opinion and explain your point of view on the
following statement : «Money is power, freedom, a cushion,
the root of all evil, the sum of blessings». (Carl Sandburg)

X. Discuss what international and domestic events may effect the
value of the currency of your country.

XI. Use the Internet or other sources of information to make
the reports on topics:

e History of Money;
e The Euro.

Text B: Money Supply
Money Supply: M-1

For money to serve as a medium of exchange, a store of value, or
a unit of account, both buyers and sellers must agree on its value. The
value of money, in turn, depends in part on its supply — that is, how
much money is in circulation. When the money supply is high, the
value of money drops. When the money supply 1s low, the value of
money Increases.

16
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Unfortunately, it is not easy to measure the supply of money.
One of the most commonly used measures, M-1, counts only the most
liquid (spendable) forms of money: currency, demand deposits, and
other «checkable» deposits.

Currency. Paper money and metal coins issued by the
government — currency — are widely used for small payments.
Currency is legal tender for all debts, public and private. Legal tender
1s money that the law requires a creditor to accept in payment of a debt.

Demand Deposits. A check is an order instructing the bank to
pay a given sum to a specified person or firm. Checks enable buyers to
make large purchases without having to carry large amounts of cash.
Checking accounts, which are known as demand deposits, are counted
in M-1 because such funds may be withdrawn at any time («on
demandy) without notice.

Other Checkable Deposits. Other checkable deposits — that is,
deposits on which checks can be written — include automated teller
machine (ATM) account balances, and NOW (negotiable order of
withdrawal) accounts. NOW accounts are special interest-bearing
checking accounts that can be held only by individuals and nonprofit
organizations in savings banks and savings and loan associations.

«Broad Money»: M-2

A broader measure of the money supply, M-2, includes everything
in M-1 plus items that cannot be spent directly but are easily
converted to spendable forms: time deposits, money market mutual
funds, and savings deposits.

Time Deposits. Unlike demand deposits, time deposits require
prior notice to make a withdrawal and cannot be transferred to others
by check. In return for these inconveniences, time deposits pay higher
interest rates.

Money Market Mutual Funds. Another component of M-2,
money market mutual funds, are operated by investment companies
that bring together a pool of assets from many investors. With these
assets, the fund buys a collection of short-term, low-risk financial
securities. Ownership of and profits (or losses) from the sale of these
securities are shared among the investors in the fund.

17
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Savings Deposits. Traditional savings deposits, such as passbook
savings, have declined in the wake of new, more attractive investments
such as money market mutual funds, NOW accounts and CDs
(certificates of deposit).

Plastic Money

Although not included in either M-1 or M-2, credit — especially
use of credit cards — has become a major factor in the purchase of
consumer goods. Indeed, the use of MasterCard, Visa, American
Express, Discover, Choice, and Carte Blanche cards has become so
widespread that many people refer to credit cards as «plastic money».
Nevertheless, credit cards are not money.

Credit cards are big business for a few reasons. First, they offer
convenience to consumers. Second, they are extremely profitable to
the issuing companies. These profits arise from two sources. First,
some cards charge an annual fee to cardholders and all charge interest
on any unpaid balance. Depending on the bank or store issuing the
card — and certain state regulations — cardholders pay interest rates
ranging from 11 percent to 20 percent. The second source of profits is
fees paid to the card issuer by merchants who accept credit cards.

The huge amount of money spent on credit purchases each year
has focused attention recently on some important ethical issues.
Consumers and legislators have expressed concern over the high rates
of interest credit cards charge on outstanding balances.

Vocabulary

money supply «6  TpOIIOBa Maca, Cyma IrpoIie
B 00Iry

circulation «&  00Ir
drop s  3HIKYBATHUCS, MaJaTH
increase s  30UIbIIYBaTU
count «&  BBa)KaTH, MAaTH 3HAYCHHS
liquid o6  JIIKBIIHUNA

18
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demand deposit

legal tender
debt
require
accept
order

withdraw (withdrew;
withdrawn)
on demand

notice

automated teller machine
(ATM)

account balance

negotiable order of
withdrawal (NOW)

interest-bearing checking
account
savings bank

savings and loan
associations
convert

time deposit
money market

mutual fund
savings deposit
prior notice
withdrawal
interest rate
pool

securities

&

6646 446 & 66 64646 6464844646

66646 644

JICO3UT J0 3allUTaHHs, IIOTOYHUHI
pPaxyHOK

3aKOHHMI 3aC10 TIaTexy

oopr

BUMAratu

MpUNMaTH

PO3NOPSIKECHHS, HAKa3

BWJIY4aTH

Ha BUMOTY
MOB1IOMJICHHS, TTOTEPEIKEHHS
OaHKoMaT (aBTOMAaTHYHUM KaCOBHi
arapar)

OaJlaHC paxyHKY

IUTATDKHUMA HakKa3 3 BUKOPUCTAHHSM
KOIIITIB 3 OIIAIHOTO PaXyHKY
KJIIEHTA y OaHKy

IIPOLIEHTHUM TOTOYHUM paXyHOK

OLagHUI OaHK
OIIla/IHI Ta KPEAUTHI TOBAPUCTBA

KOHBEPTYBATH, ITIEPETBOPIOBATH
BKJIaJT Ha CTPOK, TEPMIHOBHI BKJIA]]

I'POLIOBUN PUHOK, PUHOK
KOPOTKOCTPOKOBOTO KamiTany

B3a€MHHI (HOH]T

OIIaTHUU BKJIA

MOTIEPETHE MOB1OMIICHHS
3HATTA (3 PaXYHKY), BUITYUYEHHSI
MPOIIEHTHA CTaBKa

myi, 00’ € IHaHHS, CIUTbHUN (HOH]T
I[IHHI TIAlepu
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ownership s  BOJIOJIHHS, IPABO BJIACHOCTI
passbook savings s paxyHKHU Ha OIIAJIHIN KHUXKIII
decline o6  3aHeNajaTH, ajgaTu, 3HWKYBaTUCh
certificate of deposit (CD) o cepTudikar neno3ury
credit card s  KpeIWTHa KapTKa
charge o6 TIPU3HAYUTH (II1HY)
annual fee «6  IIOpiYHA TIaTa
legislator o6  3aKOHOJIaBEllb

5

outstanding balance HECIUTauYeHE CajIbJ0 (PaxXyHOK)

Reading and Speaking Tasks
(To do Speaking Tasks see Language Bank, pages 262—-272)

I. Make up questions covering the content of the text and let
your fellow students answer them.

I1. Having read the text, what you can now say about:

e M-I;
e «broad money»: M-2;
e plastic money.

III. Work with a partner who read the text to produce a

summary of the text. You need only mention the important
points.
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Unit Two

CENTRAL BANK

Text A: The Bank of England
Text B: The National Bank of Ukraine

The unit aims to:

e define core purposes of a central bank;

e list and describe the main functions of the Bank of

England;
e explain the role of the National Bank of Ukraine;

e list and explain the major functions of the National Bank

of UKkraine.
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Warm-—up activities

e Try to give brief explanations of the following terms: central
bank, monetary and financial stability, foreign exchange and
gold reserves, interest rate, monetary policy, securities,
inflation, mint, national debt.

e What do you know about the main functions of a central bank?

e Which are the largest banks in your country? What services do
they provide?

e Do you agree that central banks influence economies and
politics?

Text A: The Bank of England

The Bank of England is the central bank of the United Kingdom.
The Bank’s building is located in the City of London, in Threadneedle
Street and hence it i1s sometimes known as The Old Lady of
Threadneedle Street or The Old Lady. The Bank was founded in 1694,
nationalized in 1946, and gained operational independence in 1997.
Standing at the centre of the UK’s financial system, the Bank is
committed to promoting and maintaining monetary and financial
stability as its contribution to a healthy economy.

The Bank’s roles and functions have evolved and changed over
its three-hundred year history. Since its foundation, it has been the
Government’s banker and, since the late 18" century, it has been the
banker to the banking system more generally — the bankers’ bank. As
well as providing banking services to its customers, the Bank of
England manages the UK’s foreign exchange and gold reserves.

The Bank has two core purposes — monetary stability and
financial stability.

Monetary stability means stable prices and confidence in the
currency. Stable prices are defined by the Government’s inflation
target, which the Bank seeks to meet through the decisions on interest
rates taken by the Monetary Policy Committee, explaining those
decisions transparently and implementing them effectively in the
money markets.
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The first objective of any central bank is to safeguard the value
of the currency in terms of what it will purchase at home and in terms
of other currencies. Monetary policy is directed to achieving this
objective and to providing a framework for non-inflationary economic
growth. As in most other developed countries, monetary policy
operates in the UK mainly through influencing the price of money, in
other words the interest rate.

Financial stability entails detecting and reducing threats to the
financial system as a whole. Such threats are detected through the
Bank’s surveillance and market intelligence functions. They are
reduced by strengthening infrastructure, and by financial and other
operations, at home and abroad, including, in exceptional circumstances,
by acting as the lender of last resort.

The functions of the Bank of England are very similar to the
functions of any central bank and, in fact, many of the central banks
throughout the world were modeled on the Bank of England so that it
is not surprising that their functions follow the same lines. These are
as follows:

o operating the government’s accounts,
 controlling the issue of notes and coins,

o the issue and redemption of government stocks,
o the Treasury bill issue,

o operating the exchange equalization account,

o carrying out the government’s monetary policy,
» the Bank’s international role,

« operating accounts for the banks,

« lender of last resort,

o supervising the banks.

Operating the government’s accounts. As the government’s
bank the Bank of England is responsible for running the accounts of
all the government departments.

Controlling the issue of notes and coins. In conjunction with
the Treasury (the government’s finance department), the Bank is
responsible for printing bank notes. It determines the size of the note
1ssue, which must be increased to meet seasonal needs and in the
longer term to meet the needs of an economy which, hopefully, is
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growing, and in which therefore the number and value of transactions
is increasing. Coins are minted by the Royal Mint, which is a separate
entity from the Bank of England, but it is the Bank’s responsibility to
ensure that adequate coins of each denomination are minted to meet
the needs of the community. Similarly, it must print an appropriate
quantity of each bank note and ensure that torn and dirty notes are
replaced.

Issue and redemption of government stocks. The Bank is
registrar for most of the government’s issues of stocks. As registrar
the Bank issues and redeems stocks, records their ownership and pays
the interest when it is due. These securities represent the main part of
the National Debt, and their sale and redemption provide an important
means whereby the Bank of England can manipulate the amount of
funds and the level of interest rates in the money market.

The Treasury bill issue. This is a special type of bill of
exchange 1ssued by the Treasury and it represents short-term loans to
the government whereas government stocks are long-term loans. The
Treasury bill rate (of interest) is watched very carefully in the money
market as an indicator as to how the level of interest rates generally is
likely to move. The Treasury bill tender is important in the context of
carrying out the government’s monetary policy.

Operating the exchange equalization account. By operating
this account the Bank is able to influence the value of sterling and
other currencies in the foreign exchange market. The account holds all
of the UK reserves of gold and foreign currencies. When sterling is
weak, the Bank of England will sell some foreign currency in
exchange for sterling. This reduces the supply of sterling in the
foreign exchange market and increases the supply of the foreign
currency; this tends to increase the value of sterling and to reduce the
value of the foreign currency and to bring about a state of equilibrium
in the market. When sterling is particularly strong the bank must
operate the account in the opposite direction in order to keep down the
value of the pound and to increase the value of the foreign currency.

Carrying out the government’s monetary policy. It is vital
that the government controls the total of the money supply if it is to
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succeed in maintaining constant prices: in other words if it is to avoid
inflation. The majority of the money supply i1s made up of bank
deposits, and therefore any attempt to control the money supply must
involve influencing or determining the size of bank deposits. The
main determinants of the size of deposits are the level of interest rates
and sale and purchase of government securities, which are both within
the control of the Bank of England, though ultimately it is the government
which dictates how the Bank, as its agent, must use these devices.

The Bank’s international role. 7he Governor of the Bank of
England 1s responsible not only for carrying out the government's
monetary policy, but also for meeting with other central bank
governors to discuss international monetary problems, and to decide
upon joint action to deal with them.

Accounts for the banks. Each of the other British banks keeps
accounts with the Bank of England, and through these they are able to
settle transactions with one another, 1.e. to draw cheques on the Bank.
The Bank of England maintains accounts for overseas banks as well
as the British banks, and these include the central banks’ accounts
through which it is possible to carry out transactions relating to loans
between countries and through such institutions as the International
Monetary Fund (IMF). The Bank of England also holds accounts for
the IMF and other international institutions.

Lender of last resort. It is vital that a central bank should act
as lender of last resort to the banking system. If the banks are short of
funds and are unable to acquire additional funds from other sources,
then they must have the support of the central bank, but the central
bank is able to determine the price that has to be paid for that support,
1.e. the rate of interest charged.

Supervising the banks. Under the Banking Acts 1979 and 1987
the Bank of England is able to demand very detailed statistical returns
from the other banks in order to ensure that the banks are being
operated on safe and prudential lines. If the Bank is not satisfied with
a particular bank’s returns it is able to insist that measures are taken to
put matters right. If a bank fails to follow the guidelines given by the
Bank of England the ultimate sanction of withdrawing that bank’s

25



Rudeshko Y.V. English of Finance and Accounting

licence to accept deposits could be used. The Bank is run by a body
called the Court. It 1s headed by the Governor and Deputy Governor,
four executive directors and twelve non-executive directors. The
Governor 1s appointed by the Prime Minister for a term of five years and
is usually re-appointed.

Vocabulary

central bank
hence

financial stability
contribution
healthy economy

foreign exchange and gold

reserves

core purposes
monetary stability
stable prices
confidence
inflation

target

interest rates
transparently
safeguard

value of the currency
purchase

monetary policy
objective

economic growth
detect

entail

threat

intelligence

lender of last resort

6 6686668648686 668666846648 646466464

o
(@)

HEHTpaIbHUN OaHK

3B1JICH, OTXKE

(dbiHaHCOBA CTAO1IBLHICTD
BHECOK

3I0pOBa €KOHOMIKa

pe3epBU 1HO3EMHO1 BaJIIOTH Ta
30J10Ta

TOJIOBHI I[1JT1

rpoIIoBa CTa01IbLHICTD
cTaO1IbHI [IIHU

JOBIpa

1H IS

I1JTH

MPOIIEHTHI CTaBKU

po30po

3aXHCT, OXOPOHA; 3aXHUIIATH,
OXOPOHSTH

BApTICTh BAIIOTU

MOKYTIKA, MPUI0AHHS; KYITyBaTH
IpOILIOBA MOJITHKA

MeTa, I1Th

EKOHOMIYHE 3pOCTaHHS
BUSIBIISITH

BUKJIMKATH, CIIPUYHUHSITH
3arposa

PO3BiJKa, OOCIITyBaHHS,
00CTEKEHHSI

OCTaHHIN KPEAUTOp Y KPUTUUHIN
CUTYyallli; HEeHTpaJbHUI OaHK



Part 1.

Understanding Money and Banking

account

issue of notes and coins
redemption

redeem

the Treasury bill

exchange equalization account
supervising

the Treasury

mint

the Royal Mint
separate entity
denomination
registrar
ownership
securities

the National Debt
bill of exchange
tender

foreign exchange market
supply

money supply

the Governor of the Bank of
England

the International Monetary
Fund (IMF)

statistical returns

prudential

ultimate

sanction
withdrawing
licence

accept deposits

686646 44646 & & 466466466468668646446 £ 668664466

\O]
|

pPaxyHOK
BUMYCK OAHKHOT 1 MOHET
MOTaIlICHHS], BUITYUYCHHSI
noraiiaTi, BUIy4aTu
Ka3HA4YE€HChbKUN BEKCEIb

dboH cTab1I13al1il BaTIOTH
KOHTPOJTb, HATJISA, IHCTICKTYBaHHS
MinicTepcTBO (iHAHCIB

(y BenukoOpuranii); [epxaBHe
Ka3Ha4Y€MCTBO

KapOyBaTH

KopomniBchkuii MOHETHUH IBIP
OKpeMa OJANHUIIS

BapTICTh, ACHOMIHAITIS
peecTparop

BJIACHICTb, MPABO BJIACHOCTI
I[IHHI Tarepu

JepKaBHUN OOpT

BEKCeJIb (MepeKa3Huii), TpaTTa
IJIATHKHUN 3aci0

BAJIIOTHUMN PUHOK

3amnac

rpouIoBa Maca, Cyma rpoiieu

B 00ITy

rojioBa banky AHrmii

MixxHapoaHUIN BaTFOTHUM (OH/T
(MB®)

CTaTUCTUYHI 3BITH
PO3CYUTUBHM, PO3BAXKINBUN
OCTaHHIH, KIHI|CBUH,
MaKCUMaJIbHUM

CaHKIIisl, TPUMYCOBUH 3aXi]l
BHJTYYCHHS

JIICH31S

MPUNMATHU JEIIO3UTH



Rudeshko Y.V. English of Finance and Accounting

Vocabulary Tasks

I. Study the following words and phrases. Recall the sentences
in which they are used in the text. Use them in sentences of
your own.

Value of the currency; financial stability; monetary stability;
central bank; issue of notes and coins; the Treasury; money supply;
accept deposits; statistical returns; securities; the Royal Mint; stable
prices; the Treasury bill; sanction; licence; the International Monetary
Fund (IMF); supervising; lender of last resort; monetary policy;
interest rates; account; The Governor of the Bank of England;
exchange equalization account; foreign exchange market; registrar;
inflation; core purposes; economic growth; redeem; hence; denomination;
confidence; healthy economy; safeguard; ownership; foreign exchange
and gold reserves.

I1. Replace the Ukrainian words and phrases by appropriate
English equivalents. Translate the sentences.

I. The Bank of England has had a monopoly on the (Bumyck
6aukuoT) in England and Wales since the early 20" century.

2. (MiuicrepctBo (¢inanciB) and the Bank work toward the common
aim of increased financial stability.

3. In May 1997 the Government gave the Bank operational
independence to set (rpomoy nosituky) by deciding the level of
(OpOLICHTHUX CTABOK).

4. In exceptional circumstances, the Bank may act as the (ocranniii
KpeauTop B KpuUTWUYHINA cutryauii) by extending credit when no
other institution will.

5. The Bank maintains the Government's Consolidated Fund
(paxyHok), and it also manages the country's (pe3epBu 1HO3eMHO1
BAJIIOTH Ta 30JI0TA).

6. The Bank has the power to cancel a (mimen3iro) if it is not satisfied
with the way a bank is being operated.

7. As (peectpatop) the Bank issues and (morarmae) stocks.

8. The coin of the lowest (neHominariii) in Great Britain is penny.
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9. The Bank of England regulates the (rpomoBy macy).
10. All the banks must provide the Bank of England with detailed
(cTaTHCTUYHI 3BITH).

III. Change the noun form into the verb and adjective forms.
You may want to use a dictionary.
Example: stability (n) — stabilize (v) — stable (adj)

Contribution, exchange, reserve, finance, inflation, value, threat,

detect, supervision, redemption, governor, withdrawal, safe, deposit,
bank.

IV. Complete the following sentences with the correct
derivatives of the words in brackets.

1. His friend always keeps some money in ..., just in case.
(reservation)
2. All the big ... institutions cut their interest rates today. (finance)

()

The volunteers ... huge amounts of their own time to the project.

(contribution)

Now ... is running at over 16%. (inflate)

They work under the Chief Accountant’s ... . (supervise)

Bonus shares can be ... until 31% July. (redeem)

Liz ... $100 from her account yesterday. (withdrawal)

He invented a program for ... the computer system against viruses.

(safeguard)

9. Someone who puts money in a bank or other financial organization
is.... . (deposit)

10. Did you....that check? (bankable)

NN s

V. For each word or phrase, write one which means the opposite.

Dependence, stability, domestic, mistrust, deflation, safe, fall,
issue, borrower, responsible, decrease, appropriate, intact, clean,
accept, weak, fail, separate, draw, unable, imprudential, purchase,
conceal.
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VI. Match these words as they occur in the text. Translate the

phrases.

O 00NN hA W~

inflation a) stability
. financial b) purposes
. stable c¢) bank
. gold d) prices
. central e) target
. core f) reserves
. the Royal g) returns
money h) Mint

the Treasury 1) supply

10. statistical j) bill

VII. Choose the explanation for each of these words and

phrases.

1. bank

2. monetary
stability

3. national debt

4. inflation

5. treasury

6. mint

a) rise in prices brought about by the expansion
of the supply of money, credit, etc.

b) government department responsible for
administering the financial affairs of the country

c) establishment for keeping money, valuables
safely, the money being paid out on the
customer’s order

d) the amount which the government of the
country owes arising out of its issue in the
past of government securities

¢) stable prices and confidence in currency

f) factory where coins are made
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VIII. Find words and phrases in the text which mean:

1. to obtain or achieve something important or valuable

2. freedom from control

3. something that you give or do in order to help something be

successful

4. for this reason

5. central or most important part of anything

6. to protect something

7. the amount of money that something is worth

8. someone whose duty is to keep records or registers

9. right of possession

10.total amount of money circulating in the economy at a specified
point in time

IX. Fill in the blanks with prepositions.
A

In October 1997, a Memorandum of Understanding between the
Bank, Her Majesty's Treasury and the Financial Services Authority
(FSA) was agreed. This formalized the allocation ...... responsibilities
for regulation and financial stability ..... the UK. It made provisions
...... the establishment of a high level Standing Committee ......
provide a forum in which the three organizations could develop a
common position on any problems which may emerge. An updated
Memorandum was issued ...... March 2006.

B

Interest rates decisions are taken ...... The Bank’s Monetary
Policy Committee. The MPC has to judge what interest rate is
necessary ...... meet a target for overall inflation in the economy. The
inflation target is set each year ...... the Chancellor of the Exchequer.
The Bank implements its interest rate decisions through its financial
market operations — it sets the interest rate ...... which the Bank lends
to banks and other financial institutions. The Bank has close links
...... financial markets and institutions. This contact informs a great
deal ...... its work, including its financial stability role and the
collation and publication ...... monetary and banking statistics.
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X. Fill in the blanks with the most appropriate words from the
list.

1. facilities 5. 1ssue

2. foreign exchange 6. account

3. circulation 7. lender of last resort
4. maintains 8. banknotes

The Bank of England acts as the Government’s banker, and as
such it ...... the Government’s Consolidated Fund ...... . It also
manages the country’s ...... and gold reserves. The Bank also acts as
the bankers’ bank, especially in its capacity as a ...... , and to maintain
its pragmatic experience in all aspects of banking also provides
commercial and retail banking ...... to a very limited number of
corporate institutions and individuals.

The Bank of England has a monopoly on the ...... of banknotes
in England and Wales. Scottish and Northern Irish banks retain the
right to issue their own ....., but they must be backed one to one with
deposits in the Bank of England, excepting a few million pounds
representing the value of notes they had in ...... in 1845. The Bank
decided to sell its banknote printing operations to De La Rue in
December 2002.

Reading Tasks

I. Answer the questions using the information from the text.

What is the central bank of the United Kingdom?
When was the Bank founded?

What is the other name of the Bank of England?

When was the Bank of England nationalized?

What is meant by the term ‘the Government’s banker’?
What core purposes does the Bank have?

What does monetary stability mean?

What is the first objective of any central bank?

What does financial stability mean?
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10. What are the main functions of the Bank of England?

11.1s the Bank responsible for the note issue?

12. Which body is responsible for minting coins?

13. What is meant by the issue and redemption of government stocks?

14.What is the Treasury bill?

15.How does the exchange equalization account operate?

16. Which institution is responsible for carrying out the government’s
monetary policy?

17.What is the Bank of England’s international role?

18. What is the role of the Bank as lender of last resort?

19.How does the Bank of England supervise the banks?

II. Mark these statements T (true) or F (false) according to the
information in the text. Find the part of the text that gives
the correct information.

1. The Bank of England promotes monetary and financial stability of
the country.

2. Monetary policy operates in the UK mainly through influencing
the money supply.

3. The Monetary Policy Committee does not make decisions on
interest rates.

4. The central banks throughout the world have mainly the same
functions as the Bank of England has.

5. It is the Royal Mint’s responsibility to ensure that adequate coins
of each denomination are minted.

6. By operating the exchange equalization account the Bank changes
the value of currencies in the foreign exchange market.

7. The government controls the total of the money supply if it avoids
inflation.

8. The Bank of England does not hold accounts for the IMF and other
international institutions.

III. Can you remember in what context the following expressions
were mentioned? Refer to the text only if you need to.

1. influencing or determining the size of bank deposits
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a state of equilibrium in the market

on safe and prudential lines

the Old Lady of Threadneedle Street

the Bank’s surveillance and market intelligence functions
to meet seasonal needs

a framework for non-inflationary economic growth

the Treasury bill rate

XA BN

IV. Without looking back at the text, exchange its content
with someone who read the text too.

Writing and Speaking Tasks
(To do Speaking Tasks see Language Bank, pages 262—-272)

I. Write sentences with the following words.

Example: technical assistance and advice / to / the Bank of England /
other central banks / offers

The Bank of England offers technical assistance and advice to
other central banks.

1. the responsibility / setting monetary policy / of the Bank / is

2. competes seriously / to industry and commerce / in the provision of
banking services / with other banks / the Bank of England

3. within member countries / under / must be licensed / all banks / by
the central bank / the European Community rules

4. the National Debt / the main part / the securities / of / represent

with the aim of / the Bank / improving / and international

organizations / the international financial system / other central

banks / works together with

6. with the Bank of England / the balances / part of their cash
reserves / form / of the British banks’ accounts

)

I1. Write questions to the following answers.

Stable prices and confidence in the currency are the two main
criteria for monetary stability.
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Since 1997 the Monetary Policy Committee has had the
responsibility for setting the official interest rate.

The Bank of England has played a key role in maintaining the
stability of the United Kingdom's financial system for 300 years.

Up to 1946 the Bank of England was privately owned but in that
year it was nationalized.

Yes, it is. The Bank is registrar for most of the government's issues
of stocks.

The Bank of England stands ready to come to the assistance of the
banking system in times when it is threatened by a shortage of
cash.

The clearing banks maintain accounts at the Bank of England.

III. List and briefly describe the main functions of the Bank of
England.

IV. Write the summary of the text.

V. Check the summary of the text written by one of the
students and if it is necessary comment on the mistakes.

VI. Discuss how the economic life of the United Kingdom is
influenced by the activity of the Bank of England
nowadays.

VII. To what extent is banking regulated in your country?
What are the advantages and disadvantages of this?

VIII. How do central banks influence the activity of
commercial and other banks?
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IX. How can the actions of a central bank affect individuals as
well as companies?

X. Use the Internet or other sources of information to make
the reports on topics:

e The Federal Reserve System;
e The European Central Bank.

Text B: The National Bank of Ukraine

The National Bank of Ukraine is a legal entity with separated
property, which is the object of the state property. Its authorized
capital amounts to UAH 10 million and is the state-owned property
which is in the full economic competence of the National Bank.

According to Article 99 of the Constitution of Ukraine, adopted
in 1996, the main function of the country’s central bank is to ensure
stability of monetary unit-the Hryvnia. To carry out its main function,
the National Bank shall foster the stability of the banking system and,
within its competence, the price stability.

The National Bank also carries out the following functions:

e to determine and pursue the monetary policy in accordance with the
General Principles of the Monetary Policy developed by the
Council of the National Bank of Ukraine;

e to issue the national currency of Ukraine on a monopoly basis and
to organize its circulation;

e to establish the rules of conducting banking transactions,
accounting and reporting, protection of the information, funds and
property for the banks and other financial and credit institutions;

e to organize and to provide the methodological support to the system
of the monetary, crediting and banking statistical information and
the statistics of the balance of payments;

e to determine the areas of the development of modern electronic
banking technologies, to establish, co-ordinate and control the
creation of electronic means of payment, payment system, banking
automation and the banking information protection facilities;
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to exercise the banking regulation and supervision;

to keep a Register of banks, their branch and representative offices,
currency exchanges and financial and credit institutions, to license
banking business and transactions, if provided for by the laws;.

to compile, analyze and forecast the balance of payments;

to represent Ukraine’s interests in central banks of other states,
international banks and other crediting institutions, where the
cooperation takes place at the level of central banks;

to exercise the currency regulation with the competence to be
defined by a special law, to determine the procedure of effecting
payments in the foreign currency, to organise and exercise the
currency control over the commercial banks and other credit
institutions which are in possession of a National Bank’s license for
the transactions with currency values;

to ensure the accumulation and custody of the gold and currency
reserves and the conduction of transactions with them and the
banking metals;

to analyze the status of the monetary, crediting, financial, pricing
and currency relations;

to organize the collection and transportation of bank notes, coins
and other values;

to implement the national policy of the protection of state secrets
within the system of the National Bank;

to take part in the training of personnel for Ukraine’s banking
system,;

to exercise other functions in the monetary and crediting sphere
within its competence defined by the law.

Vocabulary
authorized capital o6 YCTaBHUM KarmiTal
foster o6 CTUMYJIIOBATH, 340X09yBaTH
competence o6 KOMIIETEHIIIsI, IPAaBOMOYHICTh
pursue the monetary policy 6 MPOBOJIUTU FPOILIOBY MOJITUKY
protection facilities «6 3aC00U 3aXUCTY
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exercise & 3]11CHIOBATH, BUKOPUCTOBYBATH
keep a Register of banks «6 BECTH peecTp OaHKIB

compile «& CKJIaJaTH

forecast o6 mepea0adeHHs, MPOTHO3YBaHHS
custody & OITIKA, MIKJIYBaHHS

Reading and Speaking Tasks
(To do Speaking Tasks see Language Bank, pages 262—-272)

I. Make up questions covering the content of the text and let
your fellow students answer them.

I1. Having read the text, what you can now say about:

e the authorized capital of the National Bank of Ukraine;

e the main function of the NBU according to the Constitution of
Ukraine;

e other functions of the NBU.

III. Work with a partner who read the text to produce a

summary of the text. You need only mention the
important points.
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Unit Three

COMMERCIAL BANKS

Text A: Commercial Bank and Its Services

Text B: Bank Accounts

The unit aims to:

e define what a commercial bank is;
e describe the three main functions of a commercial bank;
e explain what the full-service philosophy of banks means;

e identify wholesale and retail banking, and name their
essential functions;

e list and describe the banking services;
e explain the main issues of the banking law;
e define what a bank account is;

e describe different types of bank accounts: basic bank
accounts, current accounts and savings accounts;

e explain the bank organization.
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Warm-up activities

e Try to give brief explanations of the following terms: commercial
bank, deposit, wholesale and retail banking, overdraft, loan,
mortgage, current account, savings account, ATM.

e What services does your bank offer? Which of them do you use?

e How do commercial banks make money?

e What changes have taken place in the banking industry
recently?

Text A: Commercial Bank and Its Services

A commercial bank is a type of financial intermediary and a type
of bank. Commercial bank has two possible meanings:

e Commercial bank is the term used for a normal bank to distinguish
it from an investment bank.

This i1s what people normally call a «bank». The term
«commercial» was used to distinguish it from an investment bank.
Since the two types of banks no longer have to be separate companies,
some have used the term «commercial bank» to refer to banks which
focus mainly on companies. In some English-speaking countries
outside North America, the term «trading bank» was and is used to
denote a commercial bank. After the great depression and the stock
market crash of 1929, the U.S. Congress passed the act requiring that
commercial banks only engage in banking activities (accepting
deposits and making loans, as well as other fee based services),
whereas investment banks were limited to capital markets activities.
This separation is no longer mandatory.

In Great Britain the term retail banks 1s used to include all of the
banks which have branch networks through which they are able to
offer a wide range of services to a large number of customers.
Sometimes the term high street banks is used to mean the same thing,
and on occasions the term commercial banks is used, though less
commonly these days.
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e Commercial banking can also refer to a bank or a division of a
bank that mostly deals with deposits and loans from corporations
or large businesses, as opposed to normal individual members of
the public (retail banking).

A commercial bank is a profit-making business that holds
deposits of individuals and businesses in the form of current
(checking) or savings accounts and uses these funds to make loans to
individuals and businesses.

The most important services which the commercial banks
provide are:

e the acceptance of deposits,

e the provision of ways in which deposits can be transferred,

e the provision of credit.

Let us look briefly at each one of these services in turn.

Acceptance of deposits. This simply means that a bank must be
prepared to take deposits of cash and cheques from its customers and
to credit their accounts with them. The bank keeps these funds for
their customers and undertakes to repay them on demand if the money
is on a current account, or at the expiry of a period of notice if the
money 1S on an investment account.

The provision of ways in which deposits can be transferred.
Money on current account can be withdrawn by presenting a cheque
for cash at the bank’s counter or issuing it to a third party who can
then pay it into his bank account or cash it at the counter if it is an
open (an uncrossed) cheque. The vast majority of third party cheques
are in fact crossed and are presented through the banks’ clearing
system to the banks on which they are drawn. Alternatively the
customer may draw on his deposit through an ATM; he may authorise
the bank to make payments from the account on his behalf against a
standing order or a direct debit; or he may use his debit card.

The provision of credit. This means that the banks must be
prepared to lend money to their customers. This does not mean that
every customer is entitled to borrow, far from it, but that the banks are
willing to provide loans to those customers who are sufficiently
creditworthy. This means that their assets and income must be such
that they are able to repay the advance over the time period that is
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agreed at the outset, and also to pay the interest as it falls due. Lending
money in this way is the main source of income to the banks — they
accept deposits and pay modest rates of interest, if any, on them, and
then lend most of their deposits at rates of interest that are
considerably higher than those paid on deposits.

These are by no means all the services that the commercial
banks offer their customers, and indeed they offer a wide range of
services and, mostly through subsidiary companies, they offer services
(products) that compete with those offered by the merchant banks and
by many of the financial intermediaries such as building societies,
insurance companies, and unit trusts.

The way in which a bank is organized and operates is
determined by its objectives and by the type of economy in which it
conducts its business. The aim of commercial banks is to earn profits.
They therefore provide and develop services that can be sold at a price
that will yield a profit.

A commercial bank which provides the same range of services
year after year is less successful than one which assesses changes in
the demand for its products and which tries to match products to its
customers’ needs. New services are constantly being introduced and
developed by commercial banks, and the full-service philosophy of
many banks means that they are akin to financial supermarkets,
offering a wide variety of services. However, not every bank may
want to offer every kind of financial service.

Many banks offer a combination of wholesale and retail banking.
The former provides large-scale services to companies, government
agencies and other banks. The latter mainly provides smaller-scale
services to the general public. Both types of banking, however, have
three essential functions, which are: deposits, payments, credits.

Several factors have combined to make banking an international
business. These include the growth of multinational companies and of
international capital markets, the increased competition between the
banks themselves, and important improvements in communications
and transportation. The major banks of the world have established
extensive international operations by acquiring banks in other
countries, by extending their own branch network abroad and by

42



Part I. Understanding Money and Banking

establishing correspondent relationships with foreign banks so as to
develop profitable joint operations. The operations of these major
commercial banks are dynamic and rapidly changing, and their
organization is of a global nature.

Vocabulary
commercial bank «6  KOMEpIIHHUM OaHK
intermediary o6  TIOCEPETHUK
distinguish o6  PO3PI3HATU
investment bank o6  1HBECTUILINHUN OaHK
focus «6  30CepelKyBaTH
crash s  Kpax, 0aHKPYTCTBO
accepting deposits o6  TPUHHSITTSA JCTIO3UTIB
acceptance o  IPUUHATTA, AKLENT
making loans «&  HaJIAHHS MTO3UK
make loans o6 HaIaBaTU MO3UKHA
fee «6  11aTa, 301p, BHECOK, TOHOPAp
service s  TOCHIyra
separation «6  BIJOKpEMJICHHS, P03’ € JHAHHS
mandatory o6  000B’SI3KOBUH O BUKOHAHHSI
branch o6 (piI1s, IPEICTaBHUIITBO, BiIIIICHHS
customer o6 KIIEHT
division o6 TIIPO3JUI, BIAALI
retail banking s  po3aplOHUI OaHKIBCHKUI O13HEC
current (checking) account « MOTOYHMI paXyHOK
savings account s  OLIAJHUN PaXyHOK
provision o6 3a0e3IeUeHHS
transfer «6  TIepekaszyBaTu (Tpoiii),
nepepaxoByBaTH
account &  paxyHOK
undertake o6  3000B’S3yBaTHUCS
repay «6  BUIUIAYYyBaTH, MOTAIIATH,
MOBEpTaTH
on demand «6  Ha BUMOTY
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expiry of a period
notice

investment account
withdraw

counter

issue

party

open (uncrossed) cheque
(check)

crossed cheque (check)
Banks’ clearing system

draw on

ATM (Automated Teller
Machine)
authorise

make payments
on behalf
standing order
direct debit
debit card

lend money
entitle

borrow
creditworthy
assets

Income
advance

at the outset
Interest
subsidiary
merchant bank
building society
insurance company
unit trust

$666666864666646666846646 & & 44 668646464644

3aKIHYEHHS CTPOKY

HOBiHOMJICHHH, MOIICPCIZKCHHA

1HBECTULIIMTHUN paxyHOK

aHyJIIOBATH, 3HIMATU 3 PaXyHKY

CTIMKa
BUMHUCYBATH (YEK)
CTOPOHA, YYaCHUK

BIIKpUTHI (HEKPOCOBAHUI) YEK

KPOCOBAHUM YEK

OaHKIBChKA CUCTEMA KJIIPUHTOBUX

PO3paxyHKIB

BUMUCYBATH (YEK);
3HIMATH TPOIIIl 3 PaXyHKY
O0ankomat (aBTOMaTUYHHI
KAacOBUH arapar)

A03BOJIITH, YIIOBHOBAXXKYBATHU

POOUTH TIIATEXKI

B1JT IM€EH1

MOCTIHHE TOPYYEHHS
npsiMe 1e0eTyBaHHS
nedeToBa KapTKa
MO3UYaTH TPOIII
JaBaTH MPaBo
MO3UYaTH
KPEAUTOCTIPOMOKHUM
AKTUBH, BJIACHICTH
TTIOX1T

MO3UKa, aBaHC
CIIOYATKY, Ha MOYATKY
MIPOIICHT

dimian, 1oUipHS KOMMIaH1s
TOPTOBEIBHUM OaHK
Oy/liBE€JIbHE TOBAPUCTBO
CTpaxoBa KOMIIaHis
MMallOBUM TPACT
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earn «&  3apo0nsTU

yield s  IPUHOCUTH

assess &  OILIHIOBATH

akin s  CHOPIIHEHUM, OTU3bKUN

wholesale banking o6  ONTOBHUM OAaHKIBCHKUI O13HEC
Vocabulary Tasks

I. Study the following words and phrases. Recall the sentences
in which they are used in the text. Use them in sentences of
your own.

Retail banking; account; investment bank; earn; current (checking)
account; savings account; commercial bank; merchant bank; service;
make loans; transfer; make payments; banks' clearing system; subsidiary;
insurance companies; direct debit; crossed cheque; building society;
assets; intermediary; customer; withdraw; branch; assess; on demand;
debit card; advance; authorize; open (uncrossed) cheque; yield;
interest; borrow; accepting deposits; notice; ATM (Automated Teller
Machine); issue; unit trusts; lend money; crash; division; expiry of a
period; draw; income; akin; fee; repay; provision; creditworthy;
standing order; undertake; counter; entitle; party; distinguish; on
behalf; at the outset; mandatory; focus; separation; acceptance;
wholesale banking.

I1. Replace the Ukrainian words and phrases by appropriate
English equivalents. Translate the sentences.

1. (Komepmuiiiauii 6ank) should offer all (kmienram) the same level and
quality of (mocmyr) and avoid any discrimination on grounds of
nationality, religion, sex, financial situation or professional capacity.

2. (Omaani paxynku) are opened by banks following a customer's
written application, with the signing of the adequate documents
and after verification of his identity.

3. Banks usually inform customers about the existing methods of
(mepeka3 onmaiB) nationally or internationally.

45



Rudeshko Y.V. English of Finance and Accounting

4.

(ITnatu) can be charged for processing a new (mo3uka) or
providing (po3npiOHi OaHKIBChKI mocayru) such as (oOpoOxa
YeKIB).

The typical (morounuii paxyHok) enables the (kiieHr), to pay
money in and (3HIMaTH 3 paxyHKy) money by paying in a (4ek) or
by writing a cheque in favour of a creditor.

The first (6ankomar) in Eastern Europe has been set up by the
Czech Komercni Bank.

The two major international brand names of (kpeauTHI KapTKu) are
Visa and MasterCard.

(bankiBChKa cucTeMa KIIPUHIOBHX pO3paxyHKIB) involves paper
clearing and electronic clearing.

Electronic clearing is becoming increasingly important for (mpsimi
nebetyBaHHs), (MOCTiMHI AopydeHHs), salary payments, supplier
(ruratexi) and high value payments made by banks for corporate
customers.

10. In additional to a variety of (motouni Ta omaaHi paxyHku) and

personal and business (rmo3ukn), commercial banks offer discount
(6aHkiBChKI ocyTH), wire (repekasu), and financial counseling.

III. Change the noun form into the verb and adjective forms.

You may want to use a dictionary.

Example: focus (n) — focus (v) — focussed (adj)

Acceptance, service, separation, customer, repayment, provision,

demand, notice, counter, check, authorization, order, advance,
subsidiary, insurance, trust, assessment.

IV. Complete the following sentences with the correct

(U]

derivatives of the words in brackets.

. I wish T had ... your advice and kept my money in the bank.

(acceptance)
For refunds, please go to the customer ...counter. (serviceable)

. We don’t want to lose them — they’re one of our biggest ... .

(customize)
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0

10. It’s difficult to ...

The hotel ... a shoe-cleaning service for guests. (provider)

They closed the factory, giving
(notice)

the workers only a week’s ... .

You can claim housing benefit from the local ... . (authorize)

Their company has placed a large

(ordered)

... for electronic equipment.

Do you have ... on your household contents? (insure)
The money your father left you will be held in ... until you are 21.

(trustful)
the effects
(assessment)

of the new legislation just yet.

V. For each word or phrase, write one which means the opposite.

Withdraw, direct, borrow, liabilities, credit, expenses, authorized,
crossed, retail, success, diffuse, unite, unlimit, exclude, narrow, immodest,
disagree, at the end, give out, more, unimportant, unprofitable, the
latter, decline, insufficiently.

VI. Match these words as they occur in the text. Translate the

phrases.

. debit

. uncrossed
. building

. subsidiary
. acceptance of
. current
standing

. large-scale
. direct

10. unit

11. making
12. clearing
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VII. Read both columns. Consult the vocabulary given below.
The left-hand column gives the list of banking services
and the other column contains short descriptions of each
service. Cover the Service column, and from the description
name the service. Finally, cover the Description column,
and try to describe each service listed.

Service
Creditcard e

Debit card °

Overdraft °

Loan °

Description

a plastic card used in making credit purchases,
special credit arrangement between issuer, card holder,
and merchant. A credit card provides the cardholder
with credit up to a prescribed limit.

a coded plastic card which is offered in payments
for goods and services. A debit card can be used by
the cardholder for purchases up to the amount of the
balance on his current account. It may be used to
make larger payments than might be acceptable by
cheque and it can be used to operate ATM with
a special PIN (personal identification number).

the drawing out from a bank account of more
money than has been deposited in it. An overdraft is
a loan by the banker to the customer and interest
will be charged on the outstanding balance. 1t is
normal for a customer requiring an overdraft to
agree with the bank on an overdraft limit, i.e. a
maximum level to which the overdraft will be
permitted to rise.

a sum of money advanced by a bank to a customer
with the intention that the amount concerned should
ultimately be repaid. Usually interest is payable in
respect of a loan. The rate of interest on a loan is
usually fixed in relation to the bank's base rate. A
secured loan 1s a loan backed by something valuable
such as property. If a loan is not backed by
collateral it 1s called unsecured loan.
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Mortgage e a legal arrangement by which a customer borrows
money from a bank in order to buy or build some
property, and pays back the money over a period of
years. The property itself is used as collateral for the
lender (mortgagee). If the borrower (mortgagor)
fails to repay the loan the lender transfers the
ownership for the property to itself.

Direct debit e an instruction given by the customer of a bank to
the bank to allow charges to be made periodically to
an account at the instance of some third party.
Direct debits are a very useful way for a customer to
make regular payments of an irregular amount, such
as in payment of electricity or telephone bills.

Standing e an instruction to a bank by a customer to make a

order fixed payment regularly on stated dates to some
third party. The regular payments may be monthly
or annually or at any other convenient interval.
Standing orders are commonly used by customers to
make payments of their mortgage or annual
subscription to societies.

Clearing e the process of passing a cheque through the banking
system so that funds are transferred from the
account of the payer to the account of the payee.

Foreign e the facility to change money from one currency to
exchange another.
service

Vocabulary
issuer s EMITEHT, eMICIHUNA opraH
cardholder o6 BJIACHUK KapTKH
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PIN (personal identification
number)

overdraft

outstanding balance

advance
ultimately
base rate
secured loan
unsecured loan
collateral
mortgage
mortgagee
mortgagor
ownership

at the instance
clearing

payer
payee

66 66686864666864666 44 &

MepCOHAILHUMN 1AeHTU]IKAIIAHUIA
HOMEP

TICPEBUIIICHHS KPEAUTY, oBepapadT
3IMIIIKOBUH (HECIJIaueHUH)
OanaHC

aBaHCYBaTH, MMO3UYATU
BPEUITI-PEILT, 3pEIITOI0

0a3oBa cTaBKa

3a0e3IeycHa I031Ka
He3abe3IeueHa no3uKa
3a0€3MeUYeHHs KPeauTy, 3acTaBa
3acTaBa, IIOTeKa

KpEIUTOp IO 3aCTaBl

OOp KHHUK 10 3aCTaBi
BOJIO/IIHHS, MPABO BJIACHOCTI

Ha MTPOXaHHS

KJIIPUHT, O€3rOTIBKOBI
PO3paxyHKHU

IJIATHHUK

oJiepKyBay (rpoiueil),

npej’ SBHUK YeKa

VIII. Find words and phrases in the text which mean:

at the beginning

ke

investments

N

people

one of the parts into which something is divided

an arrangement that you have with a bank to pay in or take out money
money charged or paid for the use of money

money that you earn from your work or that you receive from

a table or flat surface where customers are served in a bank
a written or printed statement that gives information or warning to

8. 1nstead of someone, or as their representative
9. accepted as being safe to offer credit to
10. amount of money that is paid into a bank account
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IX. Fill in the blanks with prepositions.

Banking law is based on a contractual analysis of the

relationship ...... the bank and the customer.

The law implies rights and obligations into this relationship as

follows:

1.

(9)]

The bank account balance is the financial position between the
bank and the customer, when the account is in credit, the bank

owes the balance ..... the customer, when the account is
overdrawn, the customer owes the balance to the bank.
The bank engages to pay the customer’s cheques ...... to the

amount standing to the credit of the customer's account, plus any
agreed overdraft limit.

. The bank may not pay from the customer’s account without a

mandate from the customer, e.g. a cheque drawn ...... the customer.
The bank engages to promptly collect the cheques deposited ......
the customer’s account as the customer’s agent, and to credit the
proceeds to the customer’s account.

The bank has a right to combine the customer’s accounts.

The bank has a lien on cheques deposited to the customer’s
account, ...... the extent that the customer 1s indebted to the bank.
The bank must not disclose the details of the transactions going
through the customer’s account unless the customer consents, there

is a public duty ...... disclose, the bank’s interests require it, or
under compulsion of law.
The bank must not close a customer’s account ...... reasonable

notice to the customer, because cheques are outstanding in the
ordinary course of business for several days.

These implied contractual terms may be modified by express

agreement between the customer and the bank. The statutes and
regulations in force in the jurisdiction may also modify the above
terms and/or create new rights, obligations or limitations relevant ......
the bank-customer relationship.
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X. Fill in the blanks with the most appropriate words from the
list.

1. bills 7. savings

2. screen 8. computerized
3. checks 9. credit

4. withdrawal 10. customer

5. transfer 11. cash

6. account 12. cleared

The huge cost, associated with processing checks has led
companies and the banking system to explore methods to reduce the
number of ...... written.

The long-awaited «cashless/checkless society» may have begun
in the form of the electronic funds transfer system (EFTS) —a ......
system for making purchases and paying bills through electronic
depositing and withdrawal of funds. Some of these systems are
operated by a push-button telephone, permitting the account holder to
...... funds electronically from one account to another and to pay ...... .
The monthly bank statement lists all telephone transactions made.

Some banks are testing the idea of banking by video, in which
the ...... walks into a booth, dials a phone number, and talks to a
banker on a television screen — at any time of day. The booth looks
like an ATM. Inside, you can push buttons on a telephone to open a
checking or ...... account, apply for a credit card or car loan, and buy
and sell stocks. A bank officer on a TV ...... asks for your credit
history, checks your record with a credit bureau, and approves or
disapproves your request immediately.

Another option is banking by personal computer. Some large
banks provide custom-made software that allows customers to find

their current balances, see if checks have ...... , and pay bills
electronically.

If you really hate writing checks, you could try using a coded
plastic debit card. Debit cards differ from ...... cards in that they
require immediate payment for any cash ....... or purchase; the

amount is deducted from the purchaser's account.
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Debit cards are often used with point-of-sale (POS) terminals
linked to bank computers. When the customer's debit card number and
purchase data are recorded into the terminal, the amount of the sale is
transferred electronically from the customer's ...... to the store’s
account. The cards can also be inserted in ATMs in order to withdraw
...... , switch funds from one account to another, and pay utility bills.

Reading Tasks

I. Answer the questions using the information from the text.

(U

. What meanings does the term «commercial bank» have?
2. How is the term «commercial bank» used in the USA and
Great Britain?
What is a commercial bank?
4. Which are the three main functions of a commercial bank?
Describe each function.
What determines the way in which a bank is organized and
operates?
What is the aim of commercial banks?
What do commercial banks have to do to be successful?
What does the full-service philosophy of banks mean?
9. What is wholesale banking?
10. What is retail banking?
11. What essential functions do both types of banking have?
12. What factors make banking an international business?
13. In which way have the major banks of the world established
extensive international operations?

)] ()

S A

II. Mark these statements T (true) or F (false) according to
the information in the text. Find the part of the text that
gives the correct information.

1. A commercial bank performs the same functions as an investment
bank.

2. Banks which offer wholesale banking provide large-scale services
to companies, government agencies and other banks.
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3.

)]

A commercial bank which provides the same range of services
year after year is more successful.

A commercial bank is a nonprofit-making business.

As a rule banks provide loans to the customers who are sufficiently
creditworthy.

A bank must not be prepared to take deposits of cash and cheques
from its customers and to credit their accounts with them.

The customer may authorize the bank to make payments from the
account on his behalf against a standing order or direct debit.
Commercial banks do not undertake to repay funds on demand if
the money is on a current account.

Commercial banks offer services that compete with those offered by
the merchant banks and by other financial intermediaries.

III. Can you remember in what context the following expressions

|
2
3
4
5.
6
7
8
9
|

0.

were mentioned? Refer to the text only if you need to.

. smaller-scale services

. the stock market crash
. expiry of a period

. modest rates of interest

subsidiary companies

. an open (an uncrossed) cheque
. extensive international operations
. high street banks

the provision of credit
to earn profits

IV. Without looking back at the text, exchange its content

V.

with someone who read the text too.

Read the dialogue and complete the following organization
chart. First write in the boxes the names of the divisions of
an American bank. Then under the boxes add details of
the responsibilities of each of the divisions.
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Mr. Spenser:

Mr. Taylor:

Mr. Spenser:

Mr. Taylor:

Mr. Spenser:

Mr. Taylor:

Mr. Spenser:

Mr. Taylor:

OK, there’s an organization chart here, Mr. Taylor, in
the back of the annual report, that we can run through,
just to make things a little clearer.

Oh, good.

We were reorganized -earlier this year, so the
organization is still fairly new. Basically, as you can
see, we’re split into six line divisions. The first of
these, the Banking Division, consists of three geographic
groups: Group One the Americas, Group Two Europe,
and Group Three Africa, Asia and the Middle East.
All this groups offer a full range of international
banking services.

Then there's the Private Banking Division which
serves consumers in the domestic and international
markets.

The Treasurer’s Division has a wide spread of
operations which includes investment portfolio
management, commercial paper, government and
municipal bonds, foreign exchange, bullion, and
public finance.

So there are three operative divisions.

That’s right, and these three operative divisions are
backed up by another three servicing divisions.
Firstly, there’s the Administrative Division which
covers administrative services as well as personnel,
premises, and economic analysis.

The Financial and Information Systems Division
includes the Comptroller’s Department, the Corporate
Tax Department, and the Systems and Data Processing
Department.

And then finally, the Corporate Planning Division
includes strategic planning, and credit policy and
administration.

Yes, I see.

It gets much more complicated than that if we go into
detail, but I'll leave the annual report with you, in case
you ever need it for reference.

Right. Thank you very much.
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Organization Chart

Chairman of the Board

President

Executive Committee

Banking
division
e Group 1
The Americas

e Group 2
Europe

e Group 3
Africa, Asia,
Middle East

VI. Read the text, timing yourself. Make an outline of the text
in the form of questions and let your fellow students
answer them.

Bank Organization

Banks are usually organized to follow their functions and supply
the services as efficiently as possible. A bank’s size is also a
significant factor in determining how banks are organized. This can be
seen most directly by looking at the typical organization chart for
large versus small banks.
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Organization Chart of a Bank

Chief Administrative Officers
(including the Board Chairman and the President)

Lending Accounting and Fund-Raising
Division Operations Division and Marketing Trust
Division Division
Commercial Accounting and Tellers Personal
Loan Officers Audit Dept Trusts
New
Consumer Operations (check Accounts Business
Loan Officers clearing, posting, Trust
account verification,
and customer .
complaints) Advertlslpg and
Planning

The service operations of a small bank usually are monitored by
a cashier and auditor working in the accounting division and by vice-
presidents heading up the bank’s loan, fund-raising, marketing and
trust departments (if the bank offers trust services). These officers
report to the senior executives of the firm, consisting of the board
chairman, the president (who usually runs the bank from day to day),
and senior vice-presidents, who are responsible for long-range
planning and for assisting heads of the various departments in solving
their most pressing problems. Senior management, in turn, reports
periodically (at least once each month) to members of the board of
directors — the committee selected by the shareholders to set a policy
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and oversee the bank’s performance. There is often close contact
between top management and the management and staff of each line
division. Such banks present a relatively low-risk working environment,
but with limited opportunities for rapid advancement or for the
development of new banking skills. Nevertheless, such banks place
the banker close to the customer and give bank employees the
opportunity to see how their activities, especially in granting loans can
have a real impact on the vitality and quality of life in local
communities. The organization chart of a large money bank is much
more complex.

The large banks possess some potential advantages over small
and medium-size banks. Because the largest institutions serve many
different markets with many different services, they are better
diversified, both geographically and by product line, to withstand the
risks of a fluctuating economy. They also possess the important
advantage of being able to raise financial capital at relatively low cost
and the professional expertise to focus that new capital on the most
promising loans and business acquisitions.

Where law and regulations permit, the bank may form a branch
banking organization. The full range of banking services is offered
from several locations, including head office and one or more branch
offices.

Writing and Speaking Tasks
(To do Speaking Tasks see Language Bank, pages 262—-272)

I. Write sentences with the following words.

Example: more accessible / banks / ATMs / have / to customers /
made / by opening / themselves
Banks have made themselves more accessible to customers by opening

ATMs.

1. very costly / system / the cheque / is / to operate
2. into use / in / the cheque / the seventeenth / first / century / came
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. to make payments / the customer / authorise / the bank / may /

from the account

services / offer / a wide range of / commercial banks / their customers
payment services / almost / all / provide / banks

as payment agents / by conducting / act / banks / for customers /
current accounts

economies / banks / and / have influenced / for centuries / politics
banks / now / ATMs / most / than / have / more / branches

. Write questions to the following answers.

ooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooo

Currently commercial banks are regulated and required a bank
licence to operate.

ooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooo

A banker or bank is a financial institution that acts as a payment
agent for customers, and borrows and lends money.

Banks borrow money by accepting funds deposited on current
account, accepting term deposits and by issuing debt securities
such as bonds.

A bank generates a profit from the differential between the level of
interest it pays for deposits and other sources of funds, and the
level of interest it charges in its lending activities.

The term bankassurance is used to describe the sale of insurance
products in a bank.

III. List and briefly describe the most important services

which the commercial banks provide.

IV. Write the summary of the text.
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V. Check the summary of the text written by one of the
students and if it is necessary comment on the mistakes.

VI. Discuss the current status of commercial banks in Ukraine
and other countries. You may need to do a little research.

VII. Interview a partner about the organization of a bank he
or she knows well. Then write a description of the
organization of this bank and give it to your partner to
look through and comment on. Then describe a bank you
know well.

VIII. Discuss the problems which exist for commercial banks
in competing other financial intermediaries.

IX. What has happened to banks in Ukraine, in Britain and
many other countries?

X. What can you say about recent trends in banking?

XI. Give information about banking regulations — how banking
is controlled by rules.

XII. What has helped one bank to increase product sales in
some branches?

XIII. Which way of banking do you prefer, and why? What
services do you expect from a bank?

XIV. Use the Internet or other sources of information to make
the reports on topics:

e Banking System of Ukraine;
e Banking System of the USA;
e Banking System of Great Britain.
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Text B: Bank Accounts

A bank account is a monetary account with a banking
institution recording the balance of money for a customer. Bank
accounts may have a positive or credit balance where the bank holds
money on behalf of the customer; or a negative or debit balance where
the customer owes the bank money.

Broadly, accounts opened with the purpose of holding credit
balances are referred to as deposit accounts; whilst accounts opened
with the purpose of holding debit balances are referred to as loan
accounts.

Some accounts are defined by their function rather than nature of
the balance they hold. Bank accounts designed to process large
numbers of transactions may offer credit and debit facilities and
therefore do not sit easily with a polarised definition. These
transactional accounts are called by different names in different
countries: in the USA and Canada they are checking accounts, in the
UK current accounts.

There are two types of bank accounts for managing everyday
money: a basic bank account and a current account. Banks also offer a
range of accounts designed for medium or longer-term savings.
Savings or term accounts usually pay more interest than basic and
current accounts.

Basic bank accounts offer a convenient place to keep money
you need for everyday use. You can arrange to have wages, state
pension and benefits or tax credits paid into one. You can also pay in
cheques or cash free of charge, and set up «direct debits» which pay
regular bills automatically from your account.

With a basic bank account you get a cash card which you can
use at a bank machine to withdraw cash. Some also offer a «debit card»
that you can pay for items with, and get cash back; but with a basic
account these will only work if there’s enough money in your account.

You don’t get a cheque book with a basic bank account, and you
can’t take out more money than is in the account («go overdrawny).
For this reason basic bank accounts are useful for anyone worried
about overspending.
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Current accounts have more features than basic bank accounts.
For example, they usually offer:

e cheque book;

e cheque guarantee card (acts as a «guarantee» so makes cheques
more widely acceptable);

e debit card (some allow payments without checking your account);

e direct debits (automatic bill payments direct from your account);

e standing orders (regular set payments from your account to
someone of your choice);

e BACS (Bankers' automated clearing service) - the facility to accept
payments directly into your account (e.g. from your employer), or
for you to make one-off payments to someone else out of the account;

e overdraft facility - the bank may allow you to go overdrawn up to a
certain amount; but you need to arrange this in advance and charges
apply (you pay extra charges if you go overdrawn without an
agreement).

Some current accounts pay interest on money you leave in the
account, but the rate 1s usually low.

Banks offer a wide range of savings accounts. The main
differences between them are how quickly you can get at your money,
the minimum amount required to keep the account open and the type
and rate of interest rate paid. Savings accounts are accounts
maintained by commercial banks, savings and loan associations, credit
unions, and mutual savings banks that pay interest but can not be used
directly as money (by, for example, writing a cheque). These accounts
let customers set aside a portion of their liqguid assets that could be
used to make purchases while earning a monetary return.

Obtaining funds held in a savings account may not be as
convenient as from a demand account. For example, one may need to
visit an ATM or bank branch, instead of writing a cheque or using a
debit card. However, this transference is easy enough that savings
accounts are often termed near money.

Some savings accounts require funds to be kept on deposit for a
minimum length of time, but most permit unlimited access to funds.
True savings accounts do not offer cheque-writing privileges, although
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many institutions will call their higher-interest demand accounts or
money market accounts «savings accountsy.

All savings accounts offer lists of all financial transactions,
traditionally through a passbook, but also through a bank statement.

credit balance
debit balance
savings
benefit

tax credit
cash card

cheque book
overspending
liquid assets
return

demand account
passbook

Vocabulary

6664644

6664644

KpEeIUTOBE cajibjio (0aaHc)
nebeToBe canbao (6anaHc)
30€epeKeHHS, 3a0Ia[KECHHS
J0TIOMOTa

MOJJaTKOBA TLJIbra

IpoIIOBa KapTKa (711 OTpUMaHHS
TOTIBKH 3 aBTOMATa)

YeKOBa KHUKKA

nepeBUuTpara

000pOTHUM KammiTaa, 000pPOTHI aKTUBH
NpUOYTOK

0€3CTPOKOBUN PaXyHOK
OaHKIBChbKa pO3paxyHKOBa KHIKKA,
JIETIO3UTHA KHUKKA

Reading and Speaking Tasks
(To do Speaking Tasks see Language Bank, pages 262—-272)

I. Make up questions covering the content of the text and let
your fellow students answer them.

I1. Having read the text, what you can now say about:

e basic bank accounts;

e current accounts;
® savings accounts.

II1. Work with a partner who read the text to produce a summary
of the text. You need only mention the important points.

IV. Work in pairs. Ask each other about the terms and
conditions of different bank accounts.
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Unit Four

LENDING

Text A: Bank Lending
Text B: Credit

The unit aims to:

e explain what it means to serve the credit requirements

of the community;

e list the organizations which serve credit needs of the

community in less — developed and developed countries;

e describe what role the UK and US commercial banks

played in the mortgage finance market in past;
e name and describe the types of commercial loans;
¢ identify the types of consumer loans;

e describe savings and loan associations, savings banks and

credit unions;
e list the principles of classification of credits;

e define different types of credit.
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Warm—up activities

e Try to give brief explanations of the following terms:
moneylender, borrower, credit, loan, mortgage, lending rate,
creditworthiness, collateral, leasing, secured loan, unsecured
loan.

e How do banks decide who to lend money to?
e What types of loans do banks provide?

Text A: Bank Lending

One of the most important obligations of a commercial bank is
to try to serve the credit requirements of the community: that is, to
provide credit which will further the stability or growth of the
economy as well as improving the economic well-being of its citizens.
Credit needs of the community will be served whether commercial
banks serve them or not. For example, in many less-developed
countries (where banking systems are underdeveloped), informal
markets for credit exist, usually in the form of moneylenders.
Cooperatives and small savings banks also tend to provide credit
facilities where the role of commercial banks is limited.

Developed countries’ financial systems have numerous competitive
institutes and government agencies serving credit needs. The non-
bank financial institutions tended to supply credit to sectors which the
commercial banks either failed to recognise or neglected. For
example, in the UK, building societies dominated the mortgage
finance market up until the early 1980s when the commercial banks
decided to «get into» this market: UK commercial banks extended
hardly any retail credit until the mid-1960s. Similarly, commercial
banks in the US were generally not prepared to make the volume or
kind of mortgage loans for which the public turned to the savings and
loan association in large numbers during the 1960s. Historically,
commercial banks throughout the developed world tended to
concentrate on short- to medium-term corporate lending with
specialist non-bank institutions dealing with consumer credit and
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corporate long-term credit needs. The advent of the «retail banking
revolution» during the 1960s resulted in many commercial banks
turning their focus toward the profitability of the retail market, and
this resulted in a substantial increase in the supply of consumer credit
by commercial banks. Longer-term credit needs tend still to be
supplied by government-owned long-term investment banks, or
subsidiaries of commercial banks offering venture capital etc.
Although most commercial banks take their highest risks in their /oan
portfolios, yields on loans have historically been higher than on
investments. In periods of s/lack loan demand, the opposite is the case.
Overall, however, the returns on loans will be higher than the returns
on investments and the provision of loans will continue to be the main
function of commercial banks.

Bank loans also help to cement banking relationships, particularly
with corporations; for example, many banks only lend to firms that
keep deposit balances at the bank, and most firms monitor these
balances at banks which they believe are willing to fill their borrowing
requirements.

Commercial Loans

Commercial loans can be constructed to fulfil the needs of
industrial customers. There are five main types:

* the open line of credit,
the transaction loan,

the working capital loan,
* revolving credit,

the term loan.

Open lines of credit

Open lines of credit are generally given to creditworthy
customers, who have had a long-standing relationship with the bank.
Open lines of credit require no collateral and therefore banks must
examine the potential borrowers very carefully. Once the banks decide
to offer such a service, the customer i1s informed as to the maximum
amount it can borrow; the price it will have to pay, and the need, in
certain instances, to pay off all its borrowings once a year. Lines of
credit agreements are very informal and are not legally binding.
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Transaction loans

Whereas the purpose of the open line of credit is to fulfil
temporary recurring credit needs, transaction loans are for temporary
loans that occur only once. Demand is infrequent and therefore the
terms of such loans are negotiated on an individual basis. These loans
are usually secured on assets. The money to repay the bank is
generated from the assets upon which the loan is secured.

Working capital loans

These types of loans are usually undertaken by firms which
require funds to finance medium-term increases in current assets.
Working capital loans are often used to purchase current assets or the
repayment of recurrent debt obligations. Unlike transaction loans
which are expected to be repaid by the sale of an asset, working
capital advances are expected to be serviced and repaid through cash
flow. These types of loans tend to have fixed time periods and are
secured on the current assets that are being financed.

Revolving credit

This is similar to the open line of credit except that it is a formal
agreement set up for a longer period of time — generally two to three
years. There is an unconditional commitment made by the bank to
lend when the borrower makes a request under the facility. This type
of facility is almost always given only to the larger creditworthy
companies. Repayment comes out of cash flow or through funding
with longer-term debt.

Term loans

These loans are generally used for the purchase of fixed assets
(usually maturities) and run from three to five years, although longer-
term facilities are often granted. The whole amount or portions of the
loan can be used over the agreed period. Repayment is specifically
expected to be out of cash flow and therefore most term loans are
repaid on an amortised basis.

There are many other sources of credit available to firms other
than loans - for example: overdraft facilities, trade credit facilities,
leasing and factoring business etc.
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Consumer Loans

Consumer loans extended by banks include instalment loans
and non-instalment loans, and loans at fixed rates of interest and at
variable rates of interest. Consumers have access to credit through
many means (overdtaft facilities and credit cards); the following will
examine only loans.

Personal loans

These are instalment credits, normally extended for fixed
periods and at fixed rates of interest, although variable-rate personal
loans are widely available and are used for all manner of purposes
such as cars, consumer durables, home improvements, holidays etc.

Revolving credit accounts

Consumers make a regular monthly payment to an account and
are given the option of borrowing up to a given multiple of their
monthly payment. The revolving credit is extended at variable rates.

Housing loans

These are long-term loans to owner-occupiers usually from a
minimum of 15 years to as long as 50 or 60 years. Typically housing
loans are secured on a first or second mortgage on the property and
amount to between 50 and 90 per cent of valuation.

Housing loans are subject to a minimum of between two or three
times a borrower’s gross annual income or alternatively they are
limited by the requirement that monthly repayments should not
normally exceed 20 to 30 per cent of net monthly income. Mortgage
loans also differ with regard to pricing and pattern of repayment.

Home-equity access loans

This is a type of revolving credit facility that is secured by a
second mortgage on the free equity value (the difference between the
market value of property and outstanding first mortgage).

This is a facility for the provision of secured consumer credit. It
has become increasingly popular in the US and UK in recent years.
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lending

obligation

credit requirements
further

well-being
moneylender
neglect

mortgage

extend

retail credit

savings and loan association

short-term

long-term
medium-term
consumer credit
venture capital

loan portfolio

yield

slack

monitor

commercial loan
industrial customer
open line of credit
creditworthy customer
long-standing relationship
collateral

borrowing
transaction loan
temporary
recur

infrequent

Vocabulary

6 6464646 66668686666866686866 4466864844656
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KpEIUTYyBaHHS, TO3UYaHHS
3000B’s13aHHS, 000B’ 30K
noTpeOu KpeaAUTyBaHHS
CIIPUATH

100po0yT

JUXBap

3HEBAXKATH, HEXTYBATH
1IIOTEKa, 3acTaBa

HaJlaBaTy (IIO3UKY, KPEAUT),
MOIITUPIOBATU

KPEIUT po3ApiOHOT TOPTIBIIi
MO3UYKOBO-OII[a{HA ACOITiallis
KOPOTKOCTPOKOBHM
JOBTOCTPOKOBUH
CEpEAHBOCTPOKOBUH
CIIOKUBYMU KPEIUT
BKJIQJICHUM 3 PUBUKOM KariTal
nopTdenb KpeauTIB
npUOYyTOK

CIIa0KU, MIISIBUA
KOHTPOJIIOBATH, CIIOCTEpIraTh
KOMeplIiitHa o31Ka
IIPOMHUCIIOBUAM CIIOKUBAY
BIIKpUTA KpPEAUTHA JIIHISA
KPEIUTOCTIPOMOKHUHN KITIEHT
JTOBTOTPUBAJIAN 3B’ 130K
3a0€3MeUYeHHs KPeauTy,
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MO3UYKA, KPEAUT

oriepalliifHa mo3uKa
TUMYACOBUH

B110yBaTHUCS 3HOBY,
MOBTOPIOBATUCH
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terms
generate
secure

working capital loan
current assets

debt obligations
advance

cash flow

revolving credit

term loan
fixed assets
maturity
amortize
leasing
factoring

consumer loan
instalment loan (credit)

fixed rate of interest
variable rate of interest
personal loan
consumer durables

revolving credit account

option
multiple
housing loan
valuation

gross annual income
net monthly income
outstanding

6686 6464646 & 6464646 44 68686464686 446468684 4644
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YMOBU
CTBOPIOBATH

3a0e3neuyBaTy, rapaHTyBaTH,
CTpaxyBaTH
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aBaHC

pPyX TPOIIOBOT TOTIBKHU

KPEJIUT, 110 TIOHOBJIFOETHCS
aBTOMATUYHO
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OCHOBHMI KamiTaj
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Vocabulary Tasks

I. Study the following words and phrases. Recall the sentences in
which they are used in the text. Use them in sentences of
your own.

Collateral; term loan; lending; consumer credit; creditworthy
customer; monitor; commercial loan; savings and loan association;
obligation; fixed rate of interest; gross annual income; venture capital;
retail credit; open line of credit; outstanding; personal loan; secure;
advance; leasing; working capital loan; transaction loan; revolving
credit account; instalment loan; mortgage; loan portfolio; current
assets; fixed assets; option; factoring; revolving credit; credit
requirements; housing loan; maturity; consumer loan; long-standing
relationship; variable rate of interest; moneylender; terms; consumer
durables; generate; industrial customer; valuation; yield; net monthly
income; debt obligations; borrowing; short-term and medium-term
lending; amortize; cash flow; well-being; neglect; slack; further;
temporary; extend; multiple.

I1. Replace the Ukrainian words and phrases by appropriate
English equivalents. Translate the sentences.

1. (KopotkocTtpokosi mo3uku) finance borrowers with short-lived and
project-oriented needs for funds.

2. Normally, as a condition of the (kpemutHoi miHii), the agreement
requires that the customer be out of debt to the bank for some
period of time during the year.

3. The bank may increase the (3abe3meuenHs kpeauty) and
restructure the (mo3uky).

4. Line-of-credit (mo3uku) usually (3abe3neuyrorbes) with inventory,
accounts receivable, or (OCHOBHUM KaIIiTajioM).

5. (Kpenutu, 1110 TOHOBIIOIOTECA aBTOMaTU4HO) finance the expansion
of (obopoTtHoro kamitany) or the retirement of current liabilities.

6. The bank loan is normally secured by the borrower’s fixed assets,
including a (inoteky) on land.
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7. (ITo3uku obopoTHOro Kamitany) are often used to purchase current
assets or the repayment of (OoproBux 3000B’s13aHb ).

8. (CnmoxuBuuii kpeaut) has become more affordable because of
below-market prices on manufacturers’ credit.

9. The predominant type of borrowing used by consumers is (kpeaut
3 TOTalleHHSIM y po3cTpouky) that the consumer repays on an
(amopru3ariitnmii) basis, typically over several years.

10.Following World War II, installment lending was quickly
legitimized by millions of consumers who were eager to obtain
(co>kuBYl TOBapW JNOBTrOTpUBaioro kopuctyBaHHsi) that had not
been available during the war.

III. Change the noun form into the verb and adjective forms.
You may want to use a dictionary.

Example: obligation (n) — oblige (v) — obligatory (adj)

Credit, extension, neglect, consumer, venture, yield, slack,
customer, collateral, recurrence, term, security, advance, revolver,
maturity, amortization, leasing, valuation, lender, borrower.

IV. Complete the following sentences with the correct
derivatives of the words in brackets.

1. US banks ..... billions of dollars to Third World countries in the
1970s. (lender)

2. The cheque has been .... To the customer’s account. (credit)

3. They ....heavily from the bank to start their new business.
(borrowing)

4. If abank .... credit to someone it lends them money. (extension)

5. Jeff ..... his whole fortune on one throw of the dice.
(venturesome)
6. To .... means to promise that if you cannot pay back money you

have borrowed, you will give the lender goods or property of the
same value instead. (security)
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7. The time when a financial arrangement such as bond or policy
becomes ready to be paid is called .... . (mature)

8. They decided to ... the building to another company. (leasing)

9. Signing a contract places you under a long — term .... . (obligatory)

10. Her life seems to ... around her career. (revolving)

V. For each word, write one which means the opposite.

Gross, income, lending, reduce, variable, short-term, continuous,
frequent, current, stability, formal, limited, succeed, wholesale, minimum,
liabilities, unsecured, purchase, exclude, irregular, installment.

VI. Match these words as they occur in the text. Translate the

phrases.
1. savings and loan a) credit
2. venture b) customer
3. consumer c¢) annual income
4. debt d) account
5. revolving credit e) capital
6. gross f) association
7. current g) obligation
8. term h) rate of interest
9. creditworthy 1) assets
10. variable J) loan

VII. Choose the explanation for each of these words and
phrases.

1. venture capital a) someone whose business is to lend money
to people, especially at very high rates of
interest

2. moneylender b) a facility, such as a bank overdraft, which
allows the holder to draw credit up to a
certain agreed amount
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3.

4.

lending rate

creditworthiness

. line of credit

. collateral

. leasing
. credit

funds which are invested in a business
with a risk

a process of hiring rather than buying
fixed assets

the rate of interest that you have to pay to
a bank or other financial institution when
you borrow money from them

the characteristic of being reliable in the
repayment of borrowed money

secondary or supporting security for a loan
an arrangement with a shop, bank etc. that
makes it possible for you to buy something
and pay for it later

VIII. Find words and phrases in the text which mean:

N —

SO PN LW

a feeling of being comfortable, healthy, and happy

to watch and check a situation carefully in order to see how it
changes or progresses over a period of a time

the way in which people or groups behave towards each other
someone who is borrowing money

an amount of money that you borrow from a bank

land, buildings, or equipment that a business owns and uses

a moral or legal duty to do something

the money that is available to be used for the costs of a business
services that are provided

O the state of producing a profit, or the degree to which a business or
activity is profitable

IX. Fill in the blanks with prepositions.

Thrifts: Savings and Loan Associations

and Savings Banks

Thrifts, as savings and loan associations and savings banks are
commonly called, have traditionally served as sources ..... home
mortgages. However, they also offer passbook accounts, time deposits,
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traveler's checks, and a variety ...... other banking services at rates
competitive ....... commercial banks. A savings and loan association
(S&L) is a thrift institution offering both savings and checking
accounts and using most of its funds ...... make home mortgage loans.
Their original purpose was ....... encourage family thriftiness and
home ownership, hence the common term «thrift». For years, S&Ls
were permitted ...... pay slightly higher interest rates to savers than
could commercial banks. Deposited funds were then used to make
long-term, fixed-rate mortgages ...... prevailing mortgage rates.

Savings banks, also known as mutual savings banks, are
virtually identical to S&Ls. Their origins can be traced to the early
1800s ...... Boston and Philadelphia, where they were established to
provide interest ...... savings accounts. The early US banks did not
provide such accounts, and the first savings banks were designed
....... meet the savings and borrowing needs of individual households.
Their early missions are suggested by such names as Emigrant
Savings Bank, Dime Savings Bank, and Seamans Bank for Savings.
The approximately 600 savings banks are concentrated ...... the New
England states.

Traditionally, both S&Ls and savings banks housed savings
deposits that they used ...... loans and home mortgages. Deregulation
during the 1980s broadened their role, and thrifts took on new
activities, such as making commercial loans, engaging ...... consumer
leasing, providing trust services, and issuing credit cards.

Credit Unions

A credit union is actually a form of savings cooperative and is
typically sponsored ...... a company, union, or professional or
religious group. The credit union pays interest to its member
depositors, and the nation's 12,800 federally insured credit unions
can provide consumer loans at competitive rates ...... their members.
While credit unions tend ...... be relatively small, with only 30
percent having assets of $5 million or more, they exist in every state
and claim nearly 53 million members. Credit unions today have
outstanding loans of almost $113 million.
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Credit unions have traditionally concentrated ...... short-term
and consumer loans and savings deposits; their operating flexibility
has increased as a result ...... deregulation. As mentioned earlier, they
offer an interest-bearing checking account called a share draft account
and can make long-term mortgage loans. Other services available to
member depositors and borrowers typically include life insurance
...... competitive rates and financial counseling.

X. Fill in the blanks with the most appropriate words from the
list.

A
1. property 6. creditor
2. collateral 7. additional
3. fully 8. fulfillment
4. money 9. possession
5. right 10. assets

Collateralisation of Credit

Collaterals ensure that interest payments and repayment can be
made ...... and on schedule.

It is distinguished:

a) true personal credits = blank credits which imply relinquishment
of all collaterals;
b) reinforced personal credits

without collateralisation with real ...... ,bute.g.
o assignment of receivables. Transfer of a claim against third
parties from the debtor to the ...... (e.g. claims from sales or

saving deposits),
o guarantee. Legal liability of a third party (guarantor) for the
....... of the debtor's liabilities;
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c) credits secured by real property = collateral loan
Credits are secured either by pledges (mortgage, land charge) or by
assignments as security of fixed ........ (mainly real property):
o pledging = right of lien
It is called pledging, if for (pledged) items (especially real
property) or rights a right of lien (chattel mortgage) is ordered from

the debtor to the creditor as ...... for a debt claim and the corporeal
thing itself is handed over. The right of lien allows the beneficiary to
claim a specified amount of ...... from the pledged item (e.g. in case

of an execution sale by way of public auction).
e assignment as security
Compared to pledging, where the handing over of the pledged
items 1is necessary, the collateral is only assigned as security by

contract in this case. In this process only the property ...... on the
collateral is handed over to the creditor, but not the collateral itself.
The collateral remains in the ...... of the debtor. Assignments as
security usually serve as ...... securities.
B

1. to repay 5. aloan

2. loan policies 6. borrowed funds

3. the customer 7. the loan officer

4. credit 8. the borrower

The loan officer must be convinced that the customer has a well-
defined purpose for requesting a bank ..... and a serious intention to
repay. If the officer is not sure exactly why the customer is requesting
...... , this purpose must be clarified to ...... . And once the purpose is
known, ...... must determine if that purpose is consistent with the
bank’s current ...... . Even with a good purpose, however, the loan
officer must determine that ...... has a responsible attitude towards
using ...... . The customer must be truthful in answering the bank's
questions and must make every effort ...... what is owed.
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II.

Nk =

~ o

Reading Tasks

Answer the questions using the information from the text.

. What is one of the most important obligations of a commercial

bank?
What does it mean to serve the credit requirements of the
community?

. What organizations serve credit needs of the community in less-

developed countries?

What institutions serve credit needs of the community in
developed countries?

Why did the non-bank financial institutions tend to supply credit?
What role did the UK and US commercial banks play in the
mortgage finance market in past?

What types of commercial loans do banks provide? Describe each

type.
What types of consumer loans do banks provide? Describe each

type.

Mark these statements T (true) or F (false) according to
the information in the text. Find the part of the text that
gives the correct information.

Consumer loans are provided to industrial customers.

Only commercial banks provide credit facilities.

Working capital advances are serviced and repaid through cash flow.
The revolving credit is extended at variable rates.

Overdraft facilities, trade credit facilities, leasing and factoring
business are sources of credit other than loans available to firms.
Open lines of credit require collateral.

Term loans are used for the purchase of fixed assets and run from
three to five years.

The advent of the «retail banking revolution» during the 1960s did
not result in commercial banks.
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9. The purpose of transaction loans is to fulfil temporary recurring
credit needs.

10. Personal loans are normally extended for fixed periods and at
fixed rates of interest.

11. Housing loans are not secured on a mortgage on the property.

12. Longer-term credit needs tend to be supplied by government —
owned long-term investment banks, or subsidiaries of commercial
banks offering venture capital.

II1. Can you remember in what context the following expressions
were mentioned? Refer to the text only if you need to.

loan portfolios
economic well-being
consumer durables
debt obligations
industrial customers
net monthly income
home improvements
instalment loans

9. revolving credit
10. credit facilities
11. «retail banking revolution»
12. open lines of credit
13. working capital loans
14. personal loans

PN R DD =

IV. Without looking back at the text, exchange its content
with someone who read the text too.
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Writing and Speaking Tasks
(To do Speaking Tasks see Language Bank, pages 262—-272)

I. Write sentences with the following words.

Example: customers / industrial / are extended / most / and / bank
credits / commercial / to
Most bank credits are extended to commercial and industrial
customers.

1. the cheapest / of / the overdraft / borrowing / form / is
2. lenders / also / real estate field / commercial banks / in / are /

important / the

3. the loan portfolio / in banking / risk / to be / in / tends /
concentrated

4. involves / analysis / a review / of the documentation / collateral /
and / a detailed

5. loan rates / establish / for / banks / of customers / different
classes / on the basis / the prime rate / of

6. the application process / the initial interview / the loan officer /
which / deals with / involves

7. include / and / consumer loans / instalment loans / non-instalment

loans

usually / on assets / are / transaction loans / secured

9. given / creditworthy / open lines of credit / are / to / generally /
customers

10. fixed / working capital loans / time / have / periods

0

I1. Write questions to the following answers.

Loans are among the highest-yielding assets a bank can add to its
portfolio.

One of the most difficult tasks in lending to business firms is
deciding how to price the loan.
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Personal loans are instalment credits, extended for fixed periods
and at fixed rates of interest.

The non-bank financial institutions tended to supply credit to
sectors which the commercial banks either failed to recognize or
neglected.

Open lines of credit are generally given to creditworthy customers,
who have had a long-standing relationship with the bank.

Working capital loans are often used to purchase current assets or
the repayment of recurrent debt obligations.

Banks make loans of reserves to other banks through the federal
funds market.

The money to repay the bank is generated from the assets upon
which the loan is secured.

Revolving credit is similar to the open line of credit except that it
is a formal agreement set up for a longer period of time — generally
two to three years.

II. List and briefly describe the main types of commercial
and consumer loans.

IV. Write the summary of the text.

V. Check the summary of the text written by one of the
students and if it is necessary comment on the mistakes.

VI. Discuss what makes a loan attractive to the bank and
customer.

VII. Explain how a bank can reduce the risks involved in
granting a loan.
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Text B: Credit

The main aim of the credit system world-wide is to raise
investments for the economy of the country. So the credit system
should attract clients to borrow money from the bank by offering low
interest rates and, simple procedures.

Credits are defined as a transfer of means of payment for a
limited period of time. In this process for a specified period of time
the lender (creditor) relinquishes the use of his means of payment and
entrusts it to the borrower (debtor), who pays interest as compensation.

There are different principles of classification of credits.
Classification of credits according to:

a) Maturity
* short-term (seasonal) credit
» medium-term credit
* long-term credit

b) Debt service
* installment credit
* annuity credit
* credit with final maturity

¢) Collateralisation of loan
* true personal credit (blank credit)
* reinforced personal credit
* credits secured by real property

d) Origin of credit
» bank credit
* dealer credit
* private credit

e) Use of credit
o credit for production
— short-term operation credit
— investment credit
* consumer credit.
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There are different types of credit:

a) credit in current account

The credit in current account is granted by banks by allowing an
overdraft on the current account (giro account). This type of financing
serves the covering of the periodic or short-term capital requirements.
The credit in current account is a short-term credit, which can be
claimed by the borrower at any time according to his requirements up
to the agreed limit.

b) dealer credit commodity credit
trade credit supplier credit

For a dealer credit the supplier grants a credit by extending the
time allowed for payment. The collateralization is effected by
reservation of ownership or bill of exchange. This type of credit does
not require a fixed credit contract.

¢) bill of exchange

A bill of exchange contains the order of the drawer (creditor) to
the drawee (debtor) of the bill to pay a specified sum of money to the
drawer or a third party (payee of a bill) at a certain date (usually after
three months).

d) loan

Loans are medium-term to long-term (bank) credits. The loans
are usually secured by a mortgage (right of lien) on the real property
of the customer.

The following modes of repayment are distinguished:

— loan with final maturity: total repayment at the end of the maturity
period, interest payment either within or also at the end of the
maturity period;

— redeemable loan = installment loan: equal rates of repayment and
decreasing interest payments over the period of maturity because
the debts are reduced by the repayment;
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— annuity loan: constant debt service (interest + repayment) over time
with a decreasing share of interest payment and a proportionally
increasing share of repayment.

Credit-worthy are persons, groups and farms which can be
expected to fulfill the contractual obligations from credits. The credit
worthiness depends on personal and material preconditions:

* Personal credit worthiness
The personal credit worthiness is fulfilled, when the creditor
trusts the debtor due to certain qualities like diligence, honesty,
competence and reliability.

* Material credit worthiness
— Collateralization of the credit with real or nominal capital.
The borrower can secure the credits by real property or bank
deposits (high level of security for the bank).
— Proof of the ability for debt service.

Credit operations are the operations of giving loans to bank
clients and receiving, in exchange interest rates on those loans. Credit
operations are the main operations of a bank. Banks are the biggest
center of credit. Credit operations form the main specific weight of
any bank’s assets because they give the biggest profit to the banks.

Vocabulary
lender (creditor) o6  Kpeautop (MO3UKOIABEIb)
relinquish o6  BIAMOBISATHUCH BIJI
entrust s  JIOBIpSTH, IOPYYaTH,
nepeaaBaTu
borrower (debtor) o6  TO3UYAIBHUK (OOPKHUK)
maturity o  TEPMIH, CTPOK OOProBOro

3000B’s13aHHS
short-term (seasonal) credit  « KOPOTKOTEpMIHOBHI (CE30HHHUI)
KpeIuT
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medium-term credit s  CEepeIHbOTEPMIHOBHUI KPEIUT

long-term credit s  JIOBIOTEPMIHOBUI KPEIAUT

debt service «6  CIUIaTa IJIaTeXiB 1 BIACOTKIB

installment credit o6  [I03HMKa, 110 CIUIAYY€EThCS
JacTUHAMU

annuity credit o  aHYITEeTHUU KpPEAUT

credit with final maturity s  T03MKAa, IO CIJIAYy€EThCA B
KIiHIII CTPOKY

collateralization of loan o6  3a0€3IEeUCHICTh KPEIUTy

true personal credit (blank o6  YUCTUM MEPCOHATBLHUM

credit) (Os1aHKOBHIT) KpeUT

reinforced personal credit «6  3a0e3MeueHH NepCOHATbHUIMA
KpeIuT

credit secured by real property &  kpenaur, 3a0e3redeHU MaitHOM

origin of credit o  TOXO/KEHHS KPEAUuTy

bank credit o6  0aHKIBCHKHM KPEIUT

dealer credit o6  TOPTrOBHM KpEIUT

private credit o6  TIPUBATHUMN KPEAUT

use of credit o6  BHUKOPHUCTAHHS KPEIUTY

credit for production s  MPOAYKTUBHUUN KPEIUT

short-term operation credit o6 KPEIWT JIsl 3aC001B BUPOOHHUIITBA

investment credit o6  KPEIUT JJIA KarmiTaabHOTO
OyIIBHUIITBA

consumer credit o  CIHOXXKUBUMM KpPEAUT

credit in current account s KOHTOKOPEHTHUH KpEIUT

giro account o  KHPO PAXYHOK

dealer credit o6  KpPEeAUT MPOJABIIIO

trade credit s  TOProBUI KpeIuT

commodity credit s  TIJITOBAPHUIN KPEIUT

supplier credit o6  KPEIWUT MoCcTadaabHUKA

bill of exchange «6  BEKCEJb

drawer (creditor) s  BEKCeJie/IaBellb (TpacaHT)

drawee (debtor) «6  OOpXKHHK (Tpacar)

payee of a bill o6  PEMITEHT

loan o6  T03MKa

o0
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mortgage (right of lien) «6  1MoTeka (3acTaBHE MPaBo)
real property s  HEPYXOMICTh
loan with final maturity «$ MO3UKA 3 KIHIIEBOIO CILIATOIO
redeemable loan «6  TI03MKa 31 CILIaTOI0

Y BUSHAUYEHUMN CTPOK
installment loan o6  TI03MKa 3 BUILIATaMU
annuity loan s6  aHyiTETHA ITO3HMKa
share of interest s  YacTKa IPOIICHTIB
contractual obligations «6  JIOTOBIpHI 3000B’sI3aHHS
personal and material s  0COOMCTI Ta MaitHOBI
preconditions neperyMOBH
personal credit worthiness «6  0COOMCTa KPETUTOCIIPOMOKHICTh
material credit worthiness s  MarepiajibHa KpPEeaUTO-

CITIPOMOKHICTB
proof o6  TITBEPKCHHS

5

debt service 00cITyroByBaHHs 00pry

Reading and Speaking Tasks
(To do Speaking Tasks see Language Bank, pages 262—-272)

I. Make up questions covering the content of the text and let
your fellow students answer them.

I1. Having read the text, what you can now say about:

e principles of classification of credits;
e types of credit;
e creditworthiness.

III. Work with a partner who read the text to produce a
summary of the text. You need only mention the important
points.

IV. What types of credit have you used? Why have you chosen
them?
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Financial Management

Unit Five

FINANCE AND THE ROLE OF THE FINANCIAL
MANAGER

Text A: Responsibilities of the Financial Manager

Text B: Financial Plan

The unit aims to:
e define finance(«corporate finance»);
o list the responsibilities of a financial manager;
e explain what a financial manager’s overall objective is;
e explain what cash flow planning is;
e describe the managerial finance function;

e identify the difference between finance, economics and
accounting;

e explain what a financial plan is;

e define financial control.
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Warm-up activities

e Try to give explanations of the following terms: finance,
financial assets, cash inflows and outflows, financial
requirements, company's earnings and costs, financial adviser,
treasurer, controller, financial plan.

e What area of finance do you want to work in, and why?

e What are the responsibilities of financial managers?

Text A. Responsibilities of the Financial Manager

The way a company handles its finances can make the difference
between life and death for the firm. Firms that expand too rapidly and
do not plan their cash flows carefully can find their businesses
tottering on the brink of bankruptcy. And how well investors
understand a company’s finances can seriously affect their personal
profits or losses.

The business activity concerned with determining a firm’s long-
term investments, obtaining the funds to pay for those investments,
and conducting the firm’s everyday financial activities is known as
finance (also called «corporate finance»). Production managers are
responsible for planning and controlling a firm’s output of goods and
services. Marketing managers plan and control the development and
marketing of products. Similarly, financial managers plan and control
the acquisition and dispersal of a company’s financial assets.

Financial managers have many responsibilities. These include
collecting funds, paying debt, establishing trade credit, obtaining
loans, controlling cash balances, and planning for the firm’s future
financial requirements. But a financial manager’s overall objective is
to increase the value of the firm and thus to increase stockholders’
wealth. To reach this goal, financial managers must ensure that the
company’s earnings exceed its costs — in other words, that the
company earns a profit. In proprietorships and partnerships, profits
translate into an increase in the owners’ wealth. In corporations,
profits translate into an increase in the value of common stock.
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Managing Cash Flow (Cash Flow Planning). To increase the
firm’s value, financial managers must make sure the company always
has enough funds on hand to purchase the materials it needs to
produce goods and services. At the same time, any funds not needed
immediately must be invested to earn more money for the firm. This
management of a firm’s cash flow requires careful planning.
Otherwise, excess cash balances will sit idle (and therefore be
unproductive) or cash deficits will occur.

How extensive is the idle cash situation in businesses? More and
more companies are learning that these idle funds can become a
profitable workhorse. By finding out where its idle cash is located and
putting it to work, companies avoid borrowing from outside sources.
The savings on interest payments can be substantial.

Pools of idle cash can often be found in checks that are received
by a company but not cashed immediately. To remedy this situation,
companies that receive large numbers of checks can have them sent to
lockboxes — addresses near the senders where checks are held in
locked boxes for safekeeping. Another source of idle cash can be
found in the checks issued by a company but not yet cashed.

Some firms use special «controlled disbursement» accounts to
keep track of these funds. In these accounts, managers use desktop
computers wired directly into their banks to see which checks will be
cleared by which banks at what times during the day.

Accurate information about current cash status isn’t enough for
good cash management, however. Managers also need to plan cash
flows days, weeks, and months ahead of time. Accurate projections
allow firms to take advantage of high-yielding investment opportunities.
Many businesses choose to use special financial advisers for this purpose.

Vocabulary
financial management «6 yIpaBIiHHA PiHaHCAMU
handle «6 PEryJIIOBaTH, 311MCHIOBATH KOHTPOJIb
finance «6 (piHaHCHU
cash flow s PyX I'POIIOBOI FTOTIBKU
totter o5  XHUTaATUCA
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brink

bankruptcy
long-term investments
financial manager
acquisition
dispersal
financial assets
responsibility
trade credit
financial requirements
overall

objective

ensure

earnings

exceed

costs
proprietorship
partnership
owners’ wealth
common stock

on hand

deficit

extensive

idle cash

interest payment
substantial
disbursements
accurate

current

status

investment opportunities

financial adviser

6666668686868 46866466666464648648686864866664646 4646

Kpau

OaHKPYTCTBO

JIOBFOCTPOKOB1 1HBECTHII11
(h1HaHCOBUI MEHEIKED
pU10aHHS
PO30CepEeKEHHS, PO3IOILICHHS
(p1HaHCOB1 aKTUBU
B1JIIOBIIAJIbHICTE, 000B’ I30K
KOMEPIIHHUI KPEIUT
(1HaHCOB1 MOTPEOHU
3araJibHUuu

MeTa, 3aBIaHHs
rapaHTyBaTH, 3a0e31euyBaTi
0X1/1, MpuOYTOK, HAAXOKCHHS
NIepEBUIIYBATH

BUTpATH

BJIACHICTh

TOBApUCTBO, KOMIIAHISI
MaitHO BJIACHUKIB

3BMYaiiHa aKIiis

HassBHUM, Y HasIBHOCTI
nedinuT, HecTava
MOLIUPEHUN, TPOJOBKECHUN
HEBUKOpHCTaHa (BUIbHA) TOTIBKA
CILJIaTa MPOLICHTIB

1CTOTHUM

BUILIATH, BUTPATH

TOYHUH

MMOTOYHUI

CTAHOBMIIIE, CTaH, CTaTyC
1HBECTHULIIMH1 MOYKJIUBOCTI
(¢b1HaHCOBUI KOHCYJIBTAHT
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Vocabulary Tasks

I. Study the following words and phrases. Recall the sentences
in which they are used in the text. Use them in sentences
of your own.

Financial requirements; owners’ wealth; costs; cash flow; finance;
current cash status; ensure; deficit; on hand; extensive; financial
adviser; long-term investments; financial management; overall
objective; idle cash; responsibility; acquisition; financial assets;
proprietorship; controlled disbursements; company’s earnings; the
brink of bankruptcy; interest payment; exceed; investment opportunities;
common stock; financial manager; trade credit; handle finances;
partnership; dispersal; substantial; accurate.

I1. Replace the Ukrainian words and phrases by appropriate
English equivalents. Translate the sentences.

1. (®dinancoBuit MeHemxkep) is responsible for both meeting
expenses and increasing profits for the firm’s stockholders.
2. America West declared (0ankpytcTBo) in July 1991.
3. The financial manager must worry about the firm’s solvency, i.e.
having adequate funds (y HasiBHOCTI) to satisfy operational needs.
4. Knowledge about (pyx rpomoBoi roriBku) enables to avoid
insolvency.
5. A charity might make (Burmuatu) from money it has collected to
the causes 1t was formed to support.
6. The company’s (Haaxomxenus) have dropped by 5% in the first
quarter.
The head of a large company has many (000B’s13kH).
. (ImBectuiiini MmoxxuBOCTI) of some businesses are limited.
9. The Board decided to listen to the independent (dbinancoBuii
KOHCYJIBTAHT).
10. The stockholders may control the (po3moaiienHs ¢iHaHCOBHUX
aKTUBIB KOMIIaHI1).

o0 =
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III. Change the noun form into the verb and adjective forms.
You may want to use a dictionary.

Example: finance (n) — finance (v) — financial (adj)

Manager, expansion, bankruptcy, responsibility, acquisition, cost,
extension, flow, object, idler, adviser, balance, payment, control,
product.

IV. Complete the following sentences with the correct
derivatives of the words in brackets.

1. Someone who controls or lends large sums of money is a ... .
(finance)

2. The company's failure was mainly due to bad ... (manage)

3. The population of the town ... rapidly in previous years.
(expansion)

4. The recession has made many small companies go
(bankruptcy)

5. She was given promotion and more ... (responsible)

6. Mr Brown will be a valuable ... to the staff of our company.
(acquire)

7. Money has been ... into the country from Western aid agencies.
(flow)

8. They are waiting for an independent financial ... next week.
(advice)

9. We need to strike a ... between the needs of the community and
the rights of the individual. (balance)

10.The Johnson family has effective ... of the company, owning
almost 60% of the shares. (controllable)

V. For each word or phrase, write one which means the
opposite.

Inaccurate, information, losses, particular, objective, assets, cash
surplus, increase, directly, responsible, careful planning, lending,
long-term investments, dispersal, insufficient funds, to lose track of, to
be productive, past cash status.
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VI. Match these words as they occur in the text. Translate the

phrases.
1. 1dle a) safekeeping
2. long-term b) requirements
3. boxes for c¢) information
4. cash d) cash
5. controlled e) flow
6. overall f) investments
7. financial g) disbursement
8. company’s h) objective
9. accurate 1) earnings

VII. Choose the explanation for each of these words and

phrases.

1. cash flow a) business function of effectively obtaining and
managing funds

2. fund b) the profit that a company makes

3. finance c) the volume of cash moving into and out of a
business

4. financial d) expenditures required in order to produce

manager some specified output or benefit
5. earnings e) a sum of money held for a specified purpose

6. disbursement  f) individual in an organization responsible for
developing and implementing the firm’s
financial plan and for determining the most
appropriate sources and uses of funds

7. costs g) a legitimate payment of money out of some
fund

VIII. Find words and phrases in the text which mean:

1. large enough in amount or number to be noticeable or to have an
important effect
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2. aperson who gives advice
edge of something unknown, dangerous or exciting

4. a business owned by two or more partners who share the profits
and losses

5. the state of being unable to pay your debts
the act of spending things over a wide area
7. anything of economic value owned by a firm or an individual

(U]

N

IX. Fill in the blanks with prepositions.

Managerial Finance Function

Most business plans and decisions are measured .... financial
terms, and the financial manager consequently plays a key role in the
operation .... the firm. The scope and importance of the managerial
finance function depend .... the size of the firm. In small firm the
finance function is commonly performed .... the accounting
department, but as the firm grows, a separate department typically
evolves. This department becomes headed by a vice-president ....
finance with the title of chief financial officer (CFO) who reports
directly .... the company president or chief executive officer (CEO).
The placement of the firm’s finance functions under one man, and in
turn within one department, marks the significant transition from a
small business .... a sizeable and maturing corporation.

The treasurer and the controller report directly to the CFO. The
treasurer is responsible .... financial planning, cash management,
capital expenditures, fund raising, credit management, and
management .... the firm’s investment portfolio. The controller
1s responsible for the firm’s financial accounting and cost accounting,
data processing, and tax management.
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X. Look at the chart given below and using the information
from the previous exercise speak about the organizational
structure and the financial activities of a medium-size or
larger corporation.

President (CEQO)
Vice President Vice President Vice President
Manufacturing Finance (CFO) Marketing
Treasurer Controller
Cash Credit Tax Cost
Manager Manager Manager Accounting
Manager
Financial Capital Portfolio Data Financial
Planning Expenditure || Manager || Processing || Accounting
and Fund- Manager Manager Manager
Raising
Manager

XI. Fill in the blanks with the most appropriate words from
the list.

1. analysis 7. financial

2. finance 8. supplementary
3. related 9. guide

4. flows 10. insolvency

5. data 11. benefits

6. accounting 12. evaluates
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Finance and Its Relationship to Economics and Accounting

Since every business operates within the economy, the field
of finance is closely .... to that of economics. The financial manager
needs to be alert to the effects of variations in economic activity and
changes in economic policies. He must also be able to use economic
theory as a .... to operating efficiency of the firm. Examples of this
include price theory, supply-and-demand ...., and profit-maximizing
strategies. In his daily working, the financial manager makes frequent
use of marginal analysis, the economic principle that financial
decisions should be made only when added .... exceed added costs.
A basic knowledge of micro-economics is therefore desirable.

The functions of finance and accounting are closely related and
may at times overlap. Consequently the firm’s finance and accounting
activities are typically within the control of the CFO. Nevertheless,
there are two quite basic differences between .... and accounting: one
pertains to the method of funds recognition, and the other is related to
decision making.

The function of the accountant is to develop and provide
management with .... for measuring the firm’s performance, assessing
its financial position, and paying taxes. By working according to
standardized principles accepted within the profession, the accountant
prepares.... statements. One of these principles is called the accrual
method. It recognizes income at the point of sale and recognizes
expenses when incurred. On this basis, taxes are paid and a good
overall view of the firm’s performance can be gained. On the other
hand, the financial manager must worry about the firm’s solvency, i.e.
having adequate funds on hand to satisfy operational needs.
He therefore places primary emphasis on cash ...., the intake and
outgo of cash. This is referred to as the cash method of recognizing
income and expenses only when actual cash inflows and outgoes
occur. The example shows that accrual accounting does not
adequately describe a firm’s circumstances. Consequently a financial
manager must use supplementary statements to gain insight.
Knowledge about cash flows enables him to avoid .... . Accountants
are of course aware of the significance of cash flows, but their
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emphasis must be placed on the accrual method, whereas the financial
manager relies on cash flow methods as well.

The essential difference between finance and accounting lies in
the area of decision making. While the accountant works on the
collection and presentation of financial data, the financial manager ....
the accountant’s statements, prepares supplementary data, and
analyzes the totality of this material. On this basis he makes decisions
about actions to be taken by the firm. The primary focus of .... is
therefore distinctly different from that of finance. The accountant
provides data and statements about the firm’s past, present and
projected future operations. The financial manager uses these data
together with .... material in his decision-making process. The
financial manager thereby moves closer to the activity of the general
manager.

Reading Tasks

I. Answer the questions using the information from the text.

1. What 1s finance («corporate finance»)?

2. What is a financial manager responsible for?

3. What is a financial manager’s overall objective?

4. What must financial managers do to reach this goal?

5. Into what do profits translate in proprietorships and partnerships?

6. Into what do profits translate in corporations?

7. What is cash flow planning?

8. Can idle funds become a profitable workhorse?

9. What are some sources of idle cash?

10.Is accurate information about current cash status enough for good
cash management?

II. Mark these statements T (true) or F (false) according to the
information in the text. Find the part of the text that gives
the correct information.

1. Financial managers are responsible for planning and controlling a
firm’s output of goods and services.
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2. Firms that do not plan their cash flows carefully may go bankrupt.
Any funds not needed immediately must be invested.

4. In corporations, profits translate into an increase in the owners’
wealth.

A financial manager’s overall objective is to collect funds.
Business need financial management.

Managers don’t need to plan cash flows days, weeks, and months
ahead of time.

()

HNowm

III. Without looking back at the text, exchange its content
with someone who read the text too.

Writing and Speaking Tasks
(To do Speaking Tasks see Language Bank, pages 262—-272)

I. Write sentences with the following words.

Example: vital people / are among / on / the most / financial
managers / the corporate scene

Financial managers are among the most vital people on the
corporate scene.

1. a finance / one in three / nearly / have / banking background / or /
chief executives

2. to invest / profitability / failure / reduces / surplus funds

means / risk / more / debt / more

4. seek / financial managers / to balance / with / the risks / financial

returns

must / earnings / exceed / its costs / the company’s

6. cash flow / requires / the management / careful planning / of a firm’s

()

()]

I1. Write questions to the following answers.

L
Possible job titles for high-ranking financial managers include vice
president for finance and chief financial officer (CFO).
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2 e
An increase in a firm’s cash on hand reduces the risk of
unexpected cash needs.

P
The financial manager strives to maximize the wealth of the firm’s
stockholders by striking a balance between risk and profitability.

A e
Balance between the risk of an investment and its potential gain is
called risk-return trade-off.

S F
Most financial decisions involve trade-offs.

D et e
Every financial manager must perform the risk-return balancing
act, from small start-ups to huge multinational corporations.

III. Give reasons why, in the modern business world, effective
financial decisions are increasingly important to
organizational success.

IV. Explain the functions performed by the financial manager.

V. Describe the difference between finance and accounting
in regard to emphasis on cash flow.

VI. Write the summary of the text.

VII. Check the summary of the text written by one of the
students and if it is necessary comment on the mistakes.

VIII. Identify the background and experience needed by an
individual in order to become a financial officer of
a corporation.
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Text B: Financial Plan

In order to determine the best sources and uses of funds,
financial managers develop the organization’s financial plan, which
indicates the funds needed by the firm for a specified period, the
timing of inflows and outflows, and the most appropriate sources and
uses of funds. It is based on forecasts of production costs, purchasing,
and expected sales activities for the period covered. Financial
managers use forecasts to determine the specific amounts and timing
of expenditures and receipts. The financial plan is built on answers to
three vital questions:

1. What funds does the firm require during the next period of
operations?

2. How will the necessary funds be obtained?

3. When will more funds be needed?

The financial manager must consider these three questions
carefully and then decide on the best sources of funds and how they
should be used.

Some funds will be obtained through selling the firm’s products
or services. But funds are needed in different amounts at different
times, and the financial plan must reflect both the amount and the
timing of inflows and outflows of funds. Profitable firms often face a
financial squeeze as a result of the need for funds when sales /lag,
when the volume of credit sales increases, or when customers are slow
in making payments. Cash inflows and outflows of a business are
similar to those in a household; the members of a household may
depend on a weekly or monthly paycheck for funds, but their
expenditures vary greatly from one pay period to the next. The
financial plan should indicate when the flows of funds entering and
leaving the organization will occur and in what amounts.
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Where will the money come from?

How much What is the
money will be FINANCIAL timing of cash
required to run PLLAN inflows and

the firm? outflows?

A good financial plan also involves financial control, a process
that periodically checks actual revenues, costs, and expenses against
the forecasts. If there are significant differences between projected
figures and reality, it 1s important to catch them early in order to take
corrective action. Financial controls can be highly specific in order to
indicate particular divisions, departments, or even employees that are
somehow deviating from the financial plan. Sometimes the firm’s
business practices can be changed in order to more closely meet the
goals of the financial plan. At other times, the financial plan itself may
need to be changed if it is unrealistic.

Vocabulary
determine «% BH3HAYaTH, BCTAHOBJIIOBATH
financial plan «6  (hiHAHCOBUH IIJIaH
timing s  XPOHOMETPYBaHHS, NTPU3HAYEHHS

qacy, peryJtoBaHHs

inflow o6  TIPUILIUB, HATLJIUB
outflow «6  BUTIKaHHS, BTpaTa, 3SMEHIIICHHS
forecast «6  MPOTHO3YBaHHS, Mepea0auyeHHs
production costs o6  BHUTPATH BUPOOHUIITBA
expenditure o6  BHTpaTa
receipt «6  OTPUMAaHHS, IPUXiJI, TPUOYTOK
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vital
reflect
financial squeeze

lag

financial control
actual

projected figures
deviate

6664646 46446

1CTOTHUM, OCHOBHUM, JKUTTEBHI
BigoOpakaTu, B1IOUBATH

¢diHaHCOBE yCKIagHEHHs, (hiIHAHCOBA
CKpyTa

BiJICTaBaTH

(b1HaHCOBUM KOHTPOJIb

(bakTUYHUM, TIMCHUNA, HATBHUIN
3aIlJIaHOBaHI1 ITOKa3HUKHU
BIAXUJISITUCS

Reading and Speaking Tasks
(To do Speaking Tasks see Language Bank, pages 262—-272)

I. Make up questions covering the content of the text and let
your fellow students answer them.

I1. Having read the text, what you can now say about:

e financial plan;
e financial control.

III. Work with a partner who read the text to produce
a summary of the text. You need only mention the

important points.

IV. Describe how financial managers develop a plan to allocate

funds.

V. Explain what roles forecasting plays in the functions
performed by the financial manager.
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Unit Six
FIRM’S FINANCES

Text A: Short-Term and Long-Term Expenditures
Text B: Debt and Equity Capital

The unit aims to:

e list the main Kinds of financial outlays;
e name and describe short-term (operating) expenditures:

accounts payable, accounts receivable and inventories;
e define long-term (capital) expenditures;

e explain the difference between short-term and long-term

expenditures;
e explain why organizations need funds;
e describe the ways of cash management;
e identify debt capital;

e define equity capital.
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Warm—up activities

e Try to give brief explanations of the following terms: firms
finances, short-term expenditures, long-term expenditures,
accounts payable, accounts receivable, inventories, competitor,
dealer, supplier.

Why do organizations need funds?

What is a credit policy?

What types of inventories do you know?

What are fixed assets?

Text A: Short-Term and Long-Term Expenditures

Every company needs money to survive. Failure to make payments
to suppliers can lead to bankruptcy and the dissolution of the firm.
To maximize company profits, financial managers must distinguish
between two different kinds of financial outlays.: short-term (operating)
expenditures and long-term (capital) expenditures.

Short-term (operating) expenditures

Short-term expenditures are the expenditures incurred regularly
in a firm’s everyday business activities. To manage these expenditures,
financial managers must pay special attention to accounts payable,
accounts receivable, and inventories.

Accounts Payable are unpaid bills to suppliers for materials.
In drawing up a financial plan, financial managers must pay special
attention to accounts payable, for this is the largest single category of
short-term debt for most companies. But financial managers must also
rely on other managers for accurate information about the quantity of
supplies that will be required in an upcoming period. They must also
consider the time period in which they must pay various suppliers. For
example, a financial manager for a magazine needs information from
production manager about both the amount of ink and paper needed to
print the magazine and when these supplies will be needed. Obviously,
it is in the firm’s interest to withhold payment as long as it can.
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The longer it withholds payment, the longer it will have that cash
available for investments or other uses.

Accounts Receivable are amounts due from customers who
have purchased goods on credit. A sound financial plan also requires
financial managers to project accurately both the amounts buyers will
pay to the firm and when they will make these payments. Because
they represent an investment in products on which the firm has not yet
received payment, accounts receivable temporarily tie up some of the
firm’s funds. Clearly, it is in the firm’s interest to receive payment as
quickly as possible.

Given that it 1s in the self-interest of buyers to delay payment as
long as possible, how can financial managers predict payment times?
The answer lies in the development of a credit policy — the rules
governing the extension of credit to customers. The credit policy sets
standards as to which buyers are eligible for what type of credit.
Financial managers extend credit to customers who have the ability to
pay and honor their obligations to pay. They deny credit to firms with
poor repayment histories. Information about such histories is available
from many sources.

The credit policy also sets payment terms. For example, credit
terms of «2/10; net 30» mean that the selling company offers a
2 percent discount if the customer pays within 10 days. The customer
has 30 days to pay the regular price. Under these terms, the buyer
would have to pay only $980 on a $1,000 invoice on days 1 to 10, but
all $1,000 on days 11 to 30. The higher the discount, the more
incentive buyers have to pay early. Sellers can thus adjust credit terms
to influence when customers pay their bills. Often, however, credit
terms can be adjusted only slightly without giving competitors an edge.

Inventories. Between the time a firm buys raw materials and the
time it sells finished products, it has funds tied up in inventory,
materials and goods that it will sell within the year. There are three
basic types of inventories: raw materials, work-in-process, and
finished goods.

The supplies a firm purchases to use in its production process are
its raw materials inventory. Levy Strauss’s raw materials inventory
includes Auge rolls of denim. Work-in-process inventory consists of
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goods part-way through the production process. Cut out but not yet
sewn jeans are part of the work-in-process inventory at Levi’s. The
finished-goods inventory consists of those items ready for sale.
Completed blue jeans ready for shipment to dealers are part of Levi’s
finished-goods inventory.

Failure to manage inventory can have grave financial
consequences. Too little inventory of any kind can cost the firm sales.
Too much inventory means that the firm has funds tied up that it
cannot use elsewhere. In extreme cases, too much inventory may force
a company to sell merchandise at low profits simply to obtain cash.

Long-term (capital) expenditures

In addition to needing funds to cover operating expenditures,
companies also need funds to cover long-term expenditures on fixed
assets. Fixed assets are items that have a lasting use or value, such as
land, buildings, and machinery.

Because they are so crucial to business success, long-term
expenditures are usually more carefully planned than are short-term
expenditures. But long-term expenditures pose special problems for
the financial manager because they differ from short-term expenditures in
several ways. First, unlike inventories and other short-term assets,
they are not normally sold or converted into cash. Second, their
acquisition requires a very large investment. Third, they represent an
ongoing tie-up of the company’s funds. All these features influence
the ways in which long-term expenditures are funded.

Vocabulary
dissolution «6 PO3ITYCK, JIKBIIALlIS
outlays (pl.) s BUTpaTU
short-term (operating) s KOPOTKOCTPOKOBI (€KCIUTyaTalliiiHi)
expenditures BUTPATH, BUTPATU BUPOOHUIITBA
long-term (capital) o6 JIOBTOCTPOKOBI (KamiTajbHi)
expenditures BUTPATH
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incur

accounts payable
accounts receivable
inventories
unpaid bill
supplier

supplies (pl.)
draw up
short-term debt
obviously
withhold

amount due
temporarily

delay

predict

credit policy
extension of credit
eligible
obligation

deny

repayment history
payment terms
discount

invoice

incentive

adjust

slightly

competitor

edge

raw materials inventory
huge

denim

$6686666686666686666486886646448546

)

568646646

3a3HaBaTH
KpEAUTOPChKa 3200pProBaHiCTh (Cyma)
ne01TOpchKa 3a00proBaHiCcTh (CyMa)
TOBApHO-MaTepiajbHi 3armacu
HETIOTAIIEHUN BEKCENb
nocTa4aIbHUK

3amac

CKJIaJIaTH (JIOKYMEHT)
KOPOTKOCTPOKOBUM OOpT
OYEBHUJIHO, O€3CYMHIBHO
yTPUMYBATHUCS, BIIMOBIISITUCS
HaJe)XHa cCyMa

THMYaCOBO

3aTpUMYBAaTH, BIICTPOUYYBATH
nepeadavyaTu

KpEIUTHA MOJITUKA

HaJaHHS KPEIUTY

NPUNUHITHUN, Oa’KaHUH

3000B’ I3aHHS

BIIMOBJIATH

icTopis (KapTUHA) MOTaIIeHb
YMOBH IUIATEXY

3HUXKKA, TUCKOHT
paxyHOK-(pakTypa
3a0X04YBUIBHUN, CIIOHYKAJILHUU,
CTUMYJIFOKOYUI

y3roJI)KyBaTH, KOPEKTYBaTH,
peryJoBaTu

TPOXHU

KOHKYPEHT

nepeBara

3amac CUpOBUHHUX MaTepiaiiB
BEJIMYC3HUM, TIraHTCHKUM

rpy0a 0aBOBHSIHA TKaHWHA
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work-in-process inventory «& 3amac HamiB(paOpUKaTiB

finished-goods inventory & 3amac roToBoi OpOIyKIi

shipment «& TICPEBE3CHHS

dealer «6 TOProBellb, TUJep, TOCEPETHUK

grave o5 CEpPUO3HUM, TSKKUAN

consequence o6 HACIIJIOK

force o6 TMPUMYIITYBATH

merchandise o6 TOBAp

cover «6 TIOKpUBATH

fixed assets s OCHOBHUU KaIiTal

crucial s BHUPIIIATbHUAN

pose o6 CTaBUTH
Vocabulary Tasks

I. Study the following words and phrases. Recall the
sentences in which they are used in the text. Use them in
sentences of your own.

Inventories; short-term debt; payment terms; credit policy;
extension of credit; adjust; consequence; short-term (operating)
expenditures; long-term (capital) expenditures; dealer; pose; work-in-
process inventory; fixed assets; incur; merchandise; withhold;
repayment history; temporarily; competitor; unpaid bill; dissolution;
to give an edge; predict; outlays; raw materials inventory; invoice;
amount due; supplier; supplies; obligation; crucial; incentive;
obviously; shipment; slightly; grave; delay; huge rolls of denim;
accounts payable; accounts receivable; cover; eligible; force; deny;
finished-goods inventory; discount; draw up.

I1. Replace the Ukrainian words and phrases by appropriate
English equivalents. Translate the sentences.

1. Cash is continuously invested in (3amac CUpOBUHHUX MaTepiais,
3anac HaniBpabpukaris) and (3amac roToBO1 MPOIYKIIiT).
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*

10.

11.
12.

1.

For many firms, such credit purchases — labeled (meGiTopchka
3a0oproBaHicTh) on the firm’s financial statements — make up 15
to 20 percent of all assets.

. Land owned by the firm is a (ocHoBHMI Kkamitan) with an

unlimited life.

(HdoBroctpokosi Butpath) for a new plant or the cash purchase of
another firm means that the funds used for these purposes cannot
easily be converted to cash should a need for additional funds
arise quickly.

In order to minimize the firm’s cash needs, the financial manager
should (BincTpouyBatn) the payment of bills as long as possible
and collect money owed to the firm as quickly as possible.

The customer (yrpumyBagcs) payment until the (mocrauansauk) had
delivered the materials.

House buyers usually have large initial (ButpaTtu) on furniture.
(BenuuesHi) expenditures may cause the (smikBigaiis) of the firm.
Some funds must be held in the form of cash to (moxpusaru
KOPOTKOCTPOKOBI BUTPATH).

The financial manager must (mepeanbadatu) the inflows and
outflows of cash to determine what additional funds must be
obtained at any given time.

The company (3a3nana) debts of over $ 300,000.

The safety procedures had been ignored, with potentially tragic
(HACIAKH).

Change the noun form into the verb and adjective forms.
You may want to use a dictionary.

Example: term (n) — term (v) — terminable (adj)

Force, edge, dissolution, expenditure, receiver, delay, prediction,

obligation, adjustment, competitor, finish, shipment, merchandise, cover.

IV.

Complete the following sentences with the correct
derivatives of the words in brackets.

1. They are trying to extend the .... on their mortgage. (terminable)
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2. The high cost of borrowing is ....... many companies to close.
(force)

3. Her objections to the plan began to ....... (dissolution)

4. The work should be produced with minimum ....... of time and

money. (expend)

5. Economists are ..... a fall in interest rates. (predictable)
6. We have had to make some ...... to our original calculations.
(adjust)

7. Going to trade fairs 1s an ideal opportunity to size up the ......
(compete)

8. Ann has the ...... over the other students, having spent a year in
England. (edge)

9. If the product is properly ..... , it should sell very well.
(merchandise)

10. You will have to pay an extra amount to ...... the cost of

insurance. (coverage)

V.For each word or phrase, write one which means the
opposite.

Dissolution, revenues, accounts payable, paid bill, amount undue,
permanently, deny credit, considerably, work-in-process inventory,
current assets, crucial, unacceptable.

VI. Match these words as they occur in the text. Translate the

phrases.
1. raw materials a) products
2. long-term (capital) b) terms
3. repayment c) buyers
4. finished d) inventory
5. accounts e) policy
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6. dissolution of the f) histories

7. unpaid g) receivable

8. credit h) expenditures
9. incentive 1) consequences
10. amounts j) firm

11. grave k) due

12. payment 1) bills

VII. Choose the explanation for each of these words and

phrases.
1. short-term (operating) a) unpaid bills to suppliers
expenditures
2. inventory b)the supplies of farm and natural
products purchased by a firm for use in
its production process
3. accounts payable c) expenditures incurred regularly in a
firm’s everyday business activities
4. long-term (capital) d) amounts due from customers who have
expenditures purchased goods on credit

5. raw materials inventory  e) expenditures on fixed assets
6. accounts receivable  f) materials and goods that are held by a
company but will be sold within one

year
7. finished-goods g)the portion of a firm’s inventory
inventory consisting of goods part-way through
the production process
8. work-in-process h) the portion of a firm’s inventory consisting
inventory of completed goods ready for sale

VIII. Find words and phrases in the text which mean:

1. to refuse to pay until some point of time
2. aperson or firm supplying goods, materials, etc
3. someone who buys and sells a particular product

111



Rudeshko Y.V. English of Finance and Accounting

the conditions under which you agree to pay for something
a person, team, company etc. that is competing with another
the rules governing the extension of credit to customers
assets that have long-term use or value, such as land, buildings
and equipment
8. use pressure or influence to get or do something
9. very serious and worrying
10. extremely large
11. reduction in the cost of goods or services
12. something that happens as a result of a particular action or set of
conditions.

NS e

IX. Fill in the blanks with prepositions.

Why Organizations Need Funds

Organization require funds for dozen .... reasons. Some funds
must be held .... the form of cash to meet day-to-day requirements. If
the firm permits customers to make credit purchases, funds must be
available to prevent cash deficiencies .... the time between the sale
and the receipt of payment.

Inventory used in producing goods and services or stocked .... a
retail store cost money. This money will not be recovered until the
finished output is sold or the raw materials are converted .... finished
products and sold. Other funds requirements include making interest
payments .... loans; paying dividends to stockholders, and purchasing
land, facilities, and equipment. The financial plan identifies the firm’s
specific cash needs and when they will be needed. Comparing these
needs .... expected cash inflows from product sales, payments made
by credit purchasers, and other sources will help the financial manager
determine precisely what additional funds must be obtained .... any
given time. If inflows exceed cash needs, the financial manager will
invest the surplus to earn interest. On the other hand, if inflows do not
meet cash needs, the financial manager will seek additional sources
.... funds. The following chart illustrates this process.
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Financial Planning and Decision Making

Expenditures Compare Cash Receipts
v v
If Excess Cash: If Insufficient Cash:
Invest excess funds and Evaluate alternative sources
receive interest of needed funds

X. Fill in the blanks with the most appropriate words from
the list.

1. efficient 6. interest
2. bills 7. outstanding
3. funds 8. cash
4. computers 9. dividends
5. finances 10. payments
Financial Managers try to minimize the amount of .... held in

the form of cash since it does not earn interest. However, some funds
must be available each day in the firm’s checking account to pay ....
and to meet the payroll. Periodically, larger amounts of cash must be
available to pay taxes, provide stockholders with .... (if the firm is a
corporation), or make interest payments due on loans or mortgages.
While the typical firm will use an interest-earning checking account for
these funds, such accounts typically earn less .... than other investments.

The general principle underlying cash management is to
minimize the amount of ....required for businesses operations so that
more can be used in interest-producing investments. In order to
minimize the firm’s cash needs, the financial manager should pay bills
as late as possible and collect money owed to the firm as quickly as
possible. These actions lead to .... cash management — as long as they
do not damage the firm’s credit rating or cost more than they save.
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One of the least expensive ways for firms to manage ....
themselves 1s by finding out where and how their cash is working for
them. Banks are now selling desktop .... to larger companies, giving
financial managers access to balances on bank accounts throughout
the world. Excess funds that are not earning interest can be instantly
moved elsewhere. Midsize companies use lock-boxes, which are
essentially local addresses where customers can make .... . Companies
that receive large numbers of small checks can bypass banking delays
caused by mailing this way. Still another new method of managing
cash is the controlled disbursement account, a system that lets a firm
know how many checks and in what amounts will clear what banks at
what time. Firms can then keep funds invested until the minute ....
checks clear.

Reading Tasks

I. Answer the questions using the information from the text.

Why does a company need money?
What can lead to bankruptcy and dissolution of the firm?
What are two different kinds of financial outlays?
What are short-term (operating) expenditures?
What are accounts payable?
Why is it the firm’s interest to withhold payment as long as it can?
What are accounts receivable?
What is a credit policy?
9. In what cases do financial managers deny credit to firms?
10. What do payment terms determine?
11. What is inventory?
12. What is raw materials inventory?
13. What is work-in-process inventory?
14. What is finished-goods inventory?
15. What financial consequences can failure to manage inventory lead to?
16. What are long-term (capital) expenditures?
17. What are fixed assets?
18. Why do long-term expenditures pose special problems for the
financial manager?

PN B =

114



Part Il. Financial Management

II.

[E—
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1.

Mark these statements T (true) or F (false) according to
the information in the text. Find the part of the text that
gives the correct information.

. It 1s in the firm’s interest to pay bills as quick as possible.

Long-term expenditures are usually more carefully planned than
are short-term expenditures.

Sellers can adjust credit terms slightly to influence when
customers pay their bills.

Financial managers extend credit to all customers.

Companies need funds to cover only operating expenditures.
Long-term expenditures don’t differ from short-term expenditures.
The largest single category of short-term debt for most companies is
accounts payable.

Work-in-process inventory consists of items ready for sale.
Acquisition of fixed assets requires a very large investment.

. Accounts receivable represent an investment in products on which

the firm has not yet received payment.

Without looking back at the text, exchange its content
with someone who read the text too.

Writing and Speaking Tasks

(To do Speaking Tasks see Language Bank, pages 262-272)

I. Write sentences with the following words.

Example: a great deal of / financial managers / attention to / of

credit sales / devote / the efficient management

Financial managers devote a great deal of attention to the

efficient management of credit sales.

1. converted / are not/ cash / into / normally / fixed assets
2. crucial / business success / to / are / capital expenditures

115



Rudeshko Y.V. English of Finance and Accounting

3.

()]

II.

to cover / funds / companies / operating / expenditures / need /
and / capital

firms / deny / with / repayment histories / poor / to / credit /
financial managers

major / a / represents / dollar / inventory / investment

involves / the largest need / cash / for manufacturing firms / for /
fixed assets / purchasing

unsold products / raw materials / and / tied up / in some / are /
substantial funds

as / credit purchases / in / are called / accounts receivable /
financial statements

Write questions to the following answers.

For most firms — producers, wholesalers, and retailers — inventory
requires considerable dollar investment.

The financial plan identifies the firm’s specific cash needs and
when they will be needed.

Day-to-day operating requirements call for funds to pay bills, meet
payrolls, make interest payments, and pay taxes.

Inventory in the form of raw materials, work in process, or finished
goods requires considerable funds.

When funds on hand exceed cash needs, the financial manager
may choose to make a number of investments designed to earn
interest.

Major purchases of land, buildings, and equipment may involve
sizable outlays of funds.

Additional funds are tied up in accounts receivable if the firm
allows customers to buy on credit.
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Most firms hold some inventory in order to satisfy customer
demand quickly.

II1. Describe how financial managers meet businesses’ short-
term needs for funds.

IV. Describe how financial managers meet businesses’ long-
term needs for funds.

V. Explain how the financial manager can generate additional
revenue from excess funds.

VI. Identify the primary uses of cash in an organization.

VII. Speak about the basic principles underlying efficient cash
management. What dangers exist if this principle is
carried too far?

VIII. Write the summary of the text.

IX. Check the summary of the text written by one of the
students and if it is necessary comment on the mistakes.

Text B: Debt and Equity Capital

So far we have focused on half of the definition of finance — the
reasons organizations need funds and how they use them. But of equal
importance to the firm’s financial plan is the choice of the best sources
of needed funds. Sources fall into two major categories: debt and
equity. Debt capital represents funds obtained through borrowing.
Equity capital consists of funds from several sources:
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1. Revenues from day-to-day operations and from earnings invested
in the firm.
2. Additional contributions by the firm’s owners.
. Contributions by venture capitalists, who invest in the firm in
return for a share of ownership.
4. Stock issues to the general investor public.
Cash obtained by liquidating some of the firm’s assets.

(U]

)]

These sources are shown in the following chart.

Sources of Funds Sources of Funds
Equity Capital Financial Debt capital
(Stock issues; N Plan (Borrowing)

A
A

additional investment
by owners; plowed
back earnings;
contributions by
venture capitalists; or
liquidation of assets)

A large portion of the firm’s day-to-day cash needs is generated
from operating revenues. Sales, rentals, and other forms of revenue
produce cash inflows that may be used to pay bills and operating
expenses. In companies emphasizing growth as a major organizational
objective, owners may choose to invest earnings in the firm to finance
future growth rather than withdraw profits in the form of bonuses or
dividends. A growth-oriented company typically distributes less than
10 percent of its annual earnings in the form of dividends. On the
other hand, mature companies pay out as much as 80 percent of their
profits in the form of dividends to stockholders.

As pointed out earlier, cash needs vary from one time period to
the next, and funds generated from daily operations may not be
sufficient at all times to cover required funds.

In addition to variations in the timing of cash inflows and
outflows during the year, there are other reasons for needing extra
funds. Newly formed firms require substantial funds to finance
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purchases of equipment, train a work force, make lease payments on
buildings, and buy needed raw materials and component parts. Even
established firms may not be able to generate sufficient funds from
operations to cover all costs of a major expansion into new geographic
areas or a significant investment in new equipment and facilities. In all
of these instances, the financial manager must evaluate the potential
advantages and drawbacks of seeking funds by borrowing.

The alternative to borrowing is equity capital, which may be raised
in several ways. The financial manager’s job includes determining the
most cost-effective balance between equity and borrowed funds and
the proper blending of short- and long-term funds.

In contrast to equity capital, which has no maturity date, debt
capital has a specific date when it must be repaired. Lenders also have
a prior claim on assets and a prior claim on income paid in the form of
interest. Owners have only a residual claim on assets and income after
lenders have been paid. Lenders, unlike owners, have no voice in the
management of the firm unless interest payments have not been made.

Vocabulary
debt capital s  3aIyYCHMI KamiTam
equity capital o6  BIIACHUU KaIliTall
contribution o6  BHECOK
venture s  KOMEPIIHHE HiJIPUEMCTBO
share of ownership o6  IIPaBO BJIACHOCTI Ha aKIIii
stock issue s  BUIIYCK aKIii
plow (back) s  KamiTali3yBaTH (IpUOYyTOK),
MIepEeTBOPIOBATH B KaIliTall
portion «6  YacTka, J0JIs
generate «6  BUKIIMKATH, TOPOJIKYBaTH,
CTBOPIOBATH
operating revenues o&  JIOXOIM B1J OCHOBHOI JISIJIBHOCTI
rental «&  OpCHJIHA IIaTa
emphasize o6 TIJIKPECTIOBATH, HArOJIOITyBaTH
bonus « OOHYyC, BUHAropoja, mpemis

119



Rudeshko Y.V.

English of Finance and Accounting

distribute
annual earnings
mature
maturity
sufficient

extra funds
work force
lease payments
component parts
advantage
drawback
alternative
blend

prior

claim

residual claim

£ 6666668666686 48446546

PO3MOJIIATH, PO3/aBaTH
PIYHMI JOX1T
BHCOKOPO3BUHEHUM, 31U
CTPOK (TIJIaTEXKY)
JOCTaTHIM

7101aTKOB1 (hoHIU

poboua cuiia, TpyI0BUi pecypc
oriaTa OpeHIu

CKJIAJOB1 YaCTUHU
nepeBara, BUrojaa

HEJIOJIIK, MepeIIKkoia
BHOIp, aJIbTEpHATHBA
3MIIIyBaTH, CIOJIy4aTH
nonepeaHin

BUMOTa, 3asBa

3aJIMIIIeHa YaCTKa BUMOT

Reading and Speaking Tasks
(To do Speaking Tasks see Language Bank, pages 262—-272)

I. Make up questions covering the content of the text and let
your fellow students answer them.

I1. Complete the table given below using the information from

the text.

Comparing Debt and Equity Capital

Factor
Maturity

Debt
Has a specific date when
it must be repaid.

Equity
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Claim on Stockholders have claims
assets only after claims to
............................ lenders have been paid.

Claim on Lenders have prior claim
income on a fixed amount of
interest, which must be
paid before dividends can
be paid to stockholders. ...l
Interest payments are a
contractual obligation of
the borrowing firm.

Right to a Stockholders are the

voice in owners of the company,

management  ...........ceeeeeeieie.... and most are given a
voice in the operation of
the firm.

II1. Having read the text, what you can now say about:
e debt capital;
e cquity capital.

IV. Work with a partner who read the text to produce a
summary of the text. You need only mention the
important points.

V. Distinguish between debt capital and equity capital on the
basis of maturity, claim on assets, claim on income, and
right to a voice in management. Use the information from
Exercise I1.
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Unit Seven

SOURCES OF FUNDS

Text A: Sources of Shout-Term and Long-
Term Funds

Text B: Financial Management for Small
Businesses

The unit aims to:

e list short-term sources of funds;

e describe the most common forms of trade credit;

e distinguish between secured and unsecured loans;

e define commercial paper;

e identify factoring accounts receivable;

e determine the primary sources for long-term financing;
e explain what debt and equity financing is;

e describe the difference between common and preferred
stocks;

e define retained earnings;
e explain what venture capital is;

e outline the main sources of funds for small businesses.
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Warm-up activities

e Wry to give brief explanations of the following terms: trade
credit, secured and unsecured loans, factoring, bond, stock,
earning, default, maturity date.

e What sources of short-term or long-term funding do you
know?

e What is the difference between common and preferred stock?

Text A: Sources of Short-Term and Long-Term Funds

Part 1. Sources of Short-Term Funds

Firms can call on many short-term sources for the funds they
need to finance day-to-day operations and to implement short-term
plans. These sources include trade credit, secured and unsecured
loans, commercial paper, and factoring accounts receivable.

Trade Credit

Accounts payable are not merely an expenditure. They are also a
source of funds to the company, which has the use of both the product
purchased and the price of the product until the time it pays its bill.
Trade credit, the granting of the credit by one firm to another, is thus
effectively a short-term loan.

The most common forms of trade credit are open-book accounts,
promissory notes, and trade drafts and trade acceptances. Open-book
credit is essentially a «gentlemen’s agreementy». It is form of trade
credit in which sellers ship merchandise on faith that payment from
the buyer will be forthcoming.

A promissory note is a form of trade credit in which a buyer
signs a promise-to-pay agreement before the merchandise is shipped.
A trade draft is a form of trade credit in which the seller draws up a
statement of payment terms and attaches it to the merchandise. The
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buyer must sign this agreement to take possession of the merchandise.
A trade acceptance is a trade draft that has been signed by the buyer.

Secured Short-Term Loans

For most firms, bank loans are a very important source of short-
term funding. Such loans almost always involve a promissory note in
which the borrower promises to repay the loan plus interest. In
secured loans, banks also require the borrower to pledge collateral —
that is, to give the bank the right to seize certain assets if payments are
not made as promised.

Perhaps the biggest disadvantage of secured borrowing is the
paperwork and administrative costs involved. Agreements must be
written, collateral must be evaluated, and the terms of the loans must
be enforced. But secured loans do enable borrowers to get funds when
they might not qualify for unsecured credit. In addition, secured loans
generally carry lower interest rates than unsecured loans.

Unsecured Short-Term Loans

Not all loans require businesses to put up collateral. With an
unsecured loan, the borrower does not have to put up any collateral.
However, in many cases, the bank requires the borrower to maintain a
compensating balance. That is, the borrower must keep a portion of
the loan amount on deposit with the bank in a non-interest-bearing
account. Requiring a compensating balance lets the bank raise the
borrower’s real cost of the loan and thus the bank’s profit.

The terms of an unsecured loan — amount, duration, interest rate,
and payment schedule — are negotiated between the bank and the
borrowing firm. Thus, to receive an unsecured load from a bank, a
firm usually must have established a good banking relationship with
the lender. Once an agreement is made, a promissory note will be
executed and the funds transferred to the firm. Although some short-
term unsecured loans are one-time-only arrangements, many take the
form of /lines of credit or revolving credit agreements.
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Lines of Credit. A standing agreement between a bank and a
firm in which the bank promises to lend the firm a maximum amount
of funds on request is called a line of credit. With a line of credit, the
firm knows the maximum amount it will be allowed to borrow. The
bank does not guarantee that the funds will be available when
requested, however.

Revolving Credit Agreements. Revolving credit agreements are
similar to bank credit cards for consumers. Under a revolving credit
agreement, a lender agrees to make some amount of funds available
on demand to a firm on a continuing basis. The lending institution
guarantees that these funds will be available when sought by the
borrower. In return for this guarantee, the bank charges the borrower a
commitment fee for holding open the line of credit, even if the
customer does not borrow any funds.

Commercial Paper

Some firms can raise funds in the short run by issuing
commercial paper. But commercial paper is backed solely by the
issuing firm’s promise to pay. For this reason, issuing commercial
paper is an option for only the largest and most creditworthy firms.

How does commercial paper work? Corporations issue
commercial paper with a certain face value. Companies that buy
commercial paper pay less than that value. At the end of a specified
period (usually 30 to 90 days, but legally up to 270 days), the issuing
company buys back the paper — at the face value. The difference
between the price paid and the face value is the buyer’s profit.

Commercial paper offers those few corporations able to issue it
several advantages. Its cost is usually lower than prevailing interest
rates on short-term loans. It also gives the issuing company access to a
wide range of lenders, not just financial institutions.

Factoring Accounts Receivable

A firm can raise funds rapidly by factoring — selling the firm’s
accounts receivable. In this process, the purchaser of the receivables,
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usually a financial institution, is known as the factor. The factor pays
some percentage of the full amount of receivables due to the selling
firm. The seller gets this money immediately.

Part II. Sources of Long-Term Funds

Just as firms need short-term funding to cover their short-term
expenditures, so they need long-term funding to finance their long-
term expenditures on fixed assets. Firms need funds for the buildings
and equipment necessary for conducting their business. Companies
may seek long-term funds from outside the firm (debt financing), or
they may draw on internal financial sources (equity financing).

Debt Financing

Long-term borrowing from outside the company - debt
financing — is a major component of most firms’ long-term financial
planning. The two primary sources of such funding are long-term
loans and the sale of corporate bonds.

Long-Term Loans. In many respects, a long-term loan is very
much like a short-term loan. The major difference is that a long-term
loan extends for three to ten years, while short-term loans generally
must be paid off in a few years or less. Most corporations get their
long-term loans from a commercial bank, usually one with which the
firm has developed a long-standing relationship. But credit companies,
insurance companies, and pension funds also grant long-term business
loans.

Long-term loans are attractive to the borrowing companies for
several reasons. First, because the number of parties involved is
limited, long-term loans can often be arranged very quickly. Second,
the firm need not make a public disclosure of its business plans or the
purpose for which it is acquiring the loan. Third, the duration of a
long-term loan can easily be matched to the borrower’s needs. Finally,
if the firm’s needs change, long-term loans usually contain clauses
making it possible to change the loan’s terms.
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Long-term loans also have some disadvantages. Borrowers of
large sums may have trouble finding lenders to supply the needed
funds. Long-term borrowers also may have restrictions placed on them
as conditions of the loan. They may have to pledge long-term assets as
collateral. And they may have to agree not to take on any more debt
until the borrowed funds are repaid.

The interest rate on long-term loans is negotiated between the
borrower and the lender. Loans from banks usually have a floating
rate that is tied to the prime rate. The prime rate is the interest rate the
bank charges its most creditworthy customers. A company that obtains
a loan at «one percent above prime» pays an interest rate that is one
percentage point higher than the prime rate. This rate may fluctuate
because the prime rate itself goes up and down as market conditions
change.

Corporate Bonds. Like commercial paper, a corporate bond is a
contract — a promise by the issuing company or organization to pay
the holder a certain amount of money on a specified date. Unlike
commercial paper, however, bond issuers do not pay off quickly. In
many cases, bonds may not be redeemed for 30 years from the time of
issue. In addition, unlike commercial paper, most bonds pay the
bondholder a stipulated sum of interest semiannually or annually. If
the company fails to make a bond payment, it is said to be in default.

The terms of a bond, including the amount to be paid, the
interest rate, and the maturity date (when the principal is to be paid
off), differ from company to company and from issue to issue. They
are spelled out in the bond contract, or bond indenture. The indenture
also identifies which of the firm’s assets, if any, are pledged as
collateral for the bonds.

In addition to planning the types of bonds to sell, financial
managers must plan for the retirement of these bonds — that is, how
the borrowed funds will be repaid.

Corporate bonds are the major source of long-term debt
financing for most corporations. These bonds are attractive when
companies need large amounts of funds for long periods of time. The
issuing company gets access to large numbers of lenders through
nationwide bond markets and stock exchanges.
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But bonds involve expensive administrative and selling costs.
They also may require very high interest payments if the issuing
company has a poor credit rating.

Equity Financing

Although debt financing has strong appeal in some cases, turning
inside the company for long-term funding preferable under other
circumstances. In small companies, the founders may increase their
personal investment in the firm. In most cases, however, equity
financing takes the form of issuing common stock or of retaining the
firm’s earnings. As you will see, both options involve putting the
owners’ capital to work.

Public Sales of Stock

The sale of stock, both preferred and common, to the general
investor public represents a major source of equity funds for
corporations. Such sales provide cash inflows for the firm and a share
in ownership for the stock purchasers. Stocks are shares of ownership
in the corporation, and stockholders are considered the real owners of
the firm. However, they are not guaranteed dividend payments.
Stockholders receive dividends only after a firm’s bondholders are
paid; and even then, dividend payments must be decided by the firms’
board of directors. Since the stock of many corporations is traded on
organized security exchanges, stockholders can easily sell their shares.

Common stock. People who purchase common stock seek profit
in the forms of both dividends and appreciation. Overall, shareholders
hope for an increase in the market value of their stock because the
firm has profited and grown. By selling shares of stock, the company
gets the funds it needs for buying land, buildings, and equipment.

It should be noted that the use of equity financing via common
stock can be expensive because paying dividends is more expensive
than paying bond interest. Why? Because interest paid to bondholders
is a business expense and, hence, a fax deduction for the firm. Stock
dividends are not tax-deductible.
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Retained Earnings. Another approach to equity financing is the
use of retained earnings. Retained earnings are profits not paid out in
dividends. The use of retained earnings means that the firm will not
have to borrow money and pay interest on loans or bonds.

A firm that has a history of eventually reaping much higher
profits by successfully reinvesting retained earnings may be very
attractive to some investors. However, more retained earnings means
smaller dividends paid to shareholders, which may decrease the
demand for — and thus the price of — the company’s stock.

Financial Burden on the Firm. If equity funding can be so
expensive, why don’t firms rely entirely on debt financing? Because
long-term loans and bonds carry fixed interest rates and represent a
fixed promise to pay, regardless of changes in economic conditions. If
the firm defaults on its obligations, it may lose its assets and even go
into bankruptcy.

When borrowers increase their indebtedness to make other
investments, they are said to be more highly leveraged, and they have
a higher risk of default.

Because of the risk of default, debt financing appeals most
strongly to companies in industries that have predictable profits and
cash flow patterns. The additional source of equity financing is
venture capital. Venture capital refers to funds invested by outside
investors in new, small, or struggling businesses with potential for
rapid growth in exchange for an ownership share in the business.

Hybrid Financing: Preferred Stock

A middle ground between debt financing and equity financing is
the use of preferred stock. Preferred stock is a hybrid because it has
some of the features of corporate bonds and some of the features of
common stocks. As with bonds, payments on preferred stock are for
fixed amounts — for example, $ 6 per share per year. Unlike bonds,
however, preferred stock never matures but can be held indefinitely,
like common stock. In addition, preferred stocks have first rights (over
common stock) to dividends.
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A major advantage of preferred stock to the issuing corporation
1s its flexibility. Because preferred stockholders have no voting rights,
preferred stock secures funds for the firm without relinquishing
control. Furthermore, preferred stock does not require repayment of
principal or the payment of dividends in lean times.

Vocabulary

short-term funds
long-term funds
implement

trade credit
secured loan

KOPOTKOCTPOKOBHM KaImiTal
JIOBTOCTPOKOBHH KaIliTal
BUKOHYBATH, 3/[IMCHIOBATH
TOPIOBUM KPEIAUT
3a0e3neueHa IMo3nKa, IMo3uKa
IT1]T 3aCTaBy

He3a0e3neyeHa mo3uka
KOMEPIIHHUI BEKCEIb
(dbakTOpUHT AeOITOPCHKOT
3a00proBaHoOCTI

TUIBKH, IIPOCTO
KOPOTKOCTPOKOBA MO3UKa
KPEIUT TIO BIAKPUTOMY PaxyHKY
MPOCTUN BEKCEIb

unsecured loan
commercial paper
factoring accounts receivable

merely

short-term loan

open-book account (credit)
promissory note

6646 6686464 & 446468648 44686 4464644

trade draft TOproBa TparTa (IepeKa3Hui
BEKCEJIh)

trade acceptance aKIENITOBAHUN TOPrOBUI
BEKCeJb

faith Bipa, JI0Bipa

forthcoming MalOyTHIN

statement of payment terms 3asBa PO YMOBH IIJIATCIKY

attach HaJIaBaTH, MPUKPITUTIOBATH

pledge B1/I1aBaTH I11]1 3aCTaBYy,
3aCTaBJISATH

collateral IOJAaTKOBE 3a0e3MeueHH

seize KOH(ICKYBaTH

enforce HAIIOJIAraTH, TOOUBAaTUCS
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qualify (for)

put up
maintain

compensating balance
non-interest-bearing account

duration

payment schedule

execute
line of credit

revolving credit agreement

standing agreement

on request
continuing
guarantee

seek (sought)
commitment fee

in the short run
prevailing
factoring

factor
debt financing

equity financing

long-term loan
corporate bond
disclosure
floating rate

66666686464 46

6646 6464644 46

6 &

)

IEYEY

pO3IJISIIaTH, HA3UBATH,
OTpUMYBaTH

BiJIJTaBaTH 111 3aCTaBYy
30epiratu, mMiATPUMYyBaTH
KOMIIEHCAI[IMHUI OanaHC
O€3MPOIICHTHUN PaXyHOK
TPUBAJICTh

miaH (rpadik) miaTexy
BUKOHYBATH, 3/[IICHIOBATH
KpeIUTHA JHIS

yro/ia aBTOMaTUYHO BiJTHOBIIIO-
I0YOT0 KPEJIUTY, PEBOJIbBEP-
HOTO aKpEJIUTUBY

MocTiliHa yroja,
JOBrOTpHBaJIa yroja

Ha MIPOXaHHS, HA BUMOTY
Oe3nepepBHUIA

rapaHTyBaTH; TapaHTIA
ITyKaTH

KOMICII{H1 32 3000B’ I3aHHS
HaJaTu KPEIUT

He3abapoMm, HEBJIOB31
TEPECBAXKHUI

dbakTopuHr, (hakTOpHI orepartii
(mepenpoaax npasa Ha
CTATHEHHSI OOPIiB)

KOMICIOHEp, areHT, TOCEPETHUK
dbiHaHCYBaHHS IUITXOM
OTPUMAaHHS MTO3HUK
(1HaHCYBaHHS HUISTXOM
3aJIy4eHHs BIACHUX KOIIITIB,
BUITYCKY HOBHX aKIIIi
JIOBrOCTPOKOBA MO3UKA
KOpIiopaTHBHA 00Jiraris
BUKPUTTS

IJIaBalOYUM Kypc (CTaBKa)
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prime rate
fluctuate
stipulated sum
default

maturity date
principal

indenture

retirement of bonds
common stock
retained earnings
preferred stock
appreciation

tax deduction
indebtedness
leverage

venture capital

relinquish
lean times

66 6668686466648 & 464 464644

«TpaiM perT», ba3rucHa CTaBKa
KOJIMBaTUCH

00yMOBJICHA CyMa
HEBUKOHAHHS 3000B’3aHb,
HecIulaTa

naTa roramieHHs (obJirairii)
cyma Oopry, Ha Ky
HapaxOBYETHCS IIPOICHT
yrojia Mi>k KOMIIaHI€rO Ta ii
aKI[lOHEepaMHU

ToTaImeHHs o0iramii
3BAYAMHA aKI[Is
HEpO3MOAIIEHUN TPUOYTOK
MpUBiJICHOBaHA aKIlis
ITIBUIIIEHHS B I[1H1
[MOJIaTKOBA MUIbra

cyma 6opry, 3a00proBaHicTh
BUKOPHUCTaHHS 3ac001B 3aiiMy
BEHUYPHHUH KariTaj, BKJIaJaHHS
KamiTaity 3 pU3UKOM
BIJIMOBJISITUCS BI1J

Ba)KK1 4acH

Vocabulary Tasks

I. Study the following words and phrases. Recall the
sentences in which they are used in the text. Use them in

sentences of your own.

Short-term funds; statement of payment terms; maturity date;
commitment fee; duration; forthcoming; principal; standing agreement;
unsecured loan; indebtedness; collateral; line of credit; enforce;
retained earnings; commercial paper; floating rate; payment schedule;
prime rate; open-book account (credit); seize; tax deduction; pledge;
factoring accounts receivable; factor; put up; retirement of bonds;
long-term funds; debt financing; guarantee; implement; long-term

132



Part Il. Financial Management

loan; default; secured loan; equity financing; on request; promissory
note; revolving credit agreement; qualify; merely; non-interest-bearing
account; corporate bond; trade draft; indenture; execute; attach;
appreciation; faith; trade acceptance; disclosure; preferred stock; in
the short run; compensating balance; relinquish; prevailing; common
stock; continuing; lean times; maintain; fluctuate; factoring; venture
capital; short-term loan.

I1. Replace the Ukrainian words and phrases by appropriate

9.

English equivalents. Translate the sentences.

. When sellers want more reassurance, they may insist on legally

binding written documents: (mpocti Bekceni).

(KopotkoctpokoBi mxepena ¢ouaiB) typically finance current
needs for cash or inventory at times when cash requirements
exceed available funds.

Most firms not only sell on credit, they also buy on credit, or
(KpeauT Mo BIAKPUTOMY PAXyHKY).

The presence of a (kpenutna niHisg) speeds the borrowing process
for both the bank and the borrowing firm because the bank does
not have to reexamine the firm’s creditworthiness each time
it borrows money.

Firms with excess funds often purchase (komepiifinuii Bekcesb)
in order to earn interest.

For small companies, (3abe3neueni mo3uku) are the only source
of (KOpOTKOCTPOKOBHH KariTal).

Although (dakrTopunr) is an expensive method of raising short-
term funds, it is often used in retailing because it reduces the need
for major record keeping and for maintaining a collection
department.

The uncertain nature of (oBrocTpokoBi mo3uku) can make it
difficult to finance high-risk ventures.

Issuing (oOmiraiii) to raise money is generally reserved only for
larger companies with regional or national reputations.

10. (®inaHcyBaHHSA NIUITXOM 3alydeHHs BiacHux komTiB) differs

from (¢diHaHCyBaHHA HIISXOM OTpUMaHHS MO3MK) in that there is
no (zara noramieHHs) for repayment.
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11. The key to managing (BukopucTaHHsi 3aco0iB 3aiiMy) 1S ensuring
that the company’s earnings are larger than the interest payments,
which increases the leverage on the rate of return on the
stockholders’ investments.

12. Secured loans require the borrower to (BigmaBatu mia 3acTaBy
noaaTKoBe 3a0e3mnedeHHs ) such as accounts receivable or inventory.

III. Change the noun form into the verb and adjective forms.
You may want to use a dictionary.

Example: security (n) — secure (v) — secure (adj)

Commerce, promise, note, statement, enforcement, compensation,
interest, qualification, execution, continuation, commitment, floatation,
rate, bond, stock, venture, preference, appreciation, deduction, standing,
tax, profit.

IV. Complete the following sentences with the correct
derivatives of the words in brackets.

1. Our top priorities must be profit and .......... growth. (commerce)

2. The company ........... us a bonus last month. (promise)

3. The ........... on the loan is 16,5 % per year. (interest)

4. Britain .......... the pound on the foreign exchange market.
(floatation)

5. Our money was running out at alarming ........ (rate)

6. The contract ......... him to playing for the team for the next three
years. (commitment)

7. He decided to sell his ............. in Allied Chemicals. (stock)

8. A commercial .......... 1S a new business activity that involves
taking risks. (venture)

9. Many people living in cities would actually ....... to live in the
country. (preference)

10. Cigarettes are heavily ......... in Britain. (tax)
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V.For each word or phrase, write one which means the
opposite.

Long-term funds, secured loans, short-term loan, buyer, lender,
advantage, agreement, higher interest rates, interest-bearing account,
short-term agreement, minimum amount, forbid, insolvent firm,
undue, long-term expenditures, debt financing, to grant, attractive,
concealment, prime rate, common stock, distributed earnings, to
purchase stock, to meet obligations, predictable cash flow patterns;
slow growth, definitely.

VI. Match these words as they occur in the text. Translate the

phrases.
1. line of a) note
2. factoring accounts b) indenture
3. promissory c) agreement
4. revolving credit d) fee
5. venture e) firm
6. bond f) credit
7. commitment g) collateral
8. stipulated h) receivable
9. creditworthy 1) earnings
10. face J) capital
11. to pledge k) value
12. retained 1) sum

VII. Choose the explanation for each of these words and
phrases.

1. unsecured loan a) the contract spelling out all the terms of the
bond, including the principal amount, the
interest rate, and the maturity date

2. corporate bond b) long-term borrowing financed from sources
outside the company

3. bond indenture c¢) the use of borrowed funds to finance an
investment
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4. factoring d) short-term sources of borrowed funds for
which the borrower does not pledge any
assets as collateral

5. debt financing e) the use of common stock and/or retained
earnings to raise money for long-term
expenditures; involves putting the owners’
capital to work

6. trade credit f) a bond in which the issuing company pays the
holder a certain amount of money on a certain
date, with stated interest payments in the
interim

7. leverage g) a method of short-run financing in which
large, stable companies issue unsecured notes
at a certain face value, sell them for less than
the face value, then buy them back at the face
value at a later date

8. equity financing h) a standing agreement between a bank and a
firm in which the bank promises to lend the
firm a maximum amount of funds on request.
The bank will not necessarily have the funds
to lend when they are needed, however

9. line of credit 1) selling a firm’s accounts receivable to another
company
10. commercial j) short-term source of funds resulting from
paper purchases made on credit or open account

VIII. Find words and phrases in the text which mean:

1. an asset pledged by a borrower; in the event of nonpayment of the
loan, the lender has the right to seize the asset;

2. shares of ownership in a corporation;

the way in which a bond is paid off;

4. financial institution that purchases accounts receivable at
a discount from retailers;

5. certificate of indebtedness sold to raise long-term funds for
corporations or government agencies;
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6. location at which stocks and bonds are bought and sold;

the interest rate that a bank charges its most creditworthy customers;

8. stock that provides owners preferential dividend payment and first
claim to assets after debts are paid, but seldom includes voting
rights;

9. the failure to meet a financial obligation;

10. guaranteed line of credit;

11.to change very often from a high level to a low one and back again;

12.an increase in the value of an asset;

13.tax benefit;

14.an amount of money lent, put into a business, on which interest
is paid.

~

IX. Fill in the blanks with prepositions.

Inventory Loans

A firm’s inventory may be a sufficiently valuable asset to act as
collateral .... a loan. When a loan is made with inventory as collateral,
the lender lends the borrower some portion .... the stated value of the
inventory.

The attractiveness of inventory as collateral for a loan depends

. how much real security it gives for the loan amount. If the
inventory can be converted .... cash easily, it is relatively more
valuable as collateral. In general, a firm’s work-in-process inventory
is the most difficult to convert to cash and thus least valuable as
collateral. Boxes full .... expensive, partially completed lenses for
eyeglasses, for example, are of little value on the open market.
Inventory that is easily transported makes better collateral than
inventory that is difficult to move. Finally, inventory that is easily
identified and controlled also makes better collateral. One thousand
crates of canned tomatoes that are tagged and isolated .... other foods
would be better collateral than one thousand boxes of assorted canned
goods.
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The main drawback with inventory as collateral arises when the
borrower is a relatively poor credit risk. One bank lent money .... a
salad dressing firm using drums of salad oil as collateral. When the
firm defaulted .... its loan, the bank found to its chagrin that the drums
contained mostly water with oil only on the top — the inventory
collateral had disappeared!

X. Fill in the blanks with the most appropriate words from the
list.

1. confident 6. secured
2. seize 7. accounts
3. collateral 8. bonds
4. loan 9. receivable
5. assets 10. pledged
Accounts receivable can be used as collateral for a ...., a process

called pledging accounts receivable. In the event of nonpayment, the
lender may .... the receivables. If these assets are not enough to cover
the loan, the borrower must make up the difference.

Not all lenders will accept a firm’s accounts .... as collateral.
Those who do are typically financial institutions with credit
departments capable of evaluating the quality of the firm’s
receivables. Only if the lender is .... that the risk of the firm’s debtors’
not paying is acceptably low will the loan be granted.

Using accounts receivable as .... is especially important to
service companies such as accounting firms and law offices. These
firms do not have inventories to offer as collateral. Accounts
receivable are their main sources of collateral for getting .... loans.

Most businesses have other types of assets that can be .... as
collateral. A few businesses own marketable securities, such as stocks
or .... of other companies, that can serve as collateral. Many more

own fixed assets such as land, buildings, and equipment that can be
used as collateral. But fixed .... are usually used to secure long-term —
not short-term — loans. It is easy to see, then, why most short-term
business borrowing is secured by .... receivable and inventories.
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Rt

PN A

9.

Reading Tasks

Answer the questions using the information from the text.

. What are five short-term sources of funds for financing day-to-day

operations?

What are the most common forms of trade credit?

What are the advantages and disadvantages of secured and
unsecured loans?

What is commercial paper?

How do you define factoring accounts receivable?

What are the primary sources for long-term financing?

What is debt financing?

In what ways do the two sources for debt financing differ from
each other?

What is equity financing?

10. How does common stock differ from preferred stock?
11. What are retained earnings?
12. What is venture capital?

II. Mark these statements T (true) or F (false) according to the

N —

information in the text. Find the part of the text that gives
the correct information.

. Accounts payable are not a source of funds to the company.
. Unsecured loan is a loan in which the borrower is required to put

up collateral.

. Selling commercial paper can be an important source of funds for

large and creditworthy firms attempting to raise money.

Factoring can make it easier for a small business to get started.
Long-term loans are not attractive to the borrowing companies.

In exchange for funds the venture capitalist receives shares of the
corporation’s stock and becomes a part-owner of the corporation.
The use of retained earnings means that the firm will have to
borrow money and pay interest on loans or bonds.

Commercial banks make short-terms loans on the basis of previous
experience in dealing with the firm and the firm’s credit reputation.
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9. Long-term loans generally cost more than short-term loans since
they involve greater uncertainty about the future.

10. Equity capital includes the use of long-term loans or the issuing of
bonds.

11.0Open-book credit typically involves a formal contract.

12. A revolving credit agreement is not a guaranted line of credit.

II1. Without looking back at the text, exchange its content
with someone who read the text too.

Writing and Speaking Tasks
(To do Speaking Tasks see Language Bank, pages 262—-272)

I. Write sentences with the following words.

Example: long-term / and / uses / debt financing / corporate /
loans / bonds

Debt financing uses long-term loans and corporate bonds.

issue / some / paper / commercial / large firms
. the proper mix / must / debt / and / equity / financial planners /
choose / of / preferred stock funding

3. strategy / the list risky / is / most expensive / equity financing / of /
the use / and

4. are available / as well as / lines of credit / to / individuals /

businesses

promissory notes / most / a maturity / have / 30 to 90 days / of

be repaid / one year / must / sources of funds / within / short-term

that / accounts receivable / are factored / at a discount / are sold

overreliance / reduces / on / management flexibility / borrowed

funds / in future decisions

9. accounts receivable / sell / retailers / and / furniture / of /
appliances / factors / to

10.funds / long-term / from / be obtained / may / or / debt capital /

equity financing

N —

P
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I1. Write questions to the following answers.

To finance their short-term expenditures, firms rely on credit
extended by suppliers (trade credit) and on secured and unsecured
loans.

The credit terms are stated on the supplier’s invoice, or bill, which
accompanies the shipment.

The three types of unsecured short-term loans made by commercial
banks are promissory notes, lines of credit, and revolving credit
agreements.

Because commercial paper is unsecured — backed by only the
reputation of the issuing firm — only very large firms with
unquestioned financial stability are able to issue and sell it.

Issuing commercial paper to raise funds is usually 1 or 2 percent
cheaper than borrowing short-term funds from a bank.

Selling the accounts receivable to a factor means every sale is a
«cash» sale and the firm is freed from the necessity of collecting
payments from customers.

Factors make profits by paying less for the accounts receivable
than their face value, so businesses pay a high price for using this
approach.

Long-term loans are made by financial institutions such as
commercial banks, insurance companies, and pension funds.

The corporate bond is issued according to the terms of a legal
contract called the bond indenture, which contains the provisions
of the loan: amount, interest rate, and maturity date.
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Raising needed cash by borrowing allows the firm to benefit from
the principle of leverage — a technique of increasing the rate of
return on investment through the use of borrowed funds.

III. Identify five sources of short-term financing for
businesses.

IV. Distinguish between the various sources of long-term
financing and the financial risks involved with each type.

V. Write the summary of the text.

VI. Check the summary of the text written by one of the
students and if it is necessary comment on the mistakes.

VII. If you were the financial manager of a large firm, what
type(s) of short-term funding would you use most?
Least? Why?

VIII. How would you decide on the best mix of debt, equity,
and preferred stock for a company?

IX. How might you use financial management in your
personal life?

X. Explain how trade credit is used in financing expenditures.
Is trade credit considered short-term or long-term
financing?

XI. Are you a proponent or critic of foreign investment
(venture capital) in Ukrainian firms? Defend your position.

XII. Choose a business you would like to start. What short-
term and long-term sources of funding would be needed?
Why? Discuss what business needs are served by each
source of funding.
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XIII. Interview the owner of a small local business. Identify
the types of short-term and long-term funding used by
the firm. Determine the reasons behind these financial
management decisions.

Text B: Financial Management for Small Businesses

New business failures are often caused by inadequate funding.
One study of nearly 3,000 new companies found the survival rate to
be 84 percent for new businesses. Those with lower initial funding
have a lower survival rate. Entrepreneurs often underestimate the
value of establishing bank credit as a source of funds and do not use
trade credit effectively. They often do not consider venture capital as a
source of funding, and they are notorious for not planning their cash
flow requirements properly.

Establishing Bank Credit and Trade Credit

Obtaining credit begins with choosing a bank that can support
the small firm’s financial needs. Banks differ greatly in their
willingness to assume risk, ability to give professional advice, loyalty
to customers, and maximum size of loans offered. Some have liberal
credit policies and offer financial analysis, cash flow planning, and
suggestions based on their experiences with other local small
businesses. Some provide loans to small businesses in bad times and
work to keep them going. But some do not.

Credit seekers must be prepared to show they are worthy of the
bank’s help. A sound financial plan, a good credit history, and proven
capability on the part of the entrepreneur can all convince bankers and
other potential financiers that the business can succeed.

Once a line of credit is obtained, the small business can attempt
to secure more liberal credit policies from other businesses.
Sometimes suppliers will give customers longer credit periods, such as
45 or 60 days rather than 30 days. Such liberal trade credit terms with
suppliers let the firm increase its short-term funds and avoid additional
borrowing from banks.
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Venture Capital As a Source of Funds

Many newer businesses, especially those that are growing
rapidly, are hard-pressed to obtain the funds they need through
borrowing alone. Venture capital is an alternative source of equity
funds in which outside capital is obtained in return for part ownership
of the firm. Venture capital firms are always looking for opportunities
to invest in new and growing firms. Because the failure rates of new
businesses pose high risks, venture capitalists demand higher returns.

On the international front, however, the trend 1s toward greater
venture capital participation. In 1989, for example, for the first time
ever, more venture capital was invested in Europe than in the United
States. The gap widened in 1992 when the European market became
the world’s largest. In the Pacific Rim countries of Korea, Taiwan,
Singapore, and Hong Kong, some U.S. entrepreneurs seeking venture
capital have found Asian venture capitalists to be much more cautious
than those in the United States. They tend to look more closely at the
borrower than do U.S. venture capitalists.

Planning Cash Flow Requirements

Although all businesses should plan for their cash flows, it is
especially important for small businesses to do so. Success or failure
may hinge on anticipating the times when cash will be short and when
excess cash can be expected.

By anticipating shortfalls, a financial manager can seek funds in
advance and minimize their cost. By anticipating excess cash, a
manager can plan to put the funds to work in short-term, interest-
earning investments.

Vocabulary
inadequate funding «6  HeAO0CTAaTHE (PpiHAHCYBAHHS
survival rate o6  pIBEHb BI)KMBAHHS
initial funding s 104YaTKOBE (DiHAHCYBAHHS
entrepreneur o6 IMANPUEMEITH
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underestimate
notorious
assume
loyalty
convince
trend

gap

the Pacific Rim countries
cautious
hinge on
anticipate
shortfall

6668648646666 48 44

HETOOILIHIOBATH
rope3BICHUN

Opatu (Ha cebe)

BIPHICTb, JOSTIbHICTh
NIEPEKOHYBATH

TEHJICHIIS, HAIIPSIM
pO3pUB

Kpainn THX00KEeaHChKOTO PETioHY
o0epexHUH, 3aBOAYTUBUIA
3aJIEKaTH B1J
nepeadayBaTH

nedinut, HecTavya

Reading and Speaking Tasks

(To do Speaking Tasks see Language Bank, pages 262—-272)

I. Make up questions covering the content of the text and let
your fellow students answer them.

I1. Having read the text, what you can now say about:

e the main sources of credit for small businesses;
e venture capital as a source of funds for small businesses;
e planning cash flow requirements in small businesses.

III. Work with a partner who read the text to produce a
summary of the text. You need only mention the important

points.
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Accounting
Unit Eight

ACCOUNTING PROFESSION

Text A: People in Accounting Profession
Text B: Auditors in Accounting Process

The unit aims to:

e define accounting;
e determine the major users of accounting information;

e distinguish between managerial (management) accounting
and financial accounting;

e identify the accountant’s responsibility;
e explain what bookkeeping is;
e describe the accounting system;

e name and describe different types of accounting specialists:
public, private and government accountants;

e list the services provided be CPAs (charted accountants);
e explain what audit is;

o (distinguish between the tasks which independent and
internal auditors solve.
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Warm-up activities

e Try to give explanations of the following terms: accounting,
accountant, auditing, auditor, CPA, bookkeeping, tax, internal
audit, external audit.

e What is accounting (auditing)?

e Give reasons why you decided to study accounting.

e Do you agree that accounting (auditing) is becoming more
attractive as a profession? Why?

Text A: People in Accounting Profession

Of all the business disciplines, probably none has the universal
reach of accounting, which is found in nearly every community in the
world. Within most businesses, accountants play a role in virtually all
activities.

Accounting is a system that collects and processes (analyzes,
measures, and records) financial information about an organization
and reports that information to decision makers.

Managers throughout the organization (internal decision
makers) and parties outside the firm such as investors, creditors,
suppliers, customers, etc. (external decision makers) use reports
produced by this system. Internal managers typically require
continuous detailed information because they must plan and manage
the day-to-day operations of the organization. Developing accounting
information for internal decision makers is called managerial or
management accounting. Accounting for external decision makers is
called financial accounting. That branch of accounting is concerned
with the production of information for persons not concerned with the
day-to-day running of the business. The products of the financial
accounting process are financial statements.

It i1s the accountant’s responsibility to keep records of such
financial transactions as faxes paid, income received, and expenses
incurred. Even more important is the accountant’s analysis of how
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these transactions affect a particular business. By sorting, analyzing,
classifying, and recording thousands of transactions, accountants can
determine how well a business is being managed and how financially
strong it is.

Bookkeeping, a term that is sometimes confused with accounting,
is just one phase of accounting — the recording of accounting
transactions. Clearly, accounting is much more comprehensive than
bookkeeping because accounting involves more than just the
recording of information.

Because businesses engage in many thousands of transactions,
accounting systems are mandatory to ensure reliable, consistent, and
dependable financial information. An accounting system 1s an
organized means by which accounting information about a company’s
activities 1s 1dentified, measured, recorded, and retained so that it can
be used in accounting statements and management reports. The
system includes accountants, bookkeepers, computers, reports, and all
the procedures for keeping track of financial transactions. At the head
of the accounting system is the controller, the person who manages all
of the firm’s accounting activities. As the chief accounting officer, the
controller is responsible for ensuring that the accounting system
provides the reports and statements that are needed for the planning,
controlling, and decision-making activities of others in the company.

To meet these needs, accountants must design reports that are
reliable, accurate, and complete. The reports must also be timely,
understandable, and — most importantly — relevant to the types of
decisions that must be made. This broad range of accounting activities
requires different types of accounting specialists.

Although public accountants are not the most common type of
accountants, they are probably the best known. Certified public
accountants (CPAs) derive their name from the fact that they are
members of firms that offer their accounting services to the public.
CPAs are licensed at the state level after passing a rigorous
examination.

While some CPAs work as individual practitioners, many join
with one or more other CPAs in a partnership or professional
corporation.
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Virtually all CPA firms — whether they boast 10,000 employees
and 100 offices or just one person in a tiny office — provide three types
of services: audit services, tax services, and management services.
The larger CPA firms earn about 60 to 70 percent of their revenue
from audit services. Smaller firms typically earn most of their income
from tax services and management services.

In an audit, the accountant examines a company’s accounting
system to determine whether the company’s financial reports fairly
present its operations.

Tax services include assisting clients not only with preparation
of their state and federal tax returns but also in their tax planning. Tax
laws are complex. A CPA’s advice can help a business structure (or
restructure) its operations and investments and save money in taxes.
In order to best serve their clients, of course, accountants must stay
abreast of changes in tax laws.

Accountants are often hired as consultants to help firms resolve
a variety of problems. Management advisory services performed by
accountants range from personal financial planning to planning
corporate mergers. Other services include plant layout and design,
production scheduling, computer feasibility studies, and design and
implementation of accounting systems. Some CPA firms even assist in
executive recruitment.

Many accountants who are not certified provide valued
accounting services to the general public. Small businesses,
individuals, and big businesses rely on public accountants for income
tax preparation, payroll accounting, and financial planning services.
Some of these accountants have simply chosen not to take the CPA
exam; others are preparing to take the exam or have not yet fulfilled
the practice requirements for state certification.

To assure the fairness of their reports, CPAs are always
independent of the firms they audit. They are employees of accounting
firms and provide services for many client firms. But businesses also
hire their own private accountants as salaried employees to carry out
the company’s day-to-day accounting activities. Private accountants
perform an amazing diversity of accounting jobs.
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Large businesses employ specialized accountants in such areas
as budgets, financial planning, internal auditing, payroll, and taxation.
Each accounting area has its own challenges and excitement. In small
businesses, a single individual may handle all accounting tasks — and
approve credit terms, too!

The nature of accounting jobs varies from business to business.

Most private accountants provide accounting services that help
their company’s managers do a better job of managing all facets —
marketing, production, engineering, and so forth — of the business.
Consequently, their work is frequently called management accounting
and they are known as management accountants. Those who become
certified management accountants (CMAs) are recognized as
professional experts. Certification is granted to people who meet
educational and professional standards and who pass the examination.

Federal, state, and local governments also require accounting
services. Government accountants and those working for not-for-profit
organizations are professional accountants who perform services similar
to those of private and public accountants. But here, instead of the
reporting emphasis being on measuring profit or loss, it i1s more
concerned with determining how efficiently the organization is
accomplishing its objectives. Not-for-profit organizations such as
churches, labor unions, political parties, charities, schools, hospitals,
and universities also hire accountants.

Vocabulary
universal «$  3arajJbHUM, yHIBepCaJbHUN
accounting o  OyXrainTepcbKuil 00K
accountant o6 Oyxranrep
virtually o6  (paKTHIHO
internal o6  BHYTpILIHIN
external s  30BHIIIHIN
managerial (management) &  yIpaBIiHCHKUM OyX0OJiK
accounting
financial accounting o«  (hiHaHCOBHUI OyX0O0JIK
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keep records

tax

bookkeeping
confuse

engage

mandatory

reliable

consistent
dependable
accounting system
retain

accounting statement
management report
bookkeeper
procedure

keep track of
controller

accurate

complete

relevant

certified public accountant

(CPA)
rigorous

audit

fairly

tax return

stay abreast of
merger

layout

design
production scheduling
feasibility

6666646486486 4864444446646464646 6

6666464646444

BECTH 3aIUCU
MOJATOK

Oyxrayrepis, paxiBHUIITBO
3MIITYyBaTH, TUTyTaTH
3alMaTUCS

000B’SI3KOBU I

JIOCTOBIpHUH, HAAIHHUI
MOC1JOBHUM

HaJIUHUI

OyxrajaTepcbka cucTema
30epiratv, yTpumMyBaTH
OyXTraJITepChbKUM 3BIT

3BIT aIMIHICTpAIlil

OyxranTep, paxXiBHUK
npoueaypa

CITiAKYyBaTH

TOJIOBHUM OyXrajitep-aHaJliTHK
TOYHHM, PETEITbHUI

ITIOBHHUH, 3aKIHUCHU I
JOPECUYHUH

JTUTIJIOMOBaHUM OyXraiaTep BUIIO1
KkBasiikari, ayurop
CyBOpUU

ayJIuT

YECHO, CIIPaBETUBO
MOJIaTKOBa AcKiIapaliis

HE B1JICTAaBaTH Bl
MOTJIMHAHHS, 37TUTTS, 00’ € THAHHS
IJ1aH

IPOEKT

miaH (rpadik) BUpOOHUIITBA
MO>KJIMBICTh, UMOBIPHICTh
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income tax «  npuOyTKOBUI MOJATOK

payroll accounting s  HapaxyBaHHS 3apIuiaTh

fairness o6  YECHICTh, CIIPaBEJIUBICTh

private accountant «$ MpUBATHUN OyXraiarep

diversity o  PI3BHOMAaHITHICTH

facet o6  aCIEKT

government accountant ~$  ypsAI0oBU Oyxranrep
Vocabulary Tasks

I. Study the following words and phrases. Recall the sentences
in which they are used in the text. Use them in sentences of
your own.

Accounting; keep records; production scheduling; accurate;
government accountant; universal; engage; accounting system; income
tax; management report; audit; procedure; internal; external; reliable;
certified public accountant (CPA); feasibility; retain; complete;
managerial (management) accounting; financial accounting; consistent;
fairly; fairness; keep track of; accountant; relevant; private accountant;
virtually; facet; accounting statement; merger; confuse; payroll
accounting; bookkeeper; design; tax; diversity; dependable; controller;
layout; mandatory; stay abreast of; bookkeeping; rigorous.

I1. Replace the Ukrainian words and phrases by appropriate
English equivalents. Translate the sentences.

1. (byxrantepa) today are international business people of both
genders and all races, equipped with personal computers and using
sophisticated information system.

2. Like statistics, (Oyxrantepcbkuii 001iK) is a language of business.

3. (IlpuBatHi Oyxrantepa) frequently specialize in different aspects
of accounting.

4. The (oyxranrepcbka cucrema) and needs of the Kansas City
Royals Baseball Club differ considerably from those of Trans
World Airlines or a Las Vegas casino.
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5. (JdumomoBani Oyxrantepa BuIoi kBamidikaili) enjoy the same
professional status within their field as attorneys and physicians do
in theirs.

6. Both managers and accountants must understand (Jinancosi
3BITH), business operations, and the use of financial statements in
decision making to perform their duties successfully.

7. (T'onoBHuUit Oyxrantep-aHaliTuk) is responsible for the firm’s
(¢pinancoBuit Oyxo06iik) and cost accounting, data processing, and
tax management.

8. The differing needs of (3oBHimHIX) and (BHyTpimHiX) users of
accounting information result in differences between the
(YrpaBJIIHCHKUM Ta (PiIHAHCOBUM OYXOOJIIKOM).

9. (PaxiBuuirso) is the job of recording the accounts of an organization.

10. Accounting records must be (TouHi Ta OBH1).

III. Change the noun form into the verb and adjective forms.
You may want to use a dictionary.

Example: accounting (n) — account (v) — accountable (adj)

Report, engagement, certificate, dependence, tax, confusion,
controller, completion, mandate, diversity, auditor, procedure.

IV. Complete the following sentences with the correct
derivatives of the words n the brackets.

Her salary is paid directly into her bank.... . (accountant)

The manager won’t be able to meet the customer — he has a prior
.. (engage)

3. You have to get these accounts .... by an auditor. (certificate)

4. What is the .... for renewing your car tax? (procedural)

5

6

N —

. We .... entirely on donations from the public. (dependence)
. He kept asking unnecessary questions which only .... the issue.
(confusion)
7. We paid them .... on the work. (complete)
8. They are seeking a .... for tax reforms. (mandatory)
9. The Board had to take into account a ..... of opinion. (diversify)
10.An .... examined a company’s financial records in order to check
that they are correct. (audit)

153



Rudeshko Y.V. English of Finance and Accounting

V. For each word or phrase write one which means the opposite.

Complete, external decision makers, financial accounting, unreliable,
distinguish, inaccurate, incomplete, irrelevant, fairly.

VI. Match these words as they occur in the text. Translate the

phrases.
1. managerial a) examination
2. rigorous b) records
3. chief accounting ) accounting system
4. to keep d) tax
5. to stay abreast of €) accounting
6. implementation of f) changes
7. not-for-profit g) officer
8. income h) organizations

VII. Choose the explanation for each of these words and phrases.

1. accounting a) professional employed by a business other
than a public accounting firm. He is responsible
for carrying out the firm’s day-to-day accounting
activities

2. bookkeeping b) professional employed by a government
agency or not-for-profit organization

3. public accountant c¢) recording of accounting transactions

4. private d) measuring, interpreting, and communicating

accountant financial information for internal and external
decision making

5. government ¢) professional who provides accounting services
accountant to other businesses and individuals

6. certified public f) accountant who specializes in management
accountant accounting, has met certain educational and
(CPA) / charted professional standards, and has passed the
accountant examination
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7. certified g) accountant who has completed education and
management experience requirements and passed a
accountant comprehensive examination
(CMA)

VIII. Find words and phrases in the text which mean:

1. the correct or normal way of doing something

2. the job or activity of recording the accounts of an organization

3. the person in charge of all firm’s accounting activities, the firm’s
chief accounting officer

that may be relied or depended on

an accountant who has passed all examinations

the quality of being fair

aspect of something

the act of joining together two or more companies or organizations
to form a larger one

XNk

IX. Fill in the blanks with prepositions.

Accounting For Whom?

Who are the interested parties — inside and outside the firm —
aided .... accounting? Inside the business, government agency, or not-
for-profit agency, managers are the major users .... accounting
information, which helps them plan and control both daily and long-
range operations. Owners of the firm and boards of trustees of not-for-
profit groups rely .... accounting data to determine how well the firm
or agency is being operated. Union officials use the data .... contract
negotiations.

Outside the firm, potential investors use accounting information
to help them decide whether to invest .... the company. Bankers and
other existing and potential creditors find that it helps them determine
a company’s credit rating and gives them insight .... its financial
soundness. The Internal Revenue Service and state tax officials use it
to evaluate the company’s tax payments .... the year. Citizens’ groups
and government agencies use it in assessing the efficiency .... a
charitable group, local school system, or a city museum or zoo.
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X. Fill in the blanks with the most appropriate words from the
list.

1. rigorous 6. accountants
2. assistance 7. services

3. a wide range of 8. consulting
4. fee 9. statements
5. recording 10. accounting

A public accountant provides accounting services to individuals
or business firms for a .... . Most public accounting firms provide four
services to clients: (1) auditing, or examining, of financial record; (2)
tax services, such as the preparation of statements; (3) advisory or
consulting services to management; and (4) small-business consulting.
In addition, they provide .... in filing securities registration papers for
new issues of stocks and bonds, prepare loan applications, and assist
in the design of accounting systems. Since they are not employees of
the firm for which they are providing services, public accountants are
in a position to provide unbiased advice about the firm’s financial
condition.

Approximately 40,000 public .... firms exist in the United
States, many of which are small one- or two-person operations. Other
public accounting firms are extremely large and provide .... services
for their clients.

Increasingly, large public accounting firms are becoming more
involved in management .... by designing computers systems for
clients, providing financial counseling, and developing marketing and
strategic planning strategies. Consequently, public accounting firms
provide the greatest number of jobs for accounting graduates.

A certified public accountant (CPA) proves his or her skills by
meeting the state’s requirements for education and experience and
successfully completing a number of .... tests in accounting theory
and practice, auditing, and law.

Although the services of CPAs may seem an expensive option
for small-business owners needing accounting .... , they are more than
worth the cost considering their extensive training, peer review, and
regulation.
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An accountant who is employed by a business other than a

public accounting firm is called a private (or management) accountant.

Private accountants are responsible for collecting and .... financial

transactions and preparing financial statements used by the firm’s

managers in decision making. In addition to preparing the financial
.., private .... play a major role in interpreting them.

Reading Tasks

I. Answer the questions using the information from the text.

XA B LD =

NS

10.
11.
12.

I1.

2.
3.

4.

What is accounting?

What are the major users of accounting information?
What is managerial (management) accounting?
What is financial accounting?

What do accountants do?

What is bookkeeping?

What is an accounting system?

What is the controller’s responsibility?

What are public accountants?

What services do CPAs perform?

What are private accountants?

What are government accountants?

Mark these statements T (true) or F (false) according to the
information in the text. Find the part of the text that gives
the correct information.

. Accountants gather, record, report, and interpret financial

information that describes the status and operation of a firm and
aids in decision making.

Bookkeeping is the same process as accounting.

The controller is responsible for the firm’s financial accounting
and cost accounting, data processing, and tax management.

CPAs are salaried employees who carry out the company’s day-to-
day accounting activities.
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5.

6.

Public accountants provide services to not-for-profit organizations
such as schools, charities, hospitals, etc.

CPA firms provide audit services, tax services, and management
services.

Certified management accountants typically work as the private
accountants with management responsibilities.

Large businesses do not employ specialized accountants for
different accounting areas.

II1. Without looking back at the text, exchange its content

I.

with someone who read the text too.

Writing and Speaking Tasks

(To do Speaking Tasks see Language Bank, pages 262—-272)

Write sentences with the following words.

Example: can / public / accountants / private / as / be classified /

government / and

bl

N

Accountants can be classified as public, private and government.

. useful / information / accounting / in making / decisions / provides

/ economic

the success / failure / cause / may / or / accounting decisions / of a
business

always / are / independent / CPAs / of / audit / they / the firms

by / 1s / accounting / done / accountants

accounting records / fairness / the accuracy / is / authenticity / of /
completeness / and

management / services / may / accountants / perform / advisory
carries out / the / maintaining / process / bookkeeper / of / records /
financial

of / opinions / CPAs / the / are / recognized / officially
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I1. Write questions to the following answers.

L
Accountants must accomplish three major tasks: scorekeeping, calling
attention to problems and opportunities, and aiding in decision
making.

e e
The increasing globalization of business has transformed the
stereotype of the accountant as a pale, bookish male dressed in a
white shirt and narrow tie, seated behind the desk in a small office
and making notations in a dusty ledger.

P
The availability of jobs and the relatively high starting salaries for
talented accounting graduates have lured hundreds of thousands of
students into accounting classes in colleges and universities.

e e
A cost accountant determines the cost of goods and services and
helps set their prices.

e e
The American Institute of Certified Public Accountants (AICPA),
founded in 1886, prepares the CPA examination, provides technical
support to its members and discipline in matters of professional
ethics.

D et
The users of accounting information can be divided into two groups:
external and internal.

II1. Look at the chart given below and speak about the two
parts of the accounting system: financial and managerial.
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Financial External
Accounting System Decision Makers
» Preparation of four Investors,
basic financial > creditors,
statements and suppliers,
Accounting system related disclosures customers, etc.
Collection and

processing of financial
information about an

Internal Decision

o Managerial
organization and Accounting System Makers
reporting of that Preparation of Managers
information to decision detailed plans throughout the
makers forecasts, and’ organization

performance reports

IV. Study the chart given below and speak about the application
of a firm’s accounting information by its major users.

User Application

Owners, stockholders, potential To evaluate operations of firm
investors, creditors To make investment decisions

A 4

Management

\ 4

To plan and control

Employees, union officials

A 4

To use in contract negotiations

To evaluate credit ratings

\ 4

Lenders, suppliers

Government agencies, economic To evaluate tax liabilities
’ |
planners, consumers’ groups To approve new issue of stocks
and bonds
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V. Identify the role of accountants and distinguish between
the kinds of work done by public, private and government
accountants.

VI. Write the summary of the text.

VII. Check the summary of the text written by one of the
students and if it is necessary comment on the mistakes.

VIII. Use the Internet and other sources of information to be
ready to speak about the history of accounting.

IX. Discuss how the role of accountants has changed in recent
years.

X. Talk to your partner about the stereotype image of
accountants.

Text B: Auditors in Accounting Process

Auditing 1s an accounting function. Audit is an examination of
accounts and their underlying records in order to be able to express an
opinion on their honesty and veracity. Many forms of organization
undergo an audit either voluntarily, under their own rules, or under the
requirements of law. An audit may be an internal audit conducted by
employees of the organization (infernal auditors) or independent
(external) audit conducted by independent persons from outside
(independent or external auditors). The best-known example of an
audit is that which, by law, must be undergone annually by every
company. The auditor must be independent and must be appropriately
qualified (in most cases by membership of a professional accountancy
body). He or she must produce a report for the members of the
company expressing, amongst other things, an opinion on whether the
accounts give a true and fair view and on whether they comply with
company legislation.

An accountant may be licensed as a certified public accountant,
or CPA. This designation is granted only on completion of requirements.
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Other accountants can offer various accounting services to the public,
but only a licensed CPA can issue an audit report. In this role,
accountants are known as independent CPAs (or independent
accountants) because they have certain responsibilities that extend to
the general public in addition to those to the specific business that
pays for the services. Independent CPAs, although paid by their
clients, are not employees of their clients.

An audit involves the examination of the financial reports
(prepared by the management of the entity) to ensure that they
represent what they claim and conform with generally accepted
accounting principles (GAAP). In performing an audit, the
independent CPA examines the underlying transactions, including the
collection, classification, and assembly of the financial data
incorporated in the financial reports. To appreciate the magnitude of
these responsibilities, consider the enormous number of transactions
involving a major enterprise such as General Motors that fotal billions
of dollars each year. The CPA does not examine each of these
transactions, however; rather, professional approaches are used to
ascertain beyond reasonable doubt that transactions were measured
and reported properly. Many unintentional and intentional
opportunities exist to prepare misleading financial reports. The audit
function performed by an independent CPA is the best protection
available to the public. When that protection fails, however, the
independent CPA is often found liable for losses incurred by those
who rely on the statements.

The report of independent accountants, or audit report,
describes the auditor’s opinion of the fairness of the financial
statement presentations and the evidence gathered to support that
opinion. Accountants who monitor an organization’s internal
accounting controls are called auditors. These workers are
accountants who specialize in auditing procedures in private firms,
government, and nonprofit organizations.

An internal auditor examines the firm’s financial practices to
ensure that records are accurate and that company operations are in
compliance with laws and regulations.
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Internal auditors are specialized private accountants who help
the organization by furnishing information about situations that could
interfere with accomplishing the organization’s goals. Effective
internal auditing requires extensive knowledge of the organization,
its economic environment, and its methods of gathering and using
financial data to help direct and control the activities of the firm.
A certified internal audition (CIA) 1s an accountant who has at least
24 months of internal auditing experience, a B.A. degree from an
accredited college or university, and who has passed the CIA
examination.

The exam, administered by the Institute of Internal Auditors,
covers theory and practice of internal auditing; management,
quantitative methods, and information systems; and accounting,
finance, and economics.

Auditors evaluate accounting records to determine whether
monies are being handled properly and are being correctly recorded by
managers and employees. Audit findings are reported to higher levels
of management. Consequently, auditors must be thorough and conduct
comprehensive accounting reviews.

Beginning auditors are usually assigned to largely clerical duties
such as verifying the accuracy of accounting records. Experienced
auditors are placed in charge of specific audits and may have several
other auditors reporting to them. Management positions are also
available within the auditing department. Successful auditors may also
move to other areas of accounting. Many top executives began their
careers in auditing.

If financial statements are to be of any value to decision makers,
users must have confidence in the fairness of the information. These
users will have greater confidence in the information if they known
that the people who were associated with auditing the financial
statements were required to meet professional standards of ethics and
competence.

The American Institute of Certified Public Accountants
(AICPA) requires all of its members to adhere to a professional code
of ethics. These broad principles are supported by specific rules that
govern the performance of audits by members of the AICPA. Failure
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to comply with the rules of conduct can result in serious professional
penalties. The potential economic effects of damage to reputation and
malpractice liability, however, provide even stronger incentives to
abide by professional standards. CPAs’ reputations for honesty and
competence are their most important assets.

Financial statements fraud is a fairly rare event, due in part to
the diligent efforts of practicing CPAs. In fact, many such frauds are
first identified in the course of the annual audit. Even the most
diligent audit, however, may not immediately uncover the result of
fraud involving collusion of the top officers of a corporation.

In case of malpractice in the audit function, the independent
CPA is subject to potential liability that may extend to all parties
(whether known to the CPA or not) who have suffered loss because
they relied on financial statements examined by the CPA.

Vocabulary
auditing s  ayJIuT, peBi3yBaHHs (IPOLEC)
audit s  ayJuT, IepeBipKa, peBisis
examination s  TepeBipKa, peBi3is, OIS
account «  (hIHAHCOBUH 3BIT, paXyHOK
underlying records o6 3aIMCH, IO JEkKaTh B OCHOBI
honesty s  TIPaBIUBICTh, YECHICTh
veracity o  TPaBAUBICTh, JOCTOBIPHICTh
undergo o6  3a3HaBaTH, IEPEHOCUTH
voluntarily s  100pOBLIBHO
requirements of law s  BHUMOTH 3aKOHY
internal audit o6  BHYTPIIIHIN ayauT
internal auditor «&  BHYTPIIIHIN ayJUTOP
independent (external) audit 6 He3anexKHUN ayUT
independent (external) auditor =&  He3aJICKHUI ayaUTOP
professional accountancy «  mpodeciiiHuil OyXraaTepchbKuit

body opraH
report o6 3BIT
true and fair view 6  TOYHUI Ta YECHUU OIS
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comply (with)

entity

claim
conform (with)

generally accepted
accounting principles
(GAAP)
incorporated
appreciate

magnitude

total

ascertain

misleading financial reports
statements

report of independent
accountant / audit report
auditor’s opinion

evidence

extend

monitor

internal accounting controls

auditing procedures
accurate

in compliance with
regulations

furnish

interfere

evaluate
consequently
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BUKOHYBATH, T1JKOPSATUCA,
MOTOJIKYBaTHCS

€KOHOMIYHA OQUHHUI,
CaMOCTIMHA KOMIIaHis,
IOpUIMYHa 0co0a

3asBIISATU

y3rojpKkyBatucs (i3),
BIIIIOB1IaTH
3araJIbHOMPUHHATI (0(ILIITHO
BHU3HAH1) TPUHILIUITN
Oyxranrepii

BKJIFOYEHI1, 3apEECTPOBAHI
OI[IHIOBATH

BAXKIIMBICTh, PO3MIP
CKJIaJIaTH Y MIACYMKY,
JOpPIBHIOBATH

YIEBHUTHCS, IEPECBITUUTHUCS
OMaHJIMBI (PIHAHCOBI 3BITU
3BITH

3BIT HE3aJIEKHOTO ayAUTOpa

BHCHOBOK ayJUTOpa

70Ka3, AaHi, pakTu
MOIIMPIOBATH

CIIOCTEpIraT, KOHTPOJIIOBATH
BHYTPIIITHS OyXrajaTepchka
3BITHICTb

ayAUTOPCHKI MPOLeAYpHU
TOYHUU, PETEITbHUI

3T1IHO 3, BIAIIOBIIHO JIO
npaBujia

MoCTavyaTH, JTOCTABIISATH
BTPYYATHCS, IEPEIIKOKATH
OI[IHIOBATH, ATECTyBATH
OTXKeE
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thorough

assign

verifying the accuracy of
accounting records
confidence

ethics

competence
adhere (to)

code

penalty
malpractice
incentive

abide (by)

fraud

diligent efforts
annual audit
collusion
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JNOCKOHAJIUN, IDYHTOBHUM
IpU3HAYATH

nepeBipKka TOYHOCTI
OyXraJITepChKHX 3aIlUCIB
JOoBipa

eTUKA

KOMITETEHTHICTh
JOTPUMYBaTHUCS

KOJIEKC, HOPMHU, TTpaBuiia
noKapaHHs, mrpad
MOPYIIESHHS MPAaBUIT MPAKTUKH
CTUMYT

J0JIePKYBATUCS

oOMaH, 1maxpaicTBo
CTapaHH1 3yCUJIS
HIOpIYHa PEeBi3is

TaeEMHA yrojia, 3MoBa

Reading and Speaking Tasks
(To do Speaking Tasks see Language Bank, pages 262—-272)

I. Make up questions covering the content of the text and let
your fellow students answer them.

I1. Having read the text, what you can now say about:

audit;

the tasks independent auditors solve;
the tasks internal auditors solve;
the importance of ethics, reputation and legal liability in accounting.

II1. Work with a partner who read the text to produce a summary
of the text. You need only mention the important points.

IV. Read the report of independent accountants given below
and speak about the role of an independent auditor.

166



Part lll. Accounting

Report of Independent Accountants To the Stockholders and
Board of Directors of Maxidrive Corp.

We have audited the accompanying balance sheet of Maxidrive
Corp. as of December 31, 2008, and the related statements of income,
retained earnings and cash flows for the period ended December 31,
2008. These financial statements are the responsibility of the
Company’s management. Our responsibility is to express an opinion
on these financial statements based on our audits.

We conducted our audits in accordance with generally accepted
auditing standards. Those standards require that we plan and perform
the audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement
presentation. We believe that our audits provide a reasonable basis for
our opinion.

In our opinion, the financial statements referred to above present
fairly, in all material respects, the financial position of Maxidrive
Corp. at December 31, 2008, and the results of its operations and its
cash flows for the period ended December 31, 2008, in conformity
with generally accepted accounting principles.

Smith and Walker, CPAs

V. Explain what qualities you think a good auditor should possess.

VL. Distinguish the roles of managers and auditors in the
accounting communication process.

VII. Discuss the ways in which internal auditing can be
beneficial to a company.

VIII. Explain what the main priority of an auditor is.

IX. Exchange opinions with your groupmates why the auditing
profession has been criticized in recent years.
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Unit Nine

ACCOUNTING
PROCESS

Text A: Record-Keeping and Accounting Equation
Text B: Double-Entry Accounting

The until aims to:

e explain what accounting process is;

e identify the steps in accounting process;

e distinguish between a journal and a ledger;
e explain what posting is;

e identify the fiscal year;

e define accounting equation;

e describe the impact of computers on the accounting
process;

e explain what double-entry accounting is;

e determine the difference between the two entries — a credit
and a debit.
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Warm-up activities

e Try to give brief explanations of the following terms: record-
keeping, accounting equation, double-entry accounting, journal,
ledger, balance, posting, assets, liabilities, owners’e quity.

e Do you agree that there is a shortage of accountans these days?

e Has accounting changed significantly in the past few years?

Text A: Record-Keeping and Accounting Equation

Accounting deals with financial transactions between the firm
and its employees, customers, suppliers, owners, bankers, and various
government bodies. Weekly payroll checks result in cash outflows for
the compensation of employees. A payment to a supplier result in the
receipt of needed materials for the production process. Cash, check,
and credit purchases by customers generate funds to cover the costs of
operations and earn a profit. Prompt payment of bills preserves the
firm’s credit rating and its ability to obtain future loans. This
procedural cycle used by accountants in converting individual
transactions of financial statements i1s called the accounting process.
These transactions must be recorded, classified, and summarized in
order to produce financial statements for the firm’s management and
other interested parties.

All accountants, whether public or private, rely on record-keeping.
Private accountants use journals and ledgers to enter and keep track of
their company’s business transactions. Underlying these records are the
two key concepts of accounting: the accounting equation and double-
entry bookkeeping.

As the chart given below shows, record-keeping begins with initial
records of the firm’s financial transactions. Examples are sales orders,
invoices for incoming materials, employee time cards, and customer
payments on installment purchases. Unless they are analyzed and
classified in an orderly fashion, managers cannot keep track of the
business’s progress.
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Accounting and Record-Keeping

Throughout the year, a firm’s financial transactions are entered
into intermediate records. At the end of the year, these records are
finalized and used to prepare financial statements.

ACCOUNTING is a comprehensive system for

COMMUNICATING

ANALYZING,and A .
financial information
INITIAL RECORDS INTERMEDIATE FINAL RECORDS FINANCIAL
Ex'amp'les: RECORDS Ledger, divided into STATEMENTS
o sales 1voIces General Accounting accounts such as e balance sheet
® cash receipts Journal or Specialized e cash e income statement
® equipment Journals such as e accounts payable e statement of cash flow
purchases e cash e accounts receivable
e materials purchases e accounts payable o materials inventory
e credit sales e accounts receivable o merchandise inventory

Notations of the sorted records are then entered into a journal, an
intermediate form of record, as the initial records are received.
A journal is just a chronological record of financial transactions along
with a brief description of each transaction. Some companies keep
only a single (general) journal. Others keep specialized journals for
cash receipts, sales, purchases, and the like. For centuries, journals
were kept by hand, but today many firms use computers for their
record-keeping.

Transactions from a company’s journal(s) are brought together
and summarized, usually monthly, in final records called ledgers.
The process of recording the individual transactions from the general
journal to specific ledger accounts is called posting.

Ledgers are divided into categories (accounts) similar to those of
specialized journals. But unlike journals, accounts in a ledger contain
only minimal descriptions of transactions. However, they do contain
a very important additional column, labeled «Balancey, or current
total amount. Because of this column, ledgers enable managers to tell
at a glance where the company stands. If the balance is unexpectedly
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high or low, accountants and other managers can then track backward
to the corresponding journal entry to see what has caused the unexpected
balance.

At the end of the year, accountants fofal up all the accounts in
a firm’s ledger and assess the business’s financial status. This
summation is the basis for annual financial reports. With the
preparation of financial reports, the old accounting cycle ends and
a new cycle begins.

The timing of the annual accounting cycle is called the fiscal
year. The fiscal year is the 12-month period used for financial
reporting purposes. Most companies use the calendar year as their
fiscal year, so their financial reports cover the period beginning
January 1 and ending December 31. However, companies that have
extreme seasonality in their businesses may elect a different 12-month
period. A fruit orchard business, for example, may select a period
from September 1 to August 31, so that the fiscal year ends at the
completion of harvesting in the seasonal cycle. The choice is purely a
matter of convenience for the business, but the same period must be
used year after year.

At various points in the year, public and private accountants
balance the data in journals and ledgers by using the following
accounting equation:

Assets = Liabilities + Owners’ equity

The accounting equation is the basic accounting concept that
assets are equal to liabilities plus owners’ equity.

To understand why this equation is important, you must first
understand what accountants mean by assets, liabilities, and owners’
equity.

You are probably familiar with the first two terms in their
general sense. White teeth and intelligence are often said to be
«assets». Someone who cannot swim may be a «liability» on a boat
trip. Accountants apply these terms more narrowly, focusing on items
with quantifiable value. Thus an asset, in the accounting sense, is
anything of economic value owned by a firm or an individual.
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Examples are land, buildings, equipment, inventory, and payments due
the company (accounts receivable). In contrast, a liability is a debt the
firm owes to others.

Finally, you may have heard people speak of the «equity» they
have in their home, meaning the amount of money they would get if
they sold the house and paid off the mortgage. In a similar fashion,
owners’ equity refers to the amount of money a firm’s owners would
receive if they sold all the company’s assets and paid off all its
liabilities (that is, if they /iquidated the company). We can rewrite the
accounting equation to show this definition:

Assets — Liabilities = Owners’ equity

If a company’s assets exceed its liabilities, then the owners’
equity is positive. That is, if the company went out of business, the
owners would receive some cash (a gain) after selling the firm’s assets
and paying off its liabilities. If liabilities outweigh assets, then owners’
equity is negative — there aren’t enough assets to pay off all the debts.
Therefore, if the company went out of business, the owners would get
no cash and some creditors would not be paid back the debts the
company owes them.

But owners’ equity is helpful not just for liquidation — it is
meaningful in healthy, ongoing businesses too. Banks and other
lenders want to see how much owners’ equity exist in a business
before lending money to a business owner.

Owners’ equity is made up of what the owners originally invested
and the profits the firm has earned and reinvested in the company.
Thus it shows how the owners’ financial interests and rights in the
company have changed over time. For example, in years when a
company operates profitably, its assets increase faster than its
liabilities. As a result, owners’ equity will increase if those profits are
retained in the business instead of being paid out as dividends to
stockholders. Owners’ equity can increase in the other ways, too — for
example, if the owners invest more of their own money to increase the
firm’s assets. However, owners’ equity can shrink when the company
operates at a loss and when owners withdraw assets.
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Vocabulary

accounting process
record-keeping
accounting equation
receipt

generate funds
cover the costs
procedural cycle
converting
interested parties
journal

ledger

enter

record

key concepts of accounting
double-entry bookkeeping
nitial records

sales orders

mnvoice

installment purchase
intermediate records
finalize

notation

sorted records
chronological record
brief description

keep a journal

final records

posting

additional column
label

$66666868668686868868646 4668666866644
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npoIiec OyXraaTepcbKoro 00Ky
BEJICHHS 3anKuCiB (00JIIKY)
OyXrajaTepchbke PiBHSIHHS
OTpUMAaHHS

CTBOpIOBAaTH (POHIU

MOKPUBATH BUTPATU
IIPOLIEYPHUM LIUKII
KOHBEpTAIllisl, IEPETBOPECHHS
3aIfikaBJjieHl CTOPOHU

KypHai (OyXraaTepChKuii)
OyxrajTepchbka KHUTA, TOJIOBHA
KHHUTa, TPOCOyX

3aIUCyBaTy, BHOCUTH, PEECTPYBATH
3aIKC; 3aMUCyBaTH

OCHOBHI IOHATTS OyX00IiKy
Oyxrayrepisi MOJIBITHOTO 3aMuUCy
MOYaTKOBI 3aMIUCU
PO3MOPSAIHKEHHS PO MPOJANK
paxyHoK-(akTypa (HakIagHa)
MOKYIIKA Y PO3CTPOUKY
IPOMIXKHI 3alUCU
3aBEpIIYBaTH, 3aKIHUYBATH
3aMmc

KJacuikoBaH1 3aMucH
XPOHOJIOTTYHUN 3aIUC

CTHCIIUH OITHC

BECTH OyXTalTePChKUH KypHaI
KIHIIEBI 3alIUCH

MIPOBO/IKA, PO3HOCKA IO paxyHKax,
NIEPEBE/ICHHS B OYXTaITePChKY
KHUTY

J01aTKOBA KOJIOHKA
MapKyBaTH
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balance
total amount
track backward

journal entry
total up

assess
financial status
summation

annual financial report

accounting cycle
timing

fiscal year
calendar year
extreme seasonality
elect

completion

season cycle
balance the data

assets

liabilities
owners’ equity
general sense
quantifiable value
inventory

accounts receivable
equity

liquidate

exceed

gain
outweigh
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OaJiaHC; MiACYMOBYBAaTH
3arajpbHa cyma

IIPOCTEKYBATH Y 3BOPOTHOMY
MOPSIIKY

3aMucC B )KypHaII

M1I0UTH MiACYMOK

OLIIHIOBaTH

(dhiHaHCOBE CTAaHOBUIIIEC
MIIOUTTS TMACYMKY

HIOpIYHUNA (PIHAHCOBHIA 3BIT
OyXraaTepChbKUM KT

BUOIp Yacy, Npu3HAYEHHS Yacy
dickanbHul, (HiHAHCOBUH PIK
KaJICHAApHUMU piK

KpaiiHs (HaJ[3BUYaiiHa) CE30HHICTh
BUOWpaATH

3aKIHYEHHSI

CE30HHUU ITHKII
M1JICYMOBYBATH JIaHi,
30aJIaHCOBYBATH JIaH1

aKTUBH

MIaCHBH

aKI[IOHEpHUH KaItiTaj
3arajbHe 3HAYCHHS

KUIbKICHA BapTICTh
TOBapHO-MaTepiaibHi

3amnacu

paxyHKH ae01TOpiB, 1e0ITOpChKa
3a00proBaHICTh

BJIACHUM KaITiTas, YacTKa, 4acTKa
aKIllOHEpHA B KaIiTal
JKBIJlyBaTH

NIePEBUIILYBaTU

npUOYTOK, T0X1/d, MPUPICT
NEepPEBUIIYBATH, TIEPEBAKYBATH
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meaningful o6 3HAUYYIIUH
ongoing business «$  ycHilmHui O013Hec, opraHizaiis
lender s  KpEauTop, MO3UKOAABELb
shrink o5  3HMKYBATHUCS
at a loss s 31 30UTKOM

Vocabulary Tasks

I. Study the following words and phrases. Recall the sentences
in which they are used in the text. Use them in sentences
of your own.

Procedural cycle; key concepts of accounting; intermediate records;
accounting equation; double-entry bookkeeping; balance; calendar
year; balance the data; chronological record; journal entry; assets;
liabilities; owners’ equity; final records; assess; accounting process;
ledger; accounts receivable; generate funds; summation; fiscal year;
enter; record-keeping; journal; inventory; total up; keep a journal;
invoice; exceed; additional column; gain; annual financial report; ongoing
business; financial status; receipt; notation; shrink; accounting cycle;
finalize; outweigh; label; completion; initial records; quantifiable value;
track backward; timing; cover the costs; sorted records; total amount;
liquidate; sales orders; brief description; at a loss; seasonal cycle;
lender; interested parties; meaningful; elect; converting; general sense;
extreme seasonality; installment purchase; posting; equity.

I1. Replace the Ukrainian words and phrases by appropriate
English equivalents. Translate the sentences.

1. The first step in the processing of transactions by the firm is to
(3armmucyBatu) each of them in chronological order in a book called
a (OyxrantepchbKuil )KypHai).

2. The firm agreed to pay $ 5,000 of the total cost in ten days and the
remaining (6ananc) at the end of the month.
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3. The (Oyxranrepchka kHuTra) 1s a specialized accounting book that
contains separate accounts for such items as cash, accounts
receivable, (po3nopskeHHs Mpo Mpojax), salaries and (ToBapHoO-
MarepiajibH1 3amacH).

4. The basic (byxranrepcbke piBHsHHA) reflects the financial position
of any firm at any point in time.

5. The total (aktuBu) must equal the total of the firm’s (macusu) and
the (akuioHepHHMit KamiTan).

6. The basic principle of (Oyxranrepis moapifiHOrO 3amucy) is that
every financial transaction is seen as a flow of value from one
account to another.

7. In the UK the (dickanbnuii pik) runs from 6 April to the following
5 April.

8. A document published annually by a company for its shareholders
and other (3amikaBieH1 CTOPOHHU) 1S (IOPIYHUI (IHAHCOBUH 3BIT).

II1. Change the noun form into the verb and adjective forms.
You may want to use a dictionary.

Example: cycle (n) — cycle (v) — cyclic (adj)

Double, entry, equation, balance, total, timing, chronology,
finalization, key, notation, gain, shrinkage, completion, record.

IV. Compete the following sentences with the correct
derivatives of the words in brackets

1. We must remember about the ... nature of history. (cycle)

2. The Federal government has ... its tax on liquor. (double)

3. The jornal’s last few ... described the events vividly. (enter)

4. A higly-trained workforse ...high productivity. (equation)

5. He earned a grand ... of $ 4000. (total)

6. The manager flew out to Canada to ... the datails of the deal. (final)
7. You will....useful experience in working with computers. (gain)

8. The number of students has ... from 120 to 70. (shrinkage)

9. Keep a ... of any money you pay out. (recorder)

10. You can summarize the ... points of his speech in a few lines.

(key)
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V. For each word or phrase, write one which means the opposite.

Inflows, initial records, detailed description, general (single)
journal, maximal, accounts payable, expected balance; old accounting
cycle, familiar, calendar year, assets, own, negative owners’ equity,
ongoing business, withdraw, at a profit, loss.

VI. Match these words as they occur in the text. Translate the

phrases.
1. accounting  a) equity
2. extreme b) column
3. additional c) bookkeeping
4. owners’ d) equation
5. financial e) receipts
6. double-entry f) records
7. procedural g) seasonality
8. cash h) year
9. intermediate 1) cycle
10. fiscal J) status

VII. Choose the explanations for each of these words and
phrases.

1. accounting equation  a) the action of recording a financial
transaction by means of an entry in
the ledger

2. journal b) anything of economic value owned by
a firm or an individual

3. ledger c¢) the amount of money a firm’s owners
would receive if they sold all the
company’s assets and paid off all its
liabilities

4. posting d) a basic accounting concept that assets
are equal to liabilities plus owners’ equity
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5. accounting process

6. double-entry system

7. asset

8. liability

9. owners’ equity

10. fiscal year

11. accounting cycle

e) a specialized accounting book which
summarizes the listing of transactions in
the journal by assembling them into
specific accounts

f) the 12-month period used by a firm for
annual financial reporting purposes

g) a chronological record of a firm’s
financial transactions along with a
brief description of each transaction

h) method of converting individual
transactions to financial statements

1) process requiring two entries for every
transaction, thereby keeping the
accounting equation in balance

j) a debt owed by a firm or an individual

k) the recordkeeping process used during
and at the end of the accounting period
that results in financial statements

VIII. Find words and phrases in the text which mean:

.
. to find the total number or total amount of something by adding;
. difference between two columns of an account (money received

the act or fact of receiving something;

and money paid out);

writing down details of financial transactions in journals and

ledges as they happen;

a routine document evidencing the dispatch of goods and giving
details of quality, quantity and price;

tangible property held for sale in the normal course of business or
used in producing goods or services for sale;

an amount recorded 1n the financial records of a business;
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8. to make a judgment about a situation after thinking carefully about it;

9. to do something with the result that you have less money than you
had in the beginning;

10. the act of completing or finishing something.

IX. Fill in the blanks with prepositions.

Accounting Journals and Ledgers

The first step in the processing of transactions by the firm is to
record each .... them in chronological order in a book called a journal.
Most firms today have computerized accounting systems programmed
to provide printouts of the financial statements and perform various
ratio analyses.

The next step involves transferring the data contained .... the
journal entries to individual accounts in the firm’s ledger. This is a
specialized accounting book that contains separate accounts .... such

items as cash, accounts receivable, sales, inventory, and salaries. It
summarizes the listing of transactions in the journal by assembling
them .... specific accounts.

The process of posting is recording the individual transactions
from the general journal .... specific ledger accounts. .... the end of
the accounting period, the data in each ledger account are summarized
and used as the basis for preparing the firm’s accounting statements.

X. Fill in the blanks with the most appropriate words from the
list.

1. recall 5. accountants
2. systems 6. journal

3. statements 7. registers

4. summarizing 8. entries
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Impact of Computers on the Accounting Process

The computer revolution of the last decades of the twentieth
century has simplified the accounting .... of thousands of firms, both
industrial giants and neighborhood service providers. Fully automated
systems developed by firms such as NCR Corporation have eliminated
most of the recording, classifying, and .... tasks once done by hand.
As point-of-sale terminals replaced cash .... , a number of functions
could be performed each time a sale was recorded. Not only can such
a terminal .... prices from memory and maintain a perpetual inventory
count of every item in stock, but it also automatically performs
accounting data .... .

Accounting software programs such as Peachtree are widely
used. They make possible a «do-it-once» approach, whereby each sale
is automatically converted into a .... entry, which is then stored until
needed. Up-to-date financial .... and financial ratios can then be
requested when needed by the decision maker. The integration of
accounting and computers in almost every organization requires .... to
be increasingly computer-literate.

Reading Tasks

|
L]

Answer the questions using the information from the text.

What does accounting deal with?

What is the accounting process?

What are the key concepts of accounting?
What are the steps in the accounting process?
What is a journal?

What is a ledger?

What is posting?

What is the fiscal year?

9. What is the accounting equation?

10. What is an asset?

11. What is a liability?

12. What is the owners’ equity?

PN B =
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II. Mark these statements T (true) or F (false) according to the

SN

*x

information in the text. Find the part of the text that gives
the correct information.

. The accounting process involves only the recording of accounting

transactions.
Only private accountants rely on record-keeping.

. Transactions are chronologically recorded in the journal, posted in

ledgers, and then summarized in accounting statements.

Ledgers allow managers to assess the firm’s current state of
finances.

Companies must use the calendar year as their fiscal year.

The accounting equation is not kept in balance.

Assets are things of the value owned or leased and used in the
business.

Liabilities are claims against the assets by creditors of the firm.

If a company’s liabilities outweigh its assets, then the owners’
equity is positive.

II1. Without looking back at the text, exchange its content

I.

J—

W N

with someone who read the text too.

Writing and Speaking Tasks

(To do Speaking Tasks see Language Bank, pages 262—-272)

Write sentences with the following words.
Example: posted / entries / are / ledgers / journal / to

Journal entries are posted to ledgers.

. have /in / owners / equities / and / a / firm / creditors
. transactions / a / log / chronological / of / journals / are
. financing structure / the / represents / the / accounting equation / a /

business / of
entered / intermediate / into / transactions / are / records / financial
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)]

II.

basis / financial statements / for / ledgers / in / records
accountants / using / in / balance / journals / the accounting
equation / and / the data / ledgers

Write questions to the following answers.

Four fundamental terms are involved in the accounting equation:
assets, equities, liabilities, and owners’ equity.

The entries made to reflect transactions are referred to as debits
and credits.

The accounting equation states that assets are equal to liabilities
plus owners’ equity.

ooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooo

An increase 1n assets results in an increase in liabilities or owners’
equity.

ooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooo

Transactions are recorded in chronological order in books called
journals.

ooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooo

Journal entries are transferred or posted to individual accounts kept
in a ledger.

ooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooo

All accounts in the ledger are summarized at the end of the
accounting period and financial statements are prepared from these
account summaries.
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III. Explain how journals, ledgers, and financial statements
are involved with the steps in the accounting process.

IV. Give reasons why the accounting equation reflects the
financial position of any firm at any point in time.

V. Write the summary of the text.

VI. Check the summary of the text written by one of the
students and if it is necessary comment on the mistakes.

VII. Explain why accountancy is still considered to be dull.

VIII. Talk to your partner about the most difficult tasks
facing accountants.

IX. With your groupmates, discuss what qualities you think
a good accountant should possess.

Text B: Double-Entry Accounting

The accounting equation must always balance. Thus if assets
go up and liabilities remain unchanged, owners’ equity must also go
up. If assets go down and liabilities stay the same, owners’ equity
must go down. Changes in liabilities have the opposite effects on
owners’ equity.

This balance was remarked on by a fifteenth-century Italian
monk named Luca Pacioli, who used it to develop the double-entry
bookkeeping system still in use today. As the name implies, the
double-entry system requires that all transactions be recorded in two
ways: one entry showing how the transaction affects assets and the
other entry showing how the transaction affects liabilities and owners’
equity. Thus, double-entry bookkeeping requires that every «plus» be
balanced by a «minusy. This keeps the accounting equation in balance.

To see how double-entry accounting works, consider the sample
pages given below, which show two ledger accounts for Perfect
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Posters. Both of these accounts — accounts receivable and cash — are
assets of Perfect Posters. Before Eye-Poppers sent its check, it owed
$245 to Perfect Posters. This $§ 245 represented a «receivable» to
Perfect Posters — that is, an amount to be collected in the future.

Sample Ledger Accounts
General Ledger
Accounts Receivable Account
Date 2009 Debit Credit Balance
Sept. | 30 1436 |61
Sept. {30 | No Blond 324 |46 |4222 |15
Locks

Oct. |3 Eye-Poppers 245 |00 | 3977 |15
Oct. Walls R ua 513 {132 9108 |47
Oct. |10 | Cover all 123 |45 8985 |02

General Ledger

Cash Account
Date 2009 Debit Credit Balance
Oct. |3 08,563 |43
> Oct. |3 | Eye-Poppers |245 | 00 98,808 | 43

Oct. |4 |Lorson 153 20 98,055 |23
Oct. |5 |Brown 15,000 |00 |83,055 |23

\&,\/\/

NS

N

Under the double-entry accounting system, the check from Eye-Poppers
increases Perfect Posters’ cash balance and decreases its accounts receivable balance.
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Then the check arrived from Eye-Poppers and was cashed by
Perfect Posters. You can see how the payment from Eye-Poppers
affects Perfect Posters’ records. The check 1s entered twice because,
under the double-entry system, it affects both of these assets (accounts
receivable and cash) in opposite directions. That is, the $ 245 increase
in the cash account balance is offset by the $245 decrease in the
accounts receivable balance, leaving total assets unchanged. In other,
more complex transactions, combinations of asset accounts, liability
accounts, and owners’ equity all may be affected.

Another significant difference between the two entries is that
Eye-Poppers’ payment is /isted as a credit to accounts receivable and
as a debit to cash. To understand why, you need to understand debits
and credits. In bookkeeping, debit and credit do not necessarily refer
to decreases and increases, respectively. Rather, they refer to the
column in which information is to be entered. The left column is
debits. The right column 1s credits. A debit is an increase in assets, but
a decrease in liabilities and owners’ equity. A credit is the reverse — a
decrease in assets, but an increase in liabilities and owners’ equity.
Thus when Perfect Posters received payment from Eye-Poppers, it had
to credit its accounts receivable, since money is no longer owed. But it
also had fo debit 1ts cash account, since an asset — cash — increased.

Debits and credits provide a system of checks and balances.
Every debit entry in a journal must have an offsetting credit entry
elsewhere. If not, the books won’t balance, and some error (or
deliberate deception) has been made in the record-keeping. The
accountants have to find the error and correct it to ensure accurate
financial records.

Vocabulary

double-entry accounting «& MOABIMHUI OyXTalITepChbKUN 00K

balance «6  0ajaHCyBaTH, 3pIBHOBAXXYBATU
opposite effect o6 TIPOTWICKHUIN eeKT (BIIUB, pe3y/IbTaT)
remark on o6 TIOMiYaTH, BUCIIOBIFOBATHCS TIPO
monk «&  YEpHEIb

imply o6  3HAYWTH, HATSKATH, MAaTH Ha yBa3i
double-entry system o6  CHCTEMa IOJBIMHOTO 3aIHUCY
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entry

sample

ledger accounts
Increase

cash account balance
offset

decrease

accounts receivable
balance

significant difference
list

credit

debit

reverse

to credit

to debit

offsetting credit entry

error
deliberate deception

66646464644

66646464644

4 &

3aInC

3pa3oK

PaxyHKH OyXTaJTepChbKOI KHUTH
30UIbIIICHHS, 3POCTaHHS

OaraHCc KacoBOi TOTIBKU

3aJTiK, BIJIIIIKOTYBaHHSI, KOMIICHCALIIS
3MEHIIICHHS

OaytaHc Ae6ITOPChKOI
3a00pPTOBaHOCTI

3HA4YHa BIJIMIHHICTb

BHOCHTH 0 CTIIUCKY

KpEIUT

neder

MPOTHIICKHE

KpEIUTYBaTH, 3aIMCYBATH B KPEIUT
nebeTyBaTH, 3aucyBaTu B 1€0€T
KOMIIEHCAI[IMHUI (3aJ11IKOBUI) 3aIUC
B KPEIAUT PaxyHKY

ITOMMJIKA

HaBMHUCHUM oOMaH

Reading and Speaking Tasks
(To do Speaking Tasks see Language Bank, pages 262—-272)

I. Make up questions covering the content of the text and let
your fellow students answer them.

I1. Having read the text, what you can now say about:

e double-entry accounting;

e (difference between the two entries — a credit and a debit.

III. Work with a partner who read the text to produce a
summary of the text. You need only mention the important points.

IV. Explain how the double-entry system reduces the chances
of mistakes and fraud in accounting.
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Unit Ten

FINANCIAL
STATEMENTS

Text A: Basic Financial Statements

Text B: Budget — Internal Financial Statement

The unit aims to:

e describe three broad categories of financial statements:
balance sheets, income statements, and statements of cash
flows;

o identify three types of assets: current, fixed, and intangible;

e describe different categories of liabilities: current and long-
term liabilities;

e define owner’s equity;

e name the major components of income statement:
revenues, cost of goods sold, and operating expenses;

e explain what each section of the cash flows statement
reports;

e explain what budget is;

e describe the budget system of Ukraine.
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Warm-—up activities

e Try to give brief explanations of the following terms: financial
statements, assets, liabilities, owner’s equity, cash flow, budget.

e Explain what revenues and expenses are.

e Do you agree that budgeting by both large and small firms is
similar to household budgeting in that the purpose is to match
income and expenses so as to accomplish objectives and
correctly time inflows and outflows?

Text A: Basic Financial Statements

The primary purpose of accounting is to summarize the results of
a business’s transactions and to issue reports that will help managers
make informed decisions. Some of the most important reports, called
financial statements, fall into three broad categories: balance sheets,
income statements, and statements of cash flows. Balance sheets are
sometimes called «statements of financial position» because they
show the financial condition of a firm at one point in time.

Balance Sheets

At one time, the only financial statement released to people
outside the company (such as stockholders and lenders) was the
balance sheet. Early balance sheets provided very sketchy information.
Today balance sheets supply a considerable amount of information,
including detailed technical descriptions of complex accounts and
transactions. Balance sheets present the accounting equation factors: a
company’s assets, its liabilities, and its owners’ equity.

Assets. Most companies have three types of assets from an
accounting standpoint. current, fixed, and intangible. Current assets
include cash and assets that can or will be converted into cash in the
following year. They are normally listed in order of liguidity, or the
ecase with which they can be converted into cash. Business debts
normally can be satisfied only through payments of cash. A company
that cannot generate cash as it is needed (in other words, a company
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that 1s not /iquid) may be forced to sell assets at sacrifice prices or
even to go out of business.

Cash is, by definition, completely liquid. Marketable securities
are assets that are slightly less liquid but that can be sold quickly if
there 1s a need for additional cash. Stocks or bonds of other
companies, government securities and money market certificates are
all marketable securities. Accounts receivable are amounts due from
customers who have purchased goods on credit. Most businesses
expect to receive payment within 30 days of a sale.

Unfortunately, some customers never pay what they owe. For
the sake of accuracy, the balance sheet should reflect such a loss. The
allowance for doubtful accounts entry allows the accounts receivable
assets reported on the balance sheet to be decreased accordingly.

Following accounts receivable is merchandise inventory, the cost
of merchandise that has been acquired for sale to customers and is still
on hand. Merchandise inventory is two steps removed from cash: first
the inventory must be sold, generating accounts receivable, and then
the accounts receivable must be collected to obtain cash.

There are two primary methods of valuing inventories on the
balance sheet. Because inventories are flowing in and out throughout
the year, assumptions must be made about which ones were sold and
which ones remain in storage. The LIFO (last-in-first-out) method
assumes that inventories received last (most recently) are sold first,
thus leaving the older inventories on hand for future use. The FIFO
(first-in-first-out) method, in contrast, assumes that the older
inventories (first in) are sold first, and the newer inventories are held
for later use. The method used in calculating inventory must be
disclosed in a firm’s financial statements. It must also be used
consistently year after year.

The final current asset listed is prepaid expenses. Included in this
category are supplies on hand and rent paid for the period to come.

Normally, the next major balance sheet classification is fixed
assets. Items in this category have long-term use or value — for
example, land, buildings, and equipment. Because buildings and
equipment do eventually wear out or become obsolete, however, the
accountant must depreciate them. Depreciation means calculating the
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useful life of the asset in years, dividing its worth by that many years,
and then subtracting the resulting amount each year. Thus the asset’s
remaining value on the books goes down each year.

Despite their name, intangible assets are not without monetary
value, though their worth is hard to set. Intangible assets usually
consist of the cost of obtaining rights or privileges such as patents,
trademarks, copyrights, and franchise fees. Another intangible asset,
goodwill, can be recorded only when a business is being purchased. It
is the amount paid for an existing business over and above the value
of its other asset because the firm has a particularly good reputation or
good location.

Liabilities. Like assets, liabilities are often separated into
different categories. Current liabilities are debts that must be paid
within the year. They include unpaid bills to suppliers for materials
(accounts payable) as well as wages and taxes that will have to be
paid in the coming year.

Debts that are not due until more than one year hence are called
long-term liabilities. They normally represent borrowed funds on
which the company must pay interest.

Owners’ Equity. The final section of the balance sheet shows
owners’ equity broken down into common stocks, paid-in capital, and
retained earnings. Paid-in capital is additional money invested in the
firm by the owners.

A company’s net profits less dividend payments to stockholders
are its retained earnings. Retained earnings accumulate when profits,
which could have been distributed to stockholders, are instead kept for
use by the company.

Income Statements

Perhaps the most popular form of financial statement is the
income statement. It is sometimes called a profit-and-loss statement
because its description of a company’s revenues and expenses results
in a figure that shows the firm’s annual profit or loss. That is,

Revenues — Expenses = Profit (or Loss)
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An income statement enables the reader to assess how
effectively management is using the resources entrusted to it. Indeed,
the final number on the income statement, the profit of loss — also
known as «the bottom line» — is probably the most important figure in
any business enterprise. Like the balance sheet, the income statement
is divided into three major categories: revenues, cost of goods sold,
and operating expenses.

Revenues. The first major category shown on an income
statement is revenues. Revenues are the funds that flow into a business
from selling products or providing services.

Cost of Goods Sold. The second section of the income
statement details expenses involved in producing goods — the cost of
goods sold. This category shows the cost of obtaining materials to
make the products that were sold during the year.

Subtracting cost of goods sold from revenues gives us gross
profit (or gross margin).

Operating Expenses. In addition to costs directly related to
acquiring the goods it sells, every company has general operating
expenses, ranging from erasers to the president’s salary. Like cost of
goods sold, operating expenses are resources that must flow out of a
company in order for it to earn revenues.

Two parts of the operating expenses — selling expenses and
general/administrative expenses — are especially important. Selling
expenses are operating expenses from the activities related to selling
the firm’s products and services. Sales salaries, costs to deliver
merchandise to customers, and advertising are examples of selling
expenses. General and administrative expenses are operating expenses
related to the general management of the company. Typical
administrative expenses are management’s salaries, insurance expenses,
office supplies, and maintenance costs.

Sometimes managers are interested in determining the firm’s
operating income (income before taxes), which compares the gross
profit from business operations against the firm’s operating expenses.

Subtracting operating expenses and income taxes from gross
margin yields net income (also called net profit or net earnings).
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Statements of Changes in Cash Flows

A balance sheet and an income statement are the only financial
reports some companies prepare. But all firms whose stock is publicly
traded are required to issue a third report, a statement of cash flows.
This statement describes a company’s cash receipts and cash
payments for the year. Since it provides the most detail about the
company’s ability to generate and use cash, some investors and
creditors consider it the most important financial statement of all. The
statement of cash flows, also called the statement of changes in
financial position, shows the effects on cash of three aspects of the
business: operating activities, investing activities, and financing
activities.

Cash flows from Operations. This first section of the cash flow
statement 1s concerned with the firm’s main operating activities — the
cash transactions involved in buying and selling goods and services.
Lenders and stockholders want to see clearly just how much of the
firm’s cash went out and how much came in during the past year. This
reveals how much of the year’s profitability is due to the main line of
business rather than ancillary activities.

Cash Flows from Investing. This section of the cash flow
statement reports net cash used in or provided by investing. It includes
cash receipts and payments from buying and selling stocks, bonds,
property, equipment, and other productive assets.

Cash Flows from Financing. This final section of the cash flow
statement reports the net cash from all financing activities. It includes
cash inflows from borrowing or issuing stock as well as outflows for
payment of dividends and repayment of borrowings.

The overall change in cash from the three sources — operating
activities, investing and financing — provides a [linkage between
financial statements from one year to the next. When creditors and
stockholders know how firms obtained and used their funds during the
year, it is easier for them to interpret the year-to-year changes in the
firm’s balance sheet and income statement. Clearly, then, the
statement of cash flows is a valuable measure of any company’s
financial health and its ability to conduct business in the future.
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financial statements
issue reports
informed decisions
balance sheet

income statement/profit-and-

loss statement (P&S)
statement of cash flows/
statement of changes in
financial position
release

sketchy information
standpoint

current assets

liquidity

liquid

sacrifice prices
marketable securities

stock

bond

government securities
money market certificate
accounts receivable

allowance for doubtful
accounts entry

inventory
merchandise inventory
assumption

assume
LIFO (last-in-first-out)

6 646464646 446488 4464646 6 6464644

66 &6 4
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Vocabulary

(G1HaHCOBI 3BITH

BUITYCKaTH (BUaBaTH) 3BITH
MpaBUJIbHI PIIICHHS
OaJlaHCOBUI1 3BIT

3BIT PO MPUOYTKH Ta 30UTKHU

OaytaHC 00OPOTHUX KOIIITIB
(aKTHUBIB)

BUITYCKaTH
npubiu3Ha iHpopMmalris
MOTJISAT, TyMKa

000pOTHHI KaImiTaja, TOTOYHI
000pOTHI1 aKTUBHU

JIKBIOHICTH

JKBITHUN

30UTKOBI IIIHU

I[IHH1 TIAMEePH, 1110 JErKO
peaTi3yoThCs

aKIIs

obmiraris

Jep>KaBHI I[IHHI Tanepu
cepTudikat rporioBOro pUHKY
paxyHKH J1e01TOPIB,
nebiTopchka 3a00proBaHICTh
3aMmcC TPOo 3HIKKY Ha PaxyHKH,
K1 MOXYTh OyTH HE
BUILIAYEHI
TOBAapHO-MaTepiajbHi 3armacu
KOMEPIIiMiHI TOBapHI 3amacu
MPUNYIICHHS

IIPUITY CKATH
METOJ] BUBHAYEHHS BAPTOCTI
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method

FIFO (first-in-first-out)
method

consistently

prepaid expenses
supplies on hand

fixed assets
eventually

wear out
obsolete
depreciate
depreciation
subtract
intangible assets
privilege

patent
trademark
copyright
franchise fee
goodwill
current liabilities

accounts payable

one year hence

long-term liabilities

6646 44 6 646464 &

6 & &

& 4

194

3a I[IHAMHU OCTaHHIX 3aKyTOK
METO/] BU3HAYCHHS BapTOCTI
3a I[IHaMU TIEPIIUX 3aKYIOK
MOCJI1IOBHO

nepeAruiaueHi BUTpaTH
HasIBHI 3amacu (CUpOBHHA Ta
MaTepiam)

OCHOBHHH KamiTajl, HEJIKBIIHI
aKTUBU

3 4acoM

3HOIIIYBAaTHCh

3acTapiyiuid, crapui
3HUKYBATH (CIIUCYBaTH)
BapTICTh, aMOPTU3YBATU
3HMKEHHS (CTIMCaHHS) BapTOCTI,
aMopTH3allisi OCHOBHOTO
KamiTaimy

BIIHIMATH

HeMaTepiaabHi (HEBUIUMI
aKTUBU)

npUBLICH

MaTeHT

TOProBejibHAa MapKa,
TOPrOBEJIbHUN 3HAK
aBTOPCHKE MPaBO

IaTHS 3a PpaHIIn3y
BapTICTh HAKOTTUYEHUX
HeMaTepiaJTbHUX aKTHBIB
KOPOTKOCTPOKOBI TACHUBH
(3000B’s13aHHS)

pPaxyHKHU KpEJIUTOPIB,
KpEeIUTOPChKa 3a00ProBaHICTh
yepes pik

JIOBTOCTPOKOBI ITACUBU
(3000B’s13aHHS)
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common stocks o6  3BHYAWHI aKIil
paid-in capital s  OIUIaYeHa YacTUHA
aKI1OHEPHOT'O KamiTany
retaining earnings o  HEPO3IOJIICHUM
npudyTOK
accumulate o6  HAKOMWYYyBaTH, aKyMYJIOBaTH
revenues s  J10X01H, NIPUOYTKHU
expenses «6  BUTpaTH, BUIATKU
entrust 5 Jopydvaru
cost of goods sold o6  BapTICTh MIPOJAHUX TOBAPIB
operating expenses s omepalliiiHi BUTpaTu
gross profit/gross margin s  BaJIOBUH MPUOYTOK, 3arajbHUIMA
pe3epn
selling expenses TOPTOB1 BUTPATH
general/administrative 3arajibH1 BUTPAaTH,
expenses aJIMIHICTpATHUBHI BUTpPaATH
operating income/income o6 OmEepaIiHui 10Xid, TOX1I 10
before taxes CIUTaTH MOJIaTKiB
net income/net profit/net o6  YUCTUM 10X0] (MpUOYTOK)
earnings
cash receipts & TOTIBKOBI HaIXOUKEHHS
cash payments s  TOTIBKOBI IJIATEXi
ancillary o6  JOMOMIKHUM
linkage o5 3B A30K
interpret o  MOSICHIOBaTH
Vocabulary Tasks

I. Study the following words and phrases. Recall the sentences
in which they are used in the text. Use them in sentences of

your own.

Balance sheet; current assets; privilege; retained earnings;
income statement/profit-and-loss statement; fixed assets; accumulate;
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financial statements; bond; stock; interpret; eventually; LIFO method;
FIFO method; intangible assets; accounts payable; merchandise
inventory; supplies on hand; operating expanses; issue reports;
subtract; cash receipts; sketchy information; trademark; linkage;
statement of cash flows/statement of changes in financial position;
depreciation; gross profit/gross margin; operating income/income
before taxes; cash payments; accounts receivable; patent; current
liabilities; entrust; wear out; informed decisions; liquidity; long-term
liabilities; allowance for doubtful accounts entry; net income/net
profit/net earnings; franchise fee; revenues and expenses; sacrifice
prices; copyright; government securities; paid-in capital; release;
obsolete; assume; prepaid expenses; ancillary; general/administrative
expenses; consistently; cost of goods sold; goodwill; depreciate; one
year hence; selling expenses; assumption; standpoint; money market
certificate; common stocks; liquid; marketable securities; inventory.

I1. Replace the Ukrainian words and phrases by appropriate
English equivalents. Translate the sentences.

1. (banancoBi 3BiTH) should be prepared at regular intervals to
provide information to management concerning the financial
position of the firm.

2. (TomapHo-matepianbHi 3amacu) is always considered a (o6opoTHuUt
kamitan), regardless of how long it takes to produce and sell the
inventory.

3. Any excess of current assets over (KOpOTKOCTPOKOBI ITaCUBH) can
provide a cushion against unexpected reductions in assets or
increases 1in liabilities.

4. (HemarepianpHi aktuBH) include (maTtentu) on inventions, designs,
or processes; (aBTopchKi mpasa) and (TOprosenbHI Mapku) protecting
written or recorded materials; and (BapTicTh HAKOTUYEHUX HEMATE-
plaJIbHUX aKTHBIB).

5. (HosroctpokoBi mnacuBu) include such items as (oOGumirarmii),
(paxyHKHM KpeauTopiB), mortgages, and other business loans from
banks or other financial institutions that are not scheduled for
repayment during the coming year.
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6.

7.

8.

The (3BiT nipo mpuOyTKHU Ta 30uTKK) summarizes the (moxomau) and
(Butparn) of the firm over a period of time.

After (Bigaimanus) $ 14,000 for taxes, the firm earned a total
(anctmit moxin) of § 60,000.

Since 1987 all companies listed on organized stock exchanges
have been required to prepare a (0amanc 000POTHUX KOIITIB).

III. Change the noun form into the verb and adjective forms.

You may want to use a dictionary.
Example: consistence (n) — consist (v) — consistent (adj)

Sketch, sacrifice, accumulation, statement, assumption, doubt,

allowance, report, pay, receiver, expense, administration, operation,
interpretation.

IV. Fill in with the correct form of the words in brackets.

1.

He ... a fortune through property speculation last year.
(accumulation)
The company’s annual financial ... to shareholders will be

published next week. (statement)

I think we can safely ... that interest rates will go up again soon.
(assumption)

The cost of the project is $2 million ... for inflation. (allowance)
The accountants ... to the Deputy Financial Director. (reporter)
The clerk said that discounts were offered for cash ... . (pay)

If a person or business goes into ... , they are controlled by the
official receiver because they have no money. (receiver)

Losing your temper with the client was a very ... mistake, we have
lost the contract. (expense)

They are looking for someone with experience in ... job.
(administration)

10. He was very disappointed. He had ... her silence as a refusal.

(interpretation)
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V. For each word or phrase, write one which means the
opposite.

Current liabilities, revenues, prohibition, tangible, distributed
earnings, detailed information, accounts payable, FIFO method, fixed
assets, obsolete, subtract, gross loss, cash receipts.

VI. Match these words as they occur in the text. Translate the

phrases.
1. statement of changes in a) liabilities
2. marketable b) statement
3. allowance for c) securities
4. profit-and-loss d) income
5. intangible e) financial position
6. current f) assets
7. gross g) doubtful accounts
8. merchandise h) profit/margin
9. net 1) earnings
10. retained ) inventory

VII. Choose the explanation for each of these words and phrases.

1. financial statements a) a financial record of revenues, expenses,
and profits of a company over a period

of time
2. balance sheet/ b) nonphysical assets such as patents,
statement of financial trademarks, and copyrights that have
position economic value but whose precise value
is difficult to calculate
3. income c) any of three broad types of reports
statement/profit-and-  (balance sheets, income statements, and
loss statement / statement of cash flows) regarding a
operating statement company’s financial status, used by

managers to make informed decisions
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. statement of cash d) assets, such as government securities
flows/ statement of and money market certificates, that can
changes in financial be converted into cash quickly if
position necessary

. marketable securities ¢) the costs — other than the cost of goods

sold-incurred by a firm in producing its
product or service. Often broken down
into selling expenses and general/
administrative expenses

. intangible assets f) a company’s net profits less its dividend

payments to stockholders; the amount
retained by the company for use by the
company

. retained earnings g) a financial statement that reports the

firm’s cash receipts and payments from
operating, investing, and financing activities

. operating expenses  h) a statement of a firm’s financial position

on a particular date. It summarizes a
firm’s financial position by listing its
assets, liabilities, owners’ equity

VIII. Find words and phrases in the text which mean:

1.

assets that can or will be converted into cash or used within one
year;
debts that must be repaid within the year;

. the funds that flow into a business from selling its products or

services;

unpaid bills to suppliers for materials;

amount due from customers who have purchased goods on credit;
assets that have long-term use or value, such as land, buildings,
and equipment;

debts that are not due until more than one year hence;

the ease with which as asset can be converted into cash;
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9.

10.
11.

12.
13.

14.

J—

W N

5.
6
7
8.
9.
1

0.

II.

additional money, over and above the proceeds from the sale of

stock, paid directly into the firm by its owners;

a firm’s gross profit minus its operating expenses;

the process of distributing the cost of a major asset over the life of
the asset;

a firm’s revenues (net sales) minus its cost of goods sold;

the cost of merchandise that has been acquired for sale to
customers and is still on hand;

a firm’s gross profit minus its operating expenses and income
taxes.

Reading Tasks

Answer the questions using the information from the text.

. What broad categories do financial statements fall into?
. What is the balance sheet?
. What types of assets do most companies have? Describe each of

them.

Is there any difference between the LIFO and the FIFO method of
valuing inventories?

What categories are liabilities separated into? Characterize each of
them.

. What does the final section of the balance sheet show?
. What is the income statement?

What are its major components?
What does the statement of cash flows describe?
What does each section of the cash flows statement report?

Mark these statements T (true) or F (false) according to the
information in the text. Find the part of the text that gives
the correct information.

. The income statement details the company’s revenues and

expenses for a given period of time and identifies any profit or
loss.
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()

Selling expenses are operating expenses related to the general
management of the company.

Intangible assets are without monetary value.

Long-term liabilities represent borrowed funds on which the
company must pay interest.

Retained earnings cannot be used for expansion and growth and
cannot be invested in such assets as land and buildings.

The first section of the cash flows statement — cash flows from
operations — reports the net cash from all financing activities.

The final figure on the income statement is the well-known bottom
line — the overall profit or loss earned by the firm, which is called
gross profit.

The loss in value of a long-lived asset due to time, use, or
obsolescence i1s reflected on the balance sheet by an accounting
procedure called depreciation.

II1. Without looking back at the text, exchange its content

I.

with someone who read the text too.

Writing and Speaking Tasks
(To do Speaking Tasks see Language Bank, pages 262—-272)

Write sentences with the following words.

Example: have / assets / current / most / fixed / and / companies /

intangible

N —

Most companies have current, fixed and intangible assets.

completely / is / cash / liquid

. reflect / balance sheet / the / allowance / the / doubtful accounts /

for / should
credit purchases / firm’s / the / are / accounts receivable / by /
customers
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()]

II.

is / cost of goods sold / gross profit / minus / revenues

operating expenses / into / income statement / is / cost of goods
sold / and / divided / the / revenues

sources / presents / the / and / statement of cash flows / uses of
cash / the

Write questions to the following answers.

The typical balance sheet classifies assets on the basis of
conversion time — the speed and ease with which they can be
turned into cash.

Marketable securities are temporary investments of surplus funds
in stocks, bonds, or other investments that can be quickly
converted to cash.

Services such as insurance and prepaid rent and supplies on hand
that have been paid for but not used are prepaid expenses.

All of the fixed assets, except land, are considered depreciable
assets since they wear out over time from use or age and must
eventually be replaced.

The term working capital refers to the difference between current
assets and current liabilities.

The purpose of the income statement is to show the profitability or
unprofitability of a firm during a period of time, usually a year, a
quarter, or a month.

Proponents of the statement of cash flows hope its preparation and
scrutiny by affected parties will prevent financial disaster for
otherwise profitable firms that are forced into bankruptcy due to a
lack of funds needed to continue day-to-day operations.
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III. Identify the three types of assets and the two types of
liabilities that appear on a typical balance sheet. Categorize
the following account titles:

a) Peter Brown, Capital ¢) Common Stock

b) Mortgage Payable f) Prepaid Expenses

c) Patent g) Accounts Payable

d) Buildings h) Marketable Securities

IV. Explain why firms include depreciation on their accounting
statements when it involves no cash outlays.

V. Write the summary of the text.

VI. Check the summary of the text written by one of the
students and if it is necessary comment on the mistakes.

VII. Suppose you are planning to invest in a company. Give
reasons which types of financial statements you would
most want to see.

VIII. Use the Internet or other sources of information to look
through the basic financial statements from a local
company or some well-known company. Analyze them
and then say how they reflect the financial condition and
activities of the company.

Text B: Budget—Internal Financial Statement

In addition to financial statements, managers need other types of
information from accounting to help them in internal planning,
controlling, and decision making. For example, in order to give
rewards or to take corrective action, a sales manager needs to know
what sales were made and lost in each sales territory. To assure a
steady supply of production inputs, inventory supervisors need
information on projected production and sales.

Probably the most crucial internal financial statement is the
budget. A budget is a detailed of estimated receipts and expenditures
for a period of time in the future, usually one year. Some companies
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also prepare budgets for three- or five-year periods, especially when
considering major capital expenditures, such as building a new factory.

A budget is quantitative of financial plan of a defined period of
time. It may include planned sales volumes and revenues, resource
quantities, business units, organizations, activities or events in
measurable terms.

A budget is the sum of money allocated for a particular purpose
and the summary of intended expenditures along with proposals for
how to meet them.

The act of preparing budget 1s called budgeting. Budgeting is an
important component of financial success. Budgeting makes it easier
for people with incomes and expenses of all sizes to make conscious
decisions about how they’d prefer to allocate their money.

Budget helps to aid the planning of actual operations by forcing
managers to consider how the conditions might change and what steps
should be taken now and by encouraging managers to consider
problems before they arise.

The accounting staff coordinates the budget process. For example,
in preparing a sales budget like that shown below, the accounting
department must obtain the sales group’s projections for units to be
sold each quarter for the coming year.

Perfect Posters, Inc.

Sales Budget
First Quarter, 2017
January February = March Quarter

Budgeted sales (units) 7.500 6.000 6.500  20.000
Budgeted selling price per unit  $3.50 $3.50 $3.50  $3.50
Budgeted sales revenue $26.250 $21.000 $22.750 $70.000
Expected cash receipts:

From December sales ~ $26.210(a) $26.210

From January sales 17.500(b) $8.750 26.250

From February sales 14.000  $7.000  21.000

From March sales 15.000 15.200
Total cash receipts: $43.710 $22.750 $22.200 $88.660

(a)This cash from December sales represents a collection of the Account Receivable
appearing on the December 31, 2016 Balance Sheet.

(b)The company estimates that two-thirds of each month’s sales revenues will result in cash
receipts during the same month. The remaining one-third is collected during the same
month. The remaining one-third is collected during the following month.
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Since the accounting department is the financial center of the
organization, it provides much master, or operating, budget is a
composite of numerous sub-budgets for each of the departments of the
firm. These typically include the production budget, the cash budget,
the capital expenditures budget, the advertising budget, and the sales
budget. These budgets are usually established on an annual basis, but
may be divided monthly or quarterly for control purposes.

The budget of a government is a summary or plan of the
intended revenues and expenditures of that government. There
Are three types of government budget: the operating or current
budget, the capital or investment budget, and the cash or cash flow
budget.

The national budget of Ukraine is composed of the state budget
and the local budgets. The state budget is the budget of the central
government including all grants and transfers to the local level. Local
budgets include the budgets of the Autonomous Republic of Crimea
and of the cities of Kiev and Sevastopol, the budgets of oblasts, rayons
and cities, and the budgets of city districts, villages, rural settlements
and towns. The national budget can be seen as the consolidated budget
of Ukraine. It is used for analysis and forecasts of economic and social
development of the country.

Budget process is a process of drafting, deliberation, approval
and execution of budgets, reporting on budget execution, and
exercising over compliance with budget legislation regulated by the
budget legislation.

Budget period for all budgets included into the budgetary system
of Ukraine is one calendar year starting on January 1 each year and
ending on December 31 of the same year. Failure to adopt the Law On
the State Budget of Ukraine by Verkhovna Rada before January 1 of
the respective year does not constitute the grounds for setting a
different budget period.

The Ministry of Finance of Ukraine the draft law on the state
budget of Ukraine for the respective year, a forecast for the figures of
the consolidated budget Ukraine, secures the execution of the state
budget, controls compliance with the budget legislation at every stage
of the budget process in terms of the state budge and the local budgets.
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Budget is a plan for the consolidation and use of financial
resources for tasks and function delegated to the bodies in the
respective budget period.

It must also obtain expected sales expenses. It must then convey
this information to the marketing and production departments so these
groups can determine what supplies and promotional monies they
need. Accountants also draw up the final budget, incorporating costs
such as planned administrative and capital (machinery and equipment)
expenses. Finally, throughout the year, the accounting department
compares the budget to actual expenditures and revenues. The
importance of budgeting should not be underestimated. Although
budgeting is a time-consuming process, computers now allow budgets
to be changed or revised in a fraction of the time it took 20 years ago.

Vocabulary
budget 6 OIOKET
reward «6  BHHAropoja, Haropoja
steady supply s  cTaOuUIbHE 320€3MeUeHHS
production input s  3aTpaTy HAa BUPOOHUIITBO
inventory supervisors =&  KOHTpOJIEp 3araciB (000poTHUX (POHIIIB)
crucial s  BAOKIMBUN, BUPIIIATBLHUAN
estimated receipts and s  OIlIHEHI JOXOJIU Ta BUTPATU
expenditures
budgeting o6 CKJIAJaHHS OIOJDKETY
CONnscious %  CBIJOMHU
aid 6  JomoMarat
convey o6  TepenaBaTH
determine =& BH3HAYaTH, BCTAHOBIIIOBATHU
draw up o  cKiIagaTu (JOKYMEHTH)
incorporate «&  BKJIIOYATH
compare «&  TOPIBHIOBATH, 3BIPATH
underestimate s  HEJOOIIHIOBATH
fraction o6  YacTKa
master budget «6  TOJOBHUH (3BeJCHUMN) OIOKET
composite o6 CyMIII
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state budget
local budget
rural
consolidated
drafting
deliberation
approval
execution
compliance
legislation
adopt
ground
elaborate

$ 6666686868844 546

TepKaBHUN OIOIHKET
MICLIEBUI OIOIKET
CUILCHKUH
KOHCOJI1IOBaHUM, 00’ € THAHUI
M1JIFCOTOBKA TPOEKTY
0OrOBOpPEHHS
CXBaJICHHS
BUKOHAHHS
BIAITOBIHICTH
3aKOHOJIABCTBO
IIPUUMATH

miacTaBa
pO3pO0OIIATH

Reading and Speaking Tasks

(To do Speaking Tasks see Language Bank, pages 262—-272)

VI. Make up questions covering the content of the text and
let your fellow students answer them.

VII. Having read the text, what you can now say about:
¢ the most crucial internal financial statement-budget;
e budget preparation process;
e the budget system of Ukraine.

VIII. Work with a partner who read the text to produce a
summary of the text. You need only mention the

important points.

IX. Explain the role of budgets in business.

X. Use the Internet or other sources of information to make
the reports on topics:
e Budget System of Great Britain;
e Budget System of the USA;

e Types of Budget.
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Extra Help on Grammar

Present time: present simple, present continuous,
present perfect simple, present perfect continuous,
stative verbs

Present simple

Form statement: I/you/we/they travel... He/she/it travels...
negative: I/'you/we/they don’t travel... He/she/it doesn’t travel...
question: Do I/you/we/they travel...? Does He/she/it travel...?

Use Example
Current habits Toby walks to work.

To talk about how often things happen | Angela doesn’t visit us very often.

Permanent situations Carlo works in a travel agent’s.
States Do you have an up-to-date passport?
General truths and facts Poland is in the European Union.

Present continuous

Form statement: [ am driving...You/we/they are driving...He/she/it is driving...

negative: I’m not driving...You/we/they aren’t driving... or
You’re/we’re/they’re not driving...He/she/it isn’t driving...or
He’s/she’s/it’s not driving...
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Use

Example

Actions happening now

Mike is driving to work at the moment.

Temporary series of actions

Taxi drivers aren’t stopping at the
train station because of the
roadworks.

Temporary situations

Are they staying in a hotel near the
Olympic stadium?

Changing and developing situations

Holidays abroad are becoming
increasingly popular.

Annoying habits (usually with always)

Dad is always cleaning the car when
I want to use it!

Present perfect simple

Form have/has + past participle

statement :  I/you/we/they have flown...
negative: I/you/we/they haven’t flown...
question: Have [/you/we/they flown...?

He/she/it has flown...
He/she/it hasn’t flown...

Has He/she/it flown...?

Use

Example

Situations and states that started in the
past and are still true

She’s had her motorbike for over six
years.

A series of actions continuing up to
now

We’ve travelled by taxi, bus, plane
and train — all in the last twenty-four
hours!

Completed actions at a time in the
past which is not mentioned

Have you ever flown in a helicopter?

Completed actions where the
important thing is the present result

D’ve booked the coach tickets.
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Present perfect continuous

Form statement : I/you/we/they have been traveling... He/she/it has been travelling ...
negative: I/'youw/we/they haven’t been travelling ..He/she/it hasn’t been travelling ...

question: Have I/'you/we/they been travelling...?  Has He/she/it been travelling. . .?

Use Example
Actions continuing up to the present | We have been driving for hours. Can’t
moment we have a break soon.
Actions stopping just before the I'm out of breath because I’ve been
present moment running to get here in time.

Stative verbs

Stative verbs are not normally used in continuous tenses because they don’t
describe actions.

+ I see what you mean.

-tam-seeing-what-you-mean-
Stative verbs often refer to: Example

Thinking Believe, imagine, know, mean, think,
understand

Existence Be, exist

Emotions Hate, like, love, need, prefer, satisfy,
want

The human senses Hear ,see, smell, sound, taste

Appearance Appear, look, resemble, seem

Possession and relationships between | Belong to, consist of, have, include,

things involve, own
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Past time: past simple, past continuous, past perfect
simple, past perfect continuous, would, used to

Past simple

Form statement : I/you/he/she/it /we/they played... Note: Irregular verbs do not take
negative: I/you/he/she/it/we/they didn’t play ...  ’ed’ in the past simple. Learn the

question: Did I/you/he/she/it/we/they play ...?  past simple form of irregular

verbs.
Use Example

Single completed actions Tom and I played a game of chess and
he won.

Habits in the past Did you collect stamps when you were
younger?

Permanent situations in the past A famous footballer lived in our house
before we bought it.

General truths and facts about the Crosswords didn’t become popular

past until the 1930 s.

The main events in a story The referee blew the whistle and
Simon passed the ball to James, who
ran towards the goal.

Past continuous

Form statement :  I/he/she/it was playing... You/we/they were playing...
negative: I/he/she/it wasn’t playing ... You/we/they weren’t playing ...

question: Was I/he/she/it playing ...? Were you/we/they playing ...?

Use Example
Actions happening at a particular At five o’clock, I was reading my new
moment in the past book.
Temporary situations in the past Greg was living in London at the time.

Annoying past habits (usually with | When we were young, my brother was
always) always borrowing my toys.
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Actions in progress over a period of | Daniel was playing video games all

time morning yesterday.

Two actions in progress at the same | Were Ulla and her friends playing

time Monopoly while we were playing
Draughts?

Background information in a story | The sun was shining and the birds were
singing. Lisa opened the window and

looked out.
Past perfect simple
Form had + past participle
Use Example

Situations and states before the past | We’d lived next to the gym for a couple
of months before I decided to join.
Completed actions before a moment | I’d already bought the computer game

in the past when [ saw it was cheaper in another
shop.

Completed actions where the We didn’t feel like playing Scrabble

important thing is the result at a because we had just finished a long

moment in the past game of Monopoly.

Past perfect continuous

Form statement : I/you/he/she/it/we/they had been playing...
negative: [/you/he/she/it/we/they hadn’t been playing...

question: Had I/you/he/she/it/we/they been playing...?

Use Example
Actions continuing up to a moment | When you saw us, we had been running
in the past for six miles — and we still had a mile to
go!
Actions stopping just before Sarah looked tired because she had
a moment in the past been exercising all morning.
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would

Form would + bare infinitive

Use

Example

Past habits, particularly for the distant
past

When I was very young, my
grandfather would take me to the park
to play.

used to

Form used to + bare infinitive

negative:

statement : I/you/he/she/it/we/they used to train three times a week.
I/you/he/she/it/we/they didn’t use to be good at football.

I/you/he/she/it/we/they never used to be so good at football.

I/you/he/she/it/we/they used not to be good at football.

question: Did I/you/he/she/it/we/they use to play hockey here?

Use

Example

Past habits and states, particularly for
the distant past

My mother used to play a lot of squash
before I was born.

Future time, present tenses in time clauses, prepositions
of time and place

Expressing the future: will / won’t and be going to

There is sometimes little difference in meaning between will and be going to. It is
often just a matter of formality. Will is generally more formal than be going to.
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Use Example
Facts about the future The website will come online next week.

(more formal)
The website’s going to come online next
week. (more informal)

Predictions not based on present
evidence

In the future, everyone will have their
own car. (more formal)

In the future, everyone is going to have
their own car. (more informal)

Decisions made at the moment of
speaking

I've decided! I won’t get a new DVD
player just yet. (emphasizing the decision)
I've decided! I’m not going to get a new
DVD player just yet. (emphasizing the
intention)

| Sometimes it is more appropriate to use will rather than be going to.

Use

Example

Offers and suggestions

DI’ll help you with your physics
homework, if you like.

Requests

Will you help me with my physics
homework?

Most first conditional sentences

If we get a computer, we’ll be able to
surf the Internet.

Sometimes it is more appropriate to use be going to rather than will.

Use

Example

Plans and intentions (which you
already have when you speak)

I’m going to be a famous doctor one
day.

Predictions based on present evidence | It sounds like the plane’s going to

take off in a few minutes.

Expressing the future: present continuous

Use

Example

Arrangements made before the
moment of speaking

Are they installing the new
computers next week?
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Expressing the future: present simple

Use

Example

Timetables, arrangements and fixed
events (which the speaker cannot
change)

The bus to the science museum leaves
at 8 o’clock tomorrow morning.

After if in first conditional and zero
conditional sentences

If technology continues to advance so
quickly, what will life be like in a
hundred years?

After certain time expressions (see
below)

We'll find out as soon as we get to the
lab.

Expressing the future: future perfect simple

Form

will/'won’t + have + past participle

Use

Example

Actions which are completed some time
between now and a point in the future

DI’ll have finished my chemistry
homework by the time you come home.

Expressing the future: future continuous

Form  will/won’t + be + -ing form

Use

Example

Actions in progress at a point in the
future

This time next week, I’ll be taking my
biology exam.

Habits or repeated actions at a point in
the future

In the future, we’ll all be flying
around using jet-packs.

Expressing the future: future perfect continuous

Form

will/'won’t + have + been + -ing form

Use

Example

Actions in progress up to a point in
the future

At seven o’clock, I’ll have been doing
my chemistry homework for three hours!
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Present tenses in time clauses

In time clauses, we do not use will or be going to immediately after some time words
and phrases. We use a present tense ( present simple, present continuous or present
perfect) to talk about the future.

Time words and phrases Example

When 1t’ll be wonderful when scientists find /
have found a cure for cancer.

As soon as Let me know as soon as your new
computer arrives / has arrived.

Before 1t’ll be several years before we send /
we’ve sent a manned mission to Mars.

After Let’s go for a pizza after we go /have
been to the natural history museum.

Until / till The rocket won’t be launched until
they do / have done a final check.

While Think of me while you travel / are
travelling to the Moon!

Once We’ll stop for petrol once we pass
/we 've passed Cambridge.

The passive, the causative

The passive

Form noun + be in the correct form + past participle ( + by/with + noun)

Active Passive
Present simple | They grow bananas in Am/is/are + past participle
tropical areas. Bananas are grown in
tropical areas.
Present They are redecorating the Am/is/are + -ing + past
continuous cafe. participle
The cafe is being
redecorated.
Present perfect | Has anyone peeled the Has/have + been + past
simple carrots? participle
Have the carrots been
peeled?
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Active

Passive

Past simple

They served the meal in an
elegant dining room.

Was/were + past participle
The meal was served in an
elegant dining room.

Past continuous

We asked for coffee while
they were preparing the bill.

Was/were + -ing + past
participle

We asked for coffee while
the bill was being

prepared.
Past perfect Someone had eaten all the Had + been + past
simple food by the time I got there. | participle
All the food had been eaten
by the time I got there.
Will future We will deliver your offer in | Will + be +past participle
forty minutes. Your offer will be
delivered in forty minutes.
Be going to Overweight customers are Is/are going to + be + past
future going to sue Burgerland. participle

Burgerland is going to be
sued by overweight
customers.

Future perfect
simple

They will have signed the
contract by the end of
September.

Will + have + been + past
participle
The contract will have been

signed by the end of
September.
Modal You should make the report | Modal +be +past participle
in time. The report should be made
in time.
Modal + perfect | They should have delivered | Modal + have + been + past
infinitive the goods by now. participle
The goods should have
been delivered by now.
-ing (gerund) I don’t like people telling me | Being + past participle

what to do in the office.

[ don’t like being told what
to do 1n the office.
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Use Example
When we don’t know who does/did My car has been stolen!
something
When it’s obvious who does/did A boy was arrested in town yesterday
something for stealing a bike.

When it’s not important who does/did
something

The French bistro is being knocked
down.

When we want to emphasise new
information or use a formal style

The potato was brought to Europe by
Sir Walter Raleigh.

We do not normally use verbs in the passive in the present perfect continuous,
past perfect continuous, future continuous or future perfect continuous tenses.

We only normally use ‘by’ to say who did something when it is important

information.

The letter was written by our partner.
The best pizzas are made by the Italians.

e We usually use ‘with” when we talk about the thing used to do something.
The letter was written with a blue pen.
e Some verbs are not normally used in the passive. They include intransitive
verbs (without objects), such as appear and die, and some common transitive

verbs, such as have, let, lack, etc.

The impersonal passive

To express other people’s opinions in a formal style, we can use two special forms

of the passive.

They can be used with a number of verbs, including: say, believe, think, claim, estimate,

etc.

Some other verbs (argue, suggest, calculate, etc) are usually used with only the

second structure.

Form
It is said that + clause

noun + is/are said to + bare infinitive / perfect infinitive

Active

Passive

People think he is a great doctor.

He is thought to be a great doctor.
It is thought that he is a great doctor.

People believe he was a great
doctor.

He is believed to have been a great doctor.
It is believed that he was a great doctor.
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People claim he has had an He is claimed to have had an influence
influence on many other doctors. on many other doctors.

It is claimed that he has had an
influence on many other doctors.
People say he has been making the | He is said to have been making the
best cheese in the area for over thirty | best cheese in the area for over thirty
years. years.

It is said that he has been making the
best cheese in the area for over thirty
years.

People estimated that his business | His business was estimated to be/to
was worth over $10 million. have been worth over $ 10 million.

It was estimated that his business was
worth over $10 million.

People have suggested that he is a | It has been suggested that he is a
great accountant. great accountant.

The causative

Form noun + have / get in the correct form + noun + past participle (+by/with + noun)

Use Example
To show that someone arranges for 1 have my letters delivered by the
someone else to do something for postman once a week.
them We are having a new printer put in
tomorrow.

We had a report made.

Have you had your office decorated?
We are going to have the food for the
party made by a catering company.

To refer to an unpleasant situation We had our garden vandalized while
which hasn't been arranged we were away.
The Smiths have had their new car
stolen.

Using the verb get is usually more informal than using Aave.
Can you go and get this bill photocopied for me?
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Reported speech, reported questions, reporting verbs

Reported speech: tense and modal changes

e We use reported speech when we want to say what someone else said.
Jason said he was going to buy a new pair of trainers.

e If the reporting verb is in the past (eg said), we usually have to change the
tense of what the person actually said.

Direct speech

Reported speech

Example

present simple

past simple

‘I need a credit card,’
said Tim. — Tim said he
needed a credit card.

present
continuous

past continuous

'I'm taking Lizzie
shopping,' said Tim. —
Tim said he was taking

Lizzie shopping.
present perfect past perfect simple 'I've bought Tom a
simple present,’ said Tim. —

Tim said he'd bought

Tom a present.

present perfect
continuous

past perfect continuous

'I've been thinking about
buying a car,’ said Tim. —
Tim said he'd been
thinking about buying a
car.

past simple

past perfect simple

‘I spent six euros, 'said
Tim. — Tim said he'd
spent six euros.

past continuous

past perfect continuous

'l was hoping to find a
new top,' said Tim. —
Tim said he'd been
hoping to find a new top.

Past perfect
simple

Past perfect simple (no tense
change)

1'd looked everywhere for
my credit card before [
found it." said Tim. —

Tim said he'd looked
everywhere for his credit
card before he found it.
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Direct speech

Reported speech

Example

past perfect
continuous

past perfect continuous (no
tense change)

'l'd been looking for that
book for weeks before I
found it," said Tim. —
Tim said he'd been
looking for that book for
weeks before he found it.

am/is/are going
to

was/were going to

'I'm going to go
shopping,' said Tim. —
Tim said he was going to
go shopping.

will

would

'I'll need a credit card,’
said Tim. — Tim said he
would need a credit card.

can

could

‘I can take Lizzie
shopping,' said Tim. —
Tim said he could take
Lizzie shopping.

must/have to

had to

‘I must go to the
supermarket,” said Tim.
Tim said he had to go to
the supermarket

may

might

'l may go shopping later,’
said Tim.

Tim said he might go
shopping later.

e We do not need to make any changes to the verb tense or modal when we are
reporting a scientific fact or when something is still true.
'Most banks charge interest,' said Tim. —
Tim said most banks charge interest.

Reported speech: pronoun and determiner changes

e With reported speech, we also usually have to change some pronouns and
determiners. These changes include:
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Direct speech Reported Example
speech
my his/her 'I've lost my credit card, 'said Tim. —
Tim said he had lost his credit card.
This/that + the/that ‘I love this sweater,' said Tim. —
noun Tim said he loved the/that sweater.
This/that + verb | it ‘This is a lovely sweater,' said Tim. —
Tim said it was a lovely sweater.
these/those + the/those 'l love those sweaters,' said Tim. —
noun Tim said he loved the/those sweaters.
these/those + they ‘These are lovely sweaters,' said Tim. —
verb Tim said they were lovely sweaters.
verb + them 'I'm going to buy these, 'said Tim. —
these/those Tim said he was going to buy them.

Reported speech: time and place changes

e With reported speech, we also usually have to change words and phrases
connected to time and place. These changes include:

Direct speech Reported Example
speech
here There 'l usually shop here,' said Tim. —

Tim said he usually shopped there.
now/at the then/at that 'I'm shopping at the moment,’ said Tim. —
moment moment Tim said he was shopping then/at that

moment.

Tomorrow the next/ 'I'm going shopping tomorrow,' said
following day Tim. — Tim said he was going shopping
the next/following day.
tonight that night ‘I'm going shopping tonight,’ said Tim. —

Tim said he was going shopping that night.
Next week/ the following ‘I'm going shopping next week,’ said
month/year week/month/year | Tim. — Tim said he was going shopping

the following week.

Yesterday the day before/ | 'l went shopping yesterday, 'said Tim. —
the previous day | Tim said he'd been shopping the day
before /the previous day.
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last the week/ 'l went shopping last week,' said Tim. —
week/month/ month/year Tim said he'd been shopping the week
year before / the before /the previous week.
previous week/
month/year
Ago before/previously | 'l went shopping two days ago,’ said Tim. —
Tim said he'd been shopping two days
before/previously.

We do not need to make any changes to time words/phrases when the
information is still true at the moment of speaking/writing.

'T’m going shopping tomorrow,' said Tim to Ben. —

Ben immediately called Lizzie and said, ‘Tim said he's going shopping

tomorrow.’

Reported questions / reporting verbs

We use reported questions when we want to say what someone else asked.
Tim asked Tom if he wanted to go shopping with him.

We use the same rules regarding tense, pronoun and time and place

word/phrase changes with reported questions as we do with reported speech.

Direct speech Reported speech Example

have,
(ie yes/no questions)

do, be or modal use if or whether 'Can you get me an ice

cream, Tom?' asked Tim.
— Tim asked Tom
if/whether he could get
him an ice cream.

what, who, which, when,
where, why and how

how

what, who, which, ‘Why did you buy these
when, where, why and | shoes,” asked Tim. — Tim

asked me why I had
bought those shoes.

Reporting verbs

Different reporting verbs take different grammatical patterns. Some verbs can

take more than one pattern.

Deny (verb + noun) Katie denied the accusation.
Deny (verb + that clause) Katie denied (that) she was a shoplifter.
Deny (verb + -ing) Katie denied stealing the chocolate biscuits.
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Conditionals: zero, first, second, third, mixed, inverted,
unless, in case, as/so long as, provided (that)

Zero conditional

| Form  if + present simple, present simple

Use Example
General or scientific facts and If you have faith in something, you
definitions believe in something you cannot prove.

First conditional

| Form  if+ apresent tense, will +bare infinitive

Use Example
Real or likely conditions in the If you have a birthday party, you'll get
present or future and their results in loads of cool presents!
the present and future If you're working till half past six,

we'll have dinner at about eight.

If you have revised properly, you
won't have any problems in the test
next week.

e We can also use may, might, can, could, shall, should, ought to, have to
instead of will, depending on the meaning.
If you have a birthday party, you might get loads of cool presents!

Unless, in case, as / so long as, provided (that)

V;ﬁ:-gszr Meaning Example
unless ‘except if” or | I'll be there at six unless I get delayed.
‘if...not’ (= except if I get delayed / if I don't get delayed)
in case 'because he/ | Let's take our wellies in case it's muddy.

she/it/etc might' | (= because it might be muddy)

as/so long as | 'if or'only | As long as I'm happy, my parents don't
if care what job I do.
So long as I'm happy, my parents don't
care what job I do.

provided (that) | 'if or 'only | Provided (that) I'm happy, my parents don't
if care what job 1 do.
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Second conditional

| Form

if + past simple or past continuous, would + bare infinitive

Use

Example

Impossible, unlikely or
hypothetical conditions
in the present or future
and their results in the
present or future

If you had a beard, you would look just like
Charles Dickens!

If you were flying to Rio, would you get there
much quicker?

Advice

If I were you, I would think very carefully about
my future. (more formal)

If I was you, I'd have a party at the weekend!
(more informal)

Third conditional

| Form  if + past perfect (simple or continuous), would + have + past participle
Use Example
Hypothetical If you had worn a fake beard, no one would have

conditions in the past
and their results in the
past

known who you were! (= You didn't wear a fake
beard so people knew who you were.)

If she'd been wearing her new glasses, 1 would have
noticed them. ( = She wasn't wearing her new glasses
so | didn't notice them.)

meaning.

e We can also use might, could or should instead of would, depending on the

If I had done some revision, I might/could/should have passed the exam

Mixed conditionals

| Form  if + past perfect (simple or continuous), would + bare infinitive
Use Example
Hypothetical past If I had listened to my parents, I wouldn't be in so

condition and a present
result

much trouble now. (= I didn't listen to my parents so
I'm in lots of trouble now.)
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Form  if+ past simple or past continuous, would + have + past participle

Use Example
Hypothetical present If I had a mobile, I would have called you last
condition and a past result | night. (=1 don't have a mobile so I didn't call you
last night.)

Inverted conditionals

Form Should I/you/he/etc... instead of If I/you/he/etc should...
Were I/you/he/etc... instead of If I/you/he/etc were...
Had I/you/he/etc... instead of If I/you/he/etc had...

Use

Example

More formal form of the first
conditional (with should)

Should the situation worsen, the United
Nations is prepared to send in a
peacekeeping force. ( = If the situation
should worsen...)

More formal form of the second
conditional

Were the situation to worsen, the United
Nations would be prepared to send in a
peacekeeping force. (= If the situation were
to worsen...)

More formal form of the third
conditional

Had the situation worsened, the United
Nations would have been prepared to send
in a peacekeeping force. (= If the situation
had worsened...)

e For all conditional sentences (first, second, third, mixed, inverted), when the
condition comes before the result it is usually followed by a comma. When
the result comes first, no comma is necessary.

If I had a mobile, I would have called you last night.
I would have called you last night if I had a mobile.

226




Part IV. Extra Help on Grammar

Wishes

We use different structures with wish / if only, depending on exactly what we want
to express.

Use Structure Example
Expressing wishes about | wish/if only + past I wish [ was studying
the present, future or simple/ continuous history of fashion
generally instead of biology!
Expressing wishes about | wish/if only + past If only I'd known
the past perfect simple/ Burton's was having a

continuous sale last week.
Criticising other people | wish/if only + would If only Henry would get
or complaining about a a haircut!

situation now, in the
future or generally

Expressing hypothetical | wish/if only + could I wish [ could fit into
ability or permission these jeans.

now, in the future or

generally

Expressing desires ina | wish + full infinitive I wish to try on this ball
formal way gown.

Modals: ability, permission, advice, criticism, obligation
and necessity, degrees of certainty

Form
o All modals (will, would, shall, should, can, could, may, might, must)and
semi- modal ought to have only one form.
e Modals are followed by the bare infinitive (simple or continuous) or the
bare perfect infinitive.
Toby should be very fit by now.
Toby should have recovered by now.
e The semi-modals have fo and need to change their form depending on
person and tense.
The doctor said I had/needed to give up red meat.
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Modals: ability

Use Modal Example
Expressing ability now can I can run a kilometre in
or generally four minutes.

Expressing decisions can We can meet at the gym

made now about future tomorrow, if you like.

ability

Expressing ability in the could [ could do fifty press-ups

past with one hand when [ was
younger.

Expressing ability in could If only I could quit

present, future or general smoking!

hypothetical situations

Expressing ability in past could + perfect I could have roasted the

hypothetical situations infinitive potatoes, but I decided
that boiling them was
healthier.

We use be able to for the infinitive and other tenses.
1'd love to be able to fit into these jeans again! (infinitive)
I'll be able to leave hospital in a few weeks, apparently. (future)
I've been able to swim since [ was five. (present perfect)

Modals: permission

Use Modal Example
Asking for and giving may, could, can May I Could/Can I see
permission now, for the the doctor, please?
future or generally

e May is more polite than could, and could is more polite than can.

e We don't usually use a modal to talk about past permission
I was allowed to wear a knee support during the match.

e However, we do use could to talk about past permission in reported speech
The coach said I could wear a knee support during the match.
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Modals: advice

Use

Modal

Example

Asking for and giving
advice now, for the
future or generally

should, ought to

You ought to/should cut
down on the amount of
red meat you eat.

Modals: criticism

Use Modal Example
Criticising past should, ought to He ought to /should
behaviour (+ perfect infinitive) | have made more of an

effort with his diet.
Modals: obligation and necessity
Use Modal Example

Expressing obligation or
necessity

must, have to, need to

I must/have to/need to
pick up that prescription
from the chemist on the
way home.

Expressing lack of
obligation or necessity

needn't, don't have to,
don't need to

You needn't /don't have
to/don't need to pick up
that prescription from the
chemist as I'll get it
while I'm in town.

Expressing past
obligation

had to

1 had to take the pills
three times a day for two
weeks.

Expressing lack of past
obligation

needn't (+ perfect
infinitive) / didn't have
to I didn't need to

1 needn't have
gone/didn't have to
go/didn't need to

go to the doctor.
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e There is usually no difference in meaning between must and have fto.
However, we are sometimes more likely to use must for personal obligation
(making our own decision about what we must do) and have fo for external
obligation (someone else making a decision about what we must do).

e We can also use will have/need to to express future obligation.
You'll have/need to be more careful about what you eat in future.

e [t is unusual to use must for questions. We usually use have/need to.
Do [ have/need to take this medicine before every meal?

e Must cannot be used as an infinitive. Use to have to.
1'd hate to have to have injections every day.

Mustn't and don't/doesn't have/need to have different meanings.

You mustn't do that! (Don't do that!)

You don't have/need to do that. (You can do that if you want to but it's
not necessary.)

e Needn't (+ perfect infinitive) always refers to an action that happened. Didn't
have to and didn't need to can refer to actions that did or didn't happen.

I needn't have gone to the doctor.(1 went but it wasn't necessary.)
I didn't have/need to go to the doctor because I suddenly felt better.
(I didn't go.)
1 didn't have/need to go to the doctor but I went just to be on the safe side.
(I'did go.)

e Be careful with the verb need. It can also take the -ing form.
I need to sterilise this syringe.
This syringe needs sterilising.

Modals: degrees of certainty

Use Modal Example
Expressing certainty must, That must be the district nurse at
(or near certainty) can't, the door.
about now or couldn't These can't/couldn't be the pills;
generally they're the wrong colour.
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Use Modal Example
Expressing must, can't, She must have been in a lot of
certainty (or near couldn't pain.
certainty) about the ' (+ perfect His leg can't/couldn’t have been in
past infinitive) plaster for two years!

Expressing should, ought to | You ought to/should feel better in a
probability about few days, as long as you get lots of
now, the future or rest.

generally

Expressing should, ought to | The bruise ought to/should have
probability about the (+ perfect disappeared days ago. I wonder
past infinitive) why it didn't.

Expressing could, may, might | You should talk to your doctor first
possibility about because that diet could/ may/might
now, the future or be dangerous.

generally

Expressing could, may, might | That could/I may/might have been
possibility about the (+ perfect the doctor who rang earlier while
real past infinitive) we were out.

Expressing could, might It's a good thing you went to the
possibility about a (+ perfect doctor or you could / might have
hypothetical past infinitive) become quite ill.
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Grammar Tests

Variant 1
I. Select the correct form of the verb.

1. Bin mpamtoe TyT Bxe JeKijIbKa POKIB.
a) have worked
b) works
c) has been working
d) had been working

2. Buopa BoHa 3anmpocuiia MeHe BiJBiaTu (ijlian KOMITaHii.
a) invited
b) will invite
¢) have invited
d) had invited

3. 5 O0yay nyxe 3ailHAAITMH HA MMOYATKY YEPBHSI.
a) had been busy
b) shall have been busy
c) am busy
d) will be busy

4. Jlour MIIOB BKe TOJAUHY, KOJIU MU 3aKiHYMIN POOOTY.
a) had been raining
b) was raining
c¢) had rained
d) rained

5. Mu niapaxyemo Bci 30MTKH JI0 BIBTOPKA.
a) shall calculate
b) shall be calculating
c) shall have calculated
d) should calculate
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11. Supply the correct form of the verb.

1. He ... from Kyiv two years ago.
a) comes
b) came
c¢) had come
d) have come

2. He ... since early morning.
a) have been working
b) have worked
c) has been working
d) had worked

3. Tommorow I ... to him.
a) shall have spoken
b) shall speak
c¢) have spoken
d) speak

4. He ... the book and looked at her.
a) have closed
b) will close
c¢) had closed
d) closed

5. At present the Board ... the Chairman.
a) 1s electing
b) will elect
c) was electing
d) have elected

II1. Select the correct form of the verb to build a question.

1. How ... they solved the problem?
a) has
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b) does
c) have
d) shall

2. What ... you writing?
a) are
b) have
c)is
d) has

3. What ... they decide to do?
a) have
b) has
c) does
d) did

4. Since when ... you been studying English?
a) have
b) has
c) are
d) will

5. ... you be very busy next month?
a) shall
b) will
c¢) do
d) have

1V. Fill in the blanks with the appropriate Passive form of the verb.

1.1... about it yet.
a) were not told
b) will not be told
c¢) have not been told
d) is not told
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2. These instructions ... by all the employees.
a) shall be followed
b) be followed
c) are followed
d) has been followed

3. I’m afraid that the plan can’t ... .
a) is changed
b) be changed
¢) to be changed
d) would be changed

4. The work must ... as soon as possible.
a) be done
b) is done
c) will be done
d) to be done

5. The report ... soon ... .
a) have been sent
b) be sent
c) had been sent
d) will be sent

V. Sequence of Tenses.

1. IIpe3uieHT AOMOBIB, 110 MOJMITUYHUM KJIIMaT 3MiHUBCSI Ha Kpallle.
a) had changed
b) changed
c¢) has changed
d) would be changed

2. 51 3HaB, 1110 BOHU MIAMUCATIH YTOY 1€ Y CYyOOTYy.
a) signed
b) have signed
c¢) had signed
d) was signing
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3. BoHu 3anuranu, 4u 3MOKY 5 PUIXaTH Y€PE3 THKICHb.
a) can
b) should be able to
c) will be able to
d) am able to

4. 5 nymana, mo 1ei katajaor Bugaerbes B Kuesi.
a) will be published
b) is published
c¢) was published
d) had been published

5. BiH cka3aB, 110 BIANOBIAb MAPTHEpIB Oylae MNepeKJaJeHO0 Ha
YKPalHCBbKY MOBY.
a) will be translated
b) would be translated
c) was translated
d) had been translated

VI. Choose the most appropriate form of the verb.

1. If the firm introduces profit-sharing scheme, some workers... a cut
in wages because of the bad year.
a) would not get
b) will not get
c¢) would not have got

2. If these lap top computers... so expensive, we would buy them.
a) would not be
b) will not be
c) were not

3. If our company hadn’t won that order, we... to stop the production.

a) have
b) would have had
c) will have
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4. 1wish I... enough money to set up my own business.
a) will have
b) have
c¢) had

5. I wish ... the beginning of the meeting.
a) haven’t missed
b) hadn’t missed
c) don’t miss

VII. Fill in the blanks with the appropriate modal verbs
and their equivalents.

1. He... help me last time.
a) can’t
b) won’t be able to
c) wasn’t able to
d) isn’t able to

2. 1... report to him every day.
a) has to
b) is to
c) must
d) ought

3.He said they... come soon.
a) might
b) was to
c¢) will have to
d) have to

4. You ...leave your luggage here.
a) ought
b) is able to
c) has to
d) may
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5. You...to help your colleagues.
a) ought
b) must
C) may
d) could

Variant 2
I. Select the correct form of the verb.

1. Hamr qupextop 3apa3 npuiiMae iHO3eMHY J€JIerailiio.
a) receives
b) is receiving
c) has been receiving
d) receive

2. Ham nupekTop Bke MPUIHAB 1HO3EMHY JIeJIEralio.
a) had received
b) have received
c) has received
d) received

3. Ham gupektop NpuUiiHAB 1HO3EMHY JieJieTalilo Tepes BalluM
BI3UTOM.
a) has received
b) received
c¢) had received
d) was receiving

4. Hai 1upekTop 3aBKa14d MPpUHUMAa€ 1HO3EMHI JieJierarii.
a) receives
b) are receiving
c) has been receiving
d) receive
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5. Hamr nupextop npuiiMaTuMe 1HO3EMHY JIeJIeTalliio Yepe3 THKICHb.
a) will receive
b) will have received
c) are going to receive
d) receive

11. Supply the correct form of the verb.

1. It 1s half past eight and you ... the telex yet.
a) won't have sent
b) haven't sent
c¢) didn't send
d) hasn't sent

2.1t ... me long to do this.
a) shall take
b) had taken
c¢) have taken
d) takes

3. The partners ... already ... their work.
a) didn't finish
b) have finished

c¢) had finished
d) have been finishing

4. Two days ago we ... the contract.
a) had signed
b) have signed
c) were signed
d) signed

5. The clients ... for a long time.
a) have been waiting
b) waited
c¢) had waited
d) are waiting
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II1. Select the correct form of the verb to build a question.

1. What else ... be done to find a target market? Our time is almost
up.
a) must
b) am
c) do
d) have

2. It was a nice day, ... it?
a) isn't
b) doesn't
c) wasn't
d) was

3. ... the chief read the report yet?
a) have
b) did
c) does
d) has

4. Why ... barter a very unsatisfactory system of exchange?
a) are
b) were
c)is
d) does

5. ... you see the manager last week?
a) do
b) did
c) have
d) will
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1V. Fill in the blanks with the appropriate Passive
form of the verb.

1. Such contracts ... always ... in writing.
a) has been made
b) are made
c) was made
d) are being made

2. While the goods ... for shipment, we were looking for a proper
boat.
a) were being prepared
b) was prepared
c) will be prepared
d) has been prepared

3....you... about it yet?
a) were asked
b) has been asked
c¢) had been asked
d) have been asked

4. A great number of houses ... in Kyiv every year.
a) have been built

b) is built
c) are being built
d) are built
5. This bridge ... by a well-known engineer at the beginning of our
century.
a) have been built
b) had been built
c¢) has been built
d) was built
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V. Sequence of Tenses.

1. HixTo He 3HaB, 1110 BOHHU B)XE MiAMUCAJIN KOHTPAKT.
a) signs
b) signed
c) has signed
d) had signed

2. Moro nonepeanny, 1o geserauis nepeGyBae B rOTeli.
a) is
b) will be
c) was
d) had been

3. Byno ckazaHo, 1110 BiH 11€ 3pO0OUTH.
a) would do
b) will do
c¢) does
d) did

4. Tit ckazanu, mo KIIiEHT Xo4e 11 0aunTH.
a) wants
b) has wanted
c) wanted
d) want

5. BiH 3rajiaB, 1110 3aJJMIOUB JOKYMEHTH Ha CTOJII.
a) have left
b) left
c) has left
d) had left

VI. Choose the most appropriate form of the verb.

1. If they had carried out an annual audit of the company accounts,
they ... a costly error.
a) will avoid
b) would have avoided
c) avoided
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2. If the bank financed this construction project, we ... a big profit.
a) will make
b) would make
c) would have made

3. If the government doesn't take urgent measures the economic
situation ... to deteriorate.
a) will continue
b) would continue
c) continues

4. If she becomes an area manager, she ... to another city.
a) would have to move
b) will have to move
c) has to move

5.Iwish ... that old computer.
a) didn't sell
b) hadn't sold
c) don't sell

VII. Fill in the blanks with the appropriate modal
verbs and their equivalents.

1. You ... take my dictionary, it's on the shelf.
a) is to
b) has to
c) ought
d) may

2. When he was a young man, he ... swim very well.
a) must
b) had to
¢) could
d) should
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3. If he tried, he ... do it.
a) is able
b) has to
c) could
d) were allowed to

4. ... I go there at once? - Yes, you must.
a) need
b) am
c) is allowed
d) has to

5. You ... take better care of your health.
a) is to
b) should
c) ought
d) has to

Variant 3

L. Select the correct form of the verb.

1. Hama dipma BignpaBJisie ToBapy MIOTHS.
a) 1s shipping
b) ship
c) shipped
d) ships

2. Hama ¢ipma Bxe BiAnmpaBua TOBapH.
a) shipped
b) has shipped

¢) had shipped
d) was shipped

3. Hama ¢ipma 3apa3 BianmpasJisi€ Balili TOBapH.
a) are shipping
b) ships
c) are shipped
d) is shipping
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4. JIBi ronHU TOMY Haia pipma BianmpaBujia BaM TOBapH.
a) had shipped
b) shipped
c) was shipped
d) has shipped

5. Croroani a0 14.00 nama ¢ipMa BianpaBUThL BaM TOBapH.
a) shall ship
b) is shipping
c¢) will have shipped
d) will be shipping

11. Supply the correct form of the verb.

1. He ... a current account two months ago.
a) have opened
b) opened
c¢) had opened
d) was opening

2. I hope that the analyst ... the problem.
a) will solve
b) have solved
c) shall solve
d) are solving

3. When we came into the office he ... through the documents.
a) look
b) has looked
c) was looking
d) is looking

4. Banks ... many financial services to their customers.
a) provides
b) was providing
c) shall provide
d) provide
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5. The auditor ... already ... the records.
a) has examined
b) examined
C) examines
d) is examining

II1. Select the correct form of the verb to build a question.

1. How many clauses ... the contract contain?
a) does
b) is
¢) has
d) shall

2. Trade between nations is becoming important, ... it?
a) aren't
b) have
c) do
d) isn't

3. What services ... this firm provided lately?
a) were
b) has
d) does
c) will

4. Where ... they meet the foreign delegation?
a) have
b) did
C) were
d) shall

5. What ... he done yet?
a) did
b) were
c) had
d) has
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1V. Fill in the blanks with appropriate Passive form of the verb.

1. Cases ... by the customs officer at the moment.

a) are being counted
b) are counted

c) have been counted
d) had been counted

2. Yesterday after the accident he ... home immediately.

a) 1s taken

b) was taken

c¢) had been taken
d) has been taken

3. Many houses ... in our town lately.
a) are being built
b) has been built
c¢) have been built
d) had been built

4. The issue which ... at the conference now is very important.

a) is discussed

b) is being discussed
c) have been discussed
d) shall be discussed

5. The event ... by the newspapers before they arrived home.
a) had been reported
b) has been reported
c¢) have been reported
d) were reported

V. Sequence of Tenses.

1. Bona cka3ana, 1o 3Ha€ JB1 1HO3EMHI MOBH.
a) knows
b) known
c) knew
d) had known

247



Rudeshko Y.V. English of Finance and Accounting

2. BiH cka3as, 1110 00i1aB, KOJIU HaJIMIILIA TeJerpama.
a) had dinner
b) was having dinner

c¢) had had dinner
d) is having dinner

3. Mu uynu, mo Bu 0yBaJuu B [laprxi.
a) had been
b) have been
C) were
d) has been

4. BiH 0011151B, 110 MOTOBOPUTH 3 MEHEHKEPOM.
a) will speak
b) should speak
c¢) would speak
d) spoke

5. 4 nymas, 1110 BU KYNWJIM 111 aKIii.
a) had bought
b) have bought
c¢) bought
d) were buying

VI. Choose the most appropriate form of the verb.

1. Our company manager will feel very disappointed if we ... this
contract.
a) didn't sign
b) wouldn't sign
c) don't sign

2. What laws ... you ... if you were the President of our country?

a) will ... change
b) did ... change
c) would ... change
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3. If we had followed the financial analyst's advice, we ... all this
money.
a) didn't lose
b) wouldn't have lost
c) won't lose

4. It was a mistake to sign this employment contract. [ wish 1 ... it.
a) don't sign
b) didn't sign
c¢) hadn't sign

5. If you mix blue and yellow, you ... green.
a) will get
b) would get
c) get

VII. Fill in the blanks with the appropriate modal verbs
and their equivalents.

1. The manager... speak to him at once, or he will make a mistake.
a) are to
b) must
c) ought
d) was allowed

2. It ... rain today. The sky is too cloudy.
a) may
b) should
c) ought
d) needn't

3. The customer ... do it yesterday.
a) can
b) shall
c) ought
d) could
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4. You ... pay your taxes on time!
a) can
b) must
c) might
d) ought

5. People ... do without food for a long time.
a) may not
b) can't
c) ought
d) has to

Variant 4
L. Select the correct form of the verb.

1. Hama dipma kymye HOBe 001aHAHHS IIIOPIYHO.
a) are buying
b) buy
c) buys
d) have bought

2. Hama ¢dipma Kynuna HoBe 001 JHAHHS MUHYJIOTO MiCSIISI.
a) have bought
b) was buying
c¢) had bought
d) bought

3. Hama dipma Kynums HOBe 0073 JHaHHS HACTYITHOTO POKY.
a) have bought
b) bought
c) will buy
d) was bought

4. Hama ¢dipma 30upa€eTrbesi Kyrumu HOBE 00J1aTHAHHS.
a) is going to buy
b) are buying
c) shall buy
d) are going to buy
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. Hamra ¢ipma Bxke kynuna HoBe 001aTHAHHS.
a) are buying
b) has bought
c) buy
d) have been buying

ll. Supply the correct form of the verb.

. I ... him in the shop last week.
a) met
b) have met
c) meet
d) am meeting

. Unfortunately, I ... Mary in the office since last Sunday.
a) didn't see
b) wasn't seeing
c) am not seeing
d) haven't seen

. The suppliers ... the goods by next Friday.
a) has delivered
b) delivered
c) will have delivered
d) had delivered

. She ... to the secretary when I came.
a) spoke
b) was speaking
c) speak
d) had spoken

. The manager ... to the branches every month.
a) go

b) went

c) will go

d) goes
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II1. Select the correct form of the verb to build a question.

1. ... you seen this report?
a) did
b) will
c) have
d) has

2. ... he find the letter yesterday?

a) did
b) has
c) had
d) was

3. They visited a lot of countries,

a) haven't
b) aren't
c) weren't
d) didn’t

4. What ... there on the file?
a) did
b) has
c¢) had
d) was

... they?

5. What companies ... take part in the exhibition?

a) were
b) will
c) have
d) did

1V. Fill in the blanks with the appropriate Passive form of the verb.

1. Interesting articles ... often ... in this magazine.

a) is published
b) shall be published

c) has been published
d) are published
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2. He ... to the Verhovna Rada a year ago.
a) have been elected
b) had been elected
c) elected
d) was elected

3. The documents ... now.
a) were being printed
b) is being printed
c) are being printed
d) have been printed

4. The contract ... by the legal adviser yesterday.
a) was checked
b) is checked
c¢) will be checked
d) had been checked

5. A new office ... just ... in this district.
a) have been built
b) has been built
c) was built
d) was being built

V. Sequence of Tenses.

1. Byno Bigomo, mo 6GaHK He MPAIIOE y TTOHEIIIOK.
a) doesn't work
b) didn't work
c) hasn't worked
d) isn't working

2. Mu 3Hanu, 1m0 BOHU 3yCcTpinyThes o 18:00.
a) would meet
b) had met
c) meet
d) will meet
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3. Ilokymnens cka3as, 10 NPUAOAB TOBAP B 1HIIIOMY Mara3uHi.
a) buys
b) bought
c) will buy
d) had bought

4. 51 3naina, 110 BiH BXKE 3aKIHYMB YHIBEPCUTET.
a) graduated
b) has graduated
c) had graduated
d) was graduating

5. Hixto He 310ragyBaBcs, 1110 Oyjae 3aBTpa.
a) would happen
b) will happen
c¢) had happened
d) happens

VI. Choose the most appropriate form of the verb.

1. T go to work every day, but I wish I ... .
a) wouldn't
b) don't
c) didn't

2. If our competitors hadn't modernized their production line, they ...
the output of product.
a) will not increase
b) wouldn't increase
¢) wouldn't have increased

3. Even if he... me a good job, I would turn it down.
a) would offer
b) offer
c) offered
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4. Our company ... to compete if we don't change our marketing
strategy.
a) won't be able
b) wasn't able
c) wouldn't have been able

5. If demand doesn't increase soon, we ... a lot of money.
a) would lose
b) will lose

c) lose

VII. Fill the blanks with the appropriate modal verbs and their
equivalents.

1. This project ... immediately or will be too late.
a) can be done
b) must be done
c) may be done
d) are to be done

2. We ... finish this financial statement tomorrow.
a) are
b) will be able to
c) are allowed
d) ought

3. Why ... you do it yesterday?
a) couldn't
b) may not
c) cannot
d) isn't able to

4. Ask him, he ... know her address.
a) need
b) is able
c¢) have to
d) must
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5. You ... go home now, I'll do remaining part of our work myself.
a) is to
b) has to
C) may
d) am to

Variant 5

L. Select the correct form of the verb.

1. Bin 3ycTpivuaB aeneraiito o 17:00.
a) met
b) was meeting
c¢) has met
d) were meeting

2. MeHemxep oaep:xaB JIMCTa, IPOYUTAN HOTO.
a) has received
b) was received
c) had received
d) received

3. Came 3apa3 napTHEPHU MiAMUCYHTh YTOY.
a) is signing
b) will be signing
c) were signing
d) are signing

4. lllo Bu Oyaere podUTH 3aBTpa B LIeH Yac?
a) will do
b) will be doing
c¢) have done
d) did

5. Jlo moHe1Ka BOHU BXXE MiATOTYBAJIM 3BITHI JOKYMEHTH.
a) had made
b) made
c) were making
d) are made
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I1. Supply the correct form of the verb.

1. They ... raw materials by next Tuesday.
a) ship
b) will ship
c¢) will have shipped
d) ships

2.1... about it.
a) is sorry
b) will be sorry
C) sorry
d) be sorry

3. Do you consider the meeting ... tomorrow or the day after tomorrow?
a) will take place
b) took place
c) take place
d) was taken place

4. When ... you buy the new equipment?
a) did
b) does
c) have
d) has

5. The partners ... the terms of the contract now.
a) to discuss
b) were discussing
c) are discussing
d) is discussing

II1. Select the correct form of the verb to build a question.

1. What ... he doing there?
a)is
b) are
c) will
d) were
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2. When ... she meet him yesterday?
a) does
b) will
c) has
d) did

3. They were busy yesterday, ... ?
a) didn't they
b) did they
c) weren't they
d) were they

4. It isn't snowing, ...?
a) doesn't it
b) did it
c)isit
d) was it

5. ... you ever been to Great Britain?
a) Did
b) Have
c) Has
d) Does

1V. Fill in the blanks with the appropriate Passive form of the verb.

1. This problem ... by the Manager next week.
a) was solved
b) will solve

c) were solved
d) will be solved

2. When ... this bank ... ?
a) are ... built
b) will ... build
c) was ... built
d) were ... built
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. What statements ... usually ... by auditors?
a) is ... checked up

b) was ... checked up

c) are ... checked up

d) will ... be checked up

. He ... to come in time.
a) was asked

b) were asked

c) shall be asked

d) have been asked

. The students ... a new grammar material tomorrow.
a) shall explain

b) will be explained

c) have been explained

d) were explained

V. Sequence of Tenses.

. Bin 3HaB, 110 BoHa mpamioe B odici.
a) was worked
b) is worked
c) worked
d) has worked

. 1if noBizoMuny, 1110 BOHU 30epyThCs caMe 3apas.
a) gathered
b) will gather
c) gather
d) would gather

. Cekperapka ckasana, o JUPEKTOP 3aMHATHH.
a) was busy
b) is busy
c) would be busy
d) were busy
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4. MukoJa ckazas, o OjneHa nmpamoBaJja B 010ioTerr.
a) worked
b) works
c¢) had worked
d) has worked

5. Bona aymana , 1o Jieseraiisi Bke moixaJa.
a) went
b) had gone
c) go
d) will go

VI. Choose the most appropriate form of the verb.

1. When the auditors finish checking all financial documents, they ...
overall performance of the bank.
a) would have analyzed
b) will analyze
c) would analyze

2. If I were in the Manager's position, I ... on having more staff in the
Sale's Department.
a) will insist
b) would insist
c) will be insisted

3. If they ... an advertising campaign last month, their sales would
have dropped.
a) hadn't launched

b) didn't launch
c¢) haven't launched

4. Iwish I ... enough money to set up my own business.

a) have
b) had
c) am having
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5. It was a mistake to sign that unprofitable contract. We wish we ... it.
a) don't sign
b) didn't sign
c) hadn't sign

VII. Fill in the blanks with appropriate modal verbs
and their equivalents.

1. He ... read this literature in the original to know English well.
a) have to
b) shall be
c) must
d)are too

2. The things which we bought in the airport were not duty-free, so we
... pay duty.
a) had to
b) must
c) are to
d) can

3. She ... type well last year.
a) is able to
b) were allowed to

c) could
d) will be able

4. They ... to pay more attention to the quality of products.
a) 1s allowed
b) ought
c) must
d) can

5. Nick was taught to solve such problems, so he ... know how to do it.
a) are able
b) must
c) were allowed
d) ought
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Presentations

Welcoming the audience

It gives me great pleasure to welcome you here this morning.
I’d like to welcome you on behalf of (the board of directors).

Introducing and welcoming speakers

I think you all know (Mrs Tahal), our (Marketing Director).
I’d like to introduce (Mr Peters), who represents (Hall & Partners).

Opening the presentation

The purpose of this presentation is to present/outline/explain ...

I’d like to give you some information about ...

My presentation today is about ...

Today I’'m going to talk about ...

This morning, I’ll begin by explaining ...

I would like to begin by giving a brief overview of the situation.
Today, I'd like to tell you something about the company’s
performance last year.

Outlining the main points

There are four main areas to be considered ...
My presentation today covers (three) main points.

Sequencing

I’1l begin by looking at ...

Then I’ll explain ...

Firstly / Secondly / Thirdly ...
First / Then / After that / Finally ...
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Explain why something is interesting / significant

The information presented here today is important, as it shows ...
If we compare this year’s figures with last year’s, it is interesting to
note that ...

Establishing a bridge

So, first of all, I ‘d like to ...
Let’s now move on to look at ...
This brings me to my next point.
My next point is ...

I’d now like to turn to ...

Linking with a previous point

As I mentioned earlier, ...
As I said at the beginning / in my introduction, ...
To go back to ...

Summarizing the main topics

To sum up, I’d like to say that ...
So, to conclude ...

In conclusion, we can see that ...
To summarize, I feel that ...

Making a strong final comment

It is clear from the figures presented here today that ...
Given the data / information I have presented, we can be certain that ...

Thinking your audience

I appreciate your being here today and thank you for your attention.

It has been a pleasure to be able to speak before you today, and I thank
you for your attendance.

Finally, I’d like to thank you for coming today.

Thank you for your attention.
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Discussions

Introducing a topic

Today, [ am going to talk about ...
First of all, I’d like to say / point out that ...

Moving on to another point

Moving on, ...
Let’s move on to the second point.
The second point I want to make is ...

Inviting participation

Would you like to add something to that?
Would you like to comment on that?

Giving examples

For example, ....

To be more specific, ...

For instance, ...

Let me give you an example.

Clarifying comments

In other words, ...
Let me put it another way.
The point I want to make is ...

Asking for clarification

If I understood you correctly, you mean ...

I’m not sure I follow you. Could you explain that again, please?
Could you elaborate on this point?

Could you clarify your last point?

Interrupting

Let me interrupt for a minute.
Could I just come in at this point?
Can I add something here?
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Redirecting the discussion

That’s not really relevant.
Let’s keep to the point

Highlighting points

Let me emphasize at this point, that ...
I’d like to stress that ...
This underlines the fact that ...

Summarizing and concluding

To summarize ...

In summary ...

To conclude ...

In conclusion ...

The conclusions we can draw from this are ...
To sum up, ...

Right, let’s sum up, shall we?

I’d like now to recap ...

Let’s summarize briefly what we’ve looked at.
Finally, let me remind you of some of the points we’ve covered.
If I can just sum up the main points ...

Giving opinions

Asking for opinions/reactions

What do you think, (John)?

How do you feel about that, (Hana)?

I’d like to hear your view on this matter.
What’s your reaction to that?

Where exactly do you stand on this issue?

Giving strong opinions

I firmly believe that we should (introduce more ATMs).
I’m absolutely convinced that we should (go ahead).
There’s no doubt in my mind that this would be the best solution.
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Giving neutral opinions

In my opinion, we should (install Sage).

Personally, I think we should (expand our headquarters).
I think we should (employ more administrative staff).
As I see it, (the firm needs stricter financial procedures).

Giving tentative opinions

It seems to me that we should (increase our range of services).
I tend to think we should (reduce our overheads).

Strong agreement

I completely agree.
I’m in total agreement.
Absolutely.

Neutral agreement

I agree.
I think you’re right.

Partial agreement

I would tend to agree.

I agree in principle, but ...

I agree to some extent, but ...
By and large, I agree.

I see your point, but ...

Strong disagreement

(’m afraid) I totally disagree with you / I disagree entirely.
(I’m sorry,) I think you are mistaken.

Presenting arguments

Introducing your viewpoint

The first thing we have to consider ...
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The first things to be considered ...

One of the main arguments against / in favour of ... is that ...
There is no doubt that ...

It is a fact that ...

In my opinion, / Personally, / As far as I’'m concerned, ...

Agreement / disagreement

I agree / disagree with ... when he / she writes/ says that ...

Partial disagreement

... but / however, ...
... on the other hand, ...

Definite agreement

I completely / totally agree with ... .

Neutral agreement

... may be correct / true
a relevant point

Linking ideas

Writing the list
firstly; secondly; thirdly; to begin with; next; then; after that; lastly

Giving examples

for example; for instance; namely; in particular; particularly;
especially; mainly; chiefly

In other words, ...; That is to say, ...

As in the following examples; as follows; such as

Expressing alternatives

On the one hand, ..., on the other hand, ...
alternatively; rather; one alternative is ...
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Another possibility is ...; Another way of looking at this is...
by contrast; in comparison; on the contrary

Expressing the same idea in a different way

To put it simply, ...

In other words, ...; In this case, ...
In view of this, ...

Looking at this another way, ...

Adding more information

besides; also; moreover; furthermore; in addition; further; what is
more; above all; as well as; either; neither ... nor; not only ... but also
in the same way; similarly; indeed

regarding; as for; with respect to

in reality; in theory; in fact

Emphasizing / contrasting a point already made

However; nonetheless; although; though
despite ... ; in spite of ... ; ... nohwithstanding, ...
While ... may be true, ...

Giving results

The result is ...; The consequence is ...
so; hence; thus; resulting from
accordingly; therefore; because of this
due to ...

Summarizing and concluding

To sum up, ... ; To summarize, ...; In short, ...; On the whole, ...
In brief; briefly; overall; thus
My conclusion s, ...; To conclude, ...
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Handling questions

Giving a positive response

That’s a good / a tricky / a difficult / an interesting question.
Thank you for asking that question. I can say that ...
I’m glad someone asked that question.

Clarifying a question

If I understand you correctly, you want to know ...
You’re asking me about ... . Is that right?

Sorry, I didn’t follow / catch the question.

Could you repeat that for me, please?

Could you clarify that you mean?

In other words, you’re asking ...

Referring back

As I mentioned 1n the introduction, ...

As I said in the first part of my presentation, ...
As I said / explained at the beginning / earlier, ...
I think I already mentioned that ...

Checking your answer

Does that answer your question?
Is that clear?
Can we move on?

Accepting criticism

I agree up to a point.

I accept that.

That’s fair comment.

I agree with what you’re saying.

Avoiding questions

Let me ask you the same question.
Let me ask you what you think.
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I can answer that by asking you a question.
I’m afraid I can’t really answer that.
I’m not in a position to answer that.
That’s not really my area / field, I’'m afraid.

Wrong topic

That’s not really my field.

I’m afraid that question 1sn’t really relevant to today’s presentation.
I’m afraid that’s confidential.

I’m not in a position to give you that information.

I’d be happy to discuss that with you in person after the presentation.

Hedging

Well, that depends on what you mean by ...
There are, of course, several ways of looking at it.

Describing the activities of your firm / department

Starting

I’d now like to tell you about ...
It consists of ...
It is divided into ... sections / areas / branches.

Describing functions

Firstly, let’s take a look at ...

This department / section is responsible for ...
is involved in ...
is concerned with ...
cooperates with ...
deals with ...
liaises with ...

Moving on
Let’s move on to ...
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Ending

Finally, I’d like to say a few words about ...
Clarifying and explaining

Asking for clarification

What exactly do you mean by ...?

Could you explain what you mean by ...?
Could you clarify that?

Could you be more specific?

Could you give me an example?

Explaining

What [ mean is ...
What I am saying is ...
...1s another way of saying that ...

Structuring a composition

Introducing opinions

In my opinion, ...
Some people believe ...
Most people tend to think that ...

Contrasting

On the other hand, ...
However, ...

Giving examples

In most cases, ...
Generally, ...

In some cases,

The main advantage ...
In addition, ...
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Summarizing

In conclusion, ...
To sum up, ...

Expressing yourself emphatically

We categorically deny [doing] ...

In no way did I [do] ...

We fully recognize [that] ...

I am completely aware of [the situation].
We enthusiastically endorse ...

I happily, and completely believe [that] ...
We freely appreciate [that] ...

I certainly understand [that]...

We positively encourage [someone] to [do something].
We deeply regret [doing] ...

[ am very sorry about [doing] ...

We readily endorse ...

I strongly recommend [that] ...

I really think you should [do] ...

We totally reject ...

I refuse to believer [that] ...

We sincerely hope [that] ...

I honestly think [that] ...
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ABFA American Board of Forensic Accounting

ABY Accredited Business Valuation (specialist)
ACCA Association of Chartered Certified Accountants
ACY actual cash value

AICPA American Institute of Certified Public Accountants
APB Auditing Practices Board

APYV adjusted present value

ARR accounting rate of return

ASB Accounting Standards Board

ATF Accounting Task Force

BAS Board for Accounting Standards

BRIC Brazil, Russia, India and China (world affairs)

BSC balanced score card

CA Chartered Accountant

CAT Certified Accounting Technician

CBA confuter-based assessment

CCA current cost accounting

CCAB Consultative Committee of Accountancy Bodies
CFO Chief Financial Officer

CGT capital gains tax

CIB Chartered Institute of Bankers

CICA Canadian Institute of Chartered Accountants
CIMA Chartered Institute of Management Accountants
CIPFA Chartered Institute of Public Finance and Accountancy
CPA Certified Public Accountant
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CPE continuing professional education

CPI consumer price index

CPP current purchasing power

CSR corporate social responsibility

CV curriculum vitae

CVA Certified Valuation Analyst

CV A company voluntary agreement / arrangement
CVL company voluntary liquidation

CVP cost-volume-profit (analysis)

E&OE errors and omissions excepted

EBITDA earnings before interest, tax, depreciation and amortization
EFRAG European Financial Reporting Advisory Group
EMS European monetary system

EPS earnings per share

EVA economic value added

FASB Financial Accounting Standards Board

FCCA Fellow Member of the Association of Chartered Certified
Accountants

FCF financial cashflow

FDI foreign direct investment

FIFO first in, first our

FRC Financial Reporting Council

PRRP Financial Reporting Review Panel

FSF Financial Stability Forum

FTVA fast-track voluntary arrangement

GAAP generally accepted accounting principles
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GAAS generally accepted auditing standards

TAD Insurance Accounts Directive

IAS International Accounting Standards

TASB International Accounting Standards Board

TASC International Accounting Standards Committee

TASCEF International Accounting Standards Committee Foundation
ICAEW Institute of Chartered Accountants in England and Wales
ICAS Institute of Chartered Accountants of Scotland

ICF investing cash flow

ID identity

IFRS International Financial Reporting Standards

IPO initial public offering

IPT insurance premium tax

IRR internal rate of return

IRS Inland Revenue Service

IVA individual voluntary arrangement

LLP limited liability partnership

LTV lifetime value

MMC Monopolies and Mergers Commission

MV A market value added

NPV net present value

OBS off balance sheet (banking)

OFT Office of Fair Trading

OECD Organisation for Economic Co-operation and Development
P/E price/earnings (ratio)

PCAOB Public Company Accounting Oversight Board
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POB Professional Oversight Board

PRDB purchases returns day book

PwC PricewaterhouseCoopers

REIT Real Estate Investment Trust

ROE return on equity

ROI return on investment

RPM resale price maintenance

SAS Statement of Auditing Standard

SEC Securities Commission

SFC Securities and Futures Commission

SME small and medum-sized enterprise

SORP statement of recommended practice

SOX Sarbanes-Oxley Act of 2002

SQC smaller quoted companies

SSAP Statement of Standard Accountancy Practice (UK)
SWOT strengths, weaknesses, opportunities and threats
TC Test of Competence

VAT value-added tax

WACC weighted average cost of capital
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