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BCTYII

ENGLISH FOR ACCOUNTING: MetoauuHi BKa3iBKH 10 MNPaKTHYHUX
3aHATH Ta CaMOCTIMHOI poOOTH Uid CTYACHTIB crhemiadbHOocTi "OOmiKk 1
OToJIaTKyBaHHs" BCiX ()OpM HaBUAHHS CKJIAJIEH1 Y BIIMOBIAHOCTI 10 BUMOT MPOTPaMH
BUKJIQJ]aHHS aHTIIHChKOI MOBH Tpodeciiinoro copsimyBanHa (Kuis, 2005 p.) ta
NpU3HAYEHI JJI CTY/ACHTIB HEMOBHUX BY3iB, SKI TPOJOBXKYIOTh BHBYEHHS
aHTIMChKOT MOBH Ha 0a3i 3HaHb, OTPUMAHUX B cepeAHid mKkoii. OMHaK, BOHH TaKOXK
MOXYTh OYTH 3 yCIIXOM BHKOPHUCTaHI CTYACHTAMHM IHIIMX HAMpsIMIB MiJrOTOBKH, a
TaKO0XX BCIMH, XTO TpaIfoe y chepl eKOHOMIKH Ta O13HeCy.

3anporoHoBaH1 ~ Marepiagud  0a3yloThCsl  BHKJIIOYHO Ha  mpodeciiiHo
OpPIEHTOBAHUX TEKCTaX, 110 MPE/ICTABIAIOTh BEIUKUN IHTEPEC IS TUX, XTO Ma€ HaMip
3aiiMaTHCsl BIACHUM Ol3HECOM abo0 OyTH NOB’SI3aHMM 3 HUM B XOJ1 Npo(deciiHOoi
TISUIBHOCTI.

Ha moyaTtky KOXHOro pO3JAUIy CTyJE€HTaM MPOMOHYIOTHCS JEKCHYHI OJUHUII,
AK1 € 6a30BUMU JIJIS CIIJIKYBAaHHS B MEXaX BU3HAYCHOI Y PO3/ILII TEMaTHKH.

TexkcTu, 3amporoHOBaHI JJisi YUTAaHHS, MalOTh (HaxoBe CHPSMYBaHHS 1
HaIlpaBJj€Hl HAa PO3BUTOK BMIHb YHMTaHHS NpPOQECIMHO CHPSIMOBAHOI JITEPaTypH.
[Ticyst TEKCTIB CTYJEHTaM JIJisl BIAMOBIAI MPOMOHYIOTHCS TUTAHHS, i Yac BiJIMOBIII
Ha SIKI nepen0avyaeTbCcsi PO3BUTOK BMIHb TOBOPIHHS 3 BUKOPUCTaHHSAM MHpodeciitHoi
JIEKCUKH Ta JICKCUKH, HEOOX1THOI JJIsl BUCJIOBJICHHSI BJIACHOI IyMKH IPU 0OTOBOPEHHI
aKTyaJbHUX MPOOJIEM.

[Ticnst ynTaHHA TEKCTIB Ta BIAMOBIICH HA MUTAHHS CTYJEHTAM IPOMOHYETHCS
BUKOHAHHS JICKCHYHUX BIIPaB, CHPSIMOBAaHMX Ha (OPMYBaHHS Ta BIOCKOHAJICHHS
npodeciiHuX JeKCHYHUX HaBWYOK. [IpM BUKOHAHHI JIEGKCHYHHUX BIpPAB CTYICHTH
aHaJI3yIOTh OyJOBY CIIB, 3HAXOJSATh CKBIBAJICHTH HAJAaHUX JICKCHYHHUX OJUHUIIL YH
CJIOBOCIIOJIYYE€Hb Y TEKCT1, YTBOPIOIOTH MOX1/IHI CJIOBA 1 T.JI.

3aKII04Ha CEKIlisl KOXKHOTO PO3JUTy MICTUTh THWTaHHS, BIAMOBIAI Ha sKi
MEepeBIPSAIOTh PIBEHb CPOPMOBAHOCTI JIGKCMYHMX HABUYOK, a TaKOX MependayaroTh
MEBHUI PIBEHb PO3BUTKY BMIHb FOBOPIHHS JIJISi BUCJIOBJIEHHS BJACHUX JYMOK HIOJIO
npodeciiiHux npodeM, pO3riasSHYTHX Y TaHOMY PO3JILI.

KommiekcHa CTpykTypa METOJWYHUX BKa3iBOK 3abesneuye e(eKTHBHE
(dbopMyBaHHS Ta BIOCKOHAJIEHHS HABUYOK BUKOPUCTaHHS MPO(eciiiHO OpiEHTOBAHOI
JIEKCUKH, PO3BUTOK BMIHb YHMTAaHHS (axXOBUX TEKCTIB Ta BMiHb TOBOPIHHS 3
BHCJIOBJICHHSIM BJIACHUX JTYMOK II0J10 PO eCIifHUX POOIeM.



UNIT 1

MONEY AND INCOME

Key vocabulary

currency > eamoma, epouli

commission » KOMICIIIHA 8UHA20POOA

outgoings > eumpamu

overtime » naama 3a NOHAOHOPMO8Y pobomy

mortgage > 3acmaea, iINOmexa

living expenses » NOBCAKOCHHI Umpamu

social security > coyianvHe 3a0e3neqents

note (banknote) » Oanknoma

cash » 20mieKa, epouli

bank account » OaHKIBCOLKULL PAXYHOK

on paper » Ha nanepi

to earn > 3apobisimu

income » 00xi0, npuOymox

salary » MicauHa 3apoOimHs niama
cayachb06ys

wages » N0200uHHa 3apooimus niama
NPAYI6HUKIE

bonus > npemisi

fees » 20HOpAp, NAAMHSL

pension » newcis

to spend > eumpauamu

bill » DPAaxyHox

rent » OopeHOHa niama

health insurance » MeOuyHe CmpaxyeanHsl

tax » nodamox

budget > Oro0dicem

A Currency

The money used in a country - euros, dollars, yen, etc. - is its currency. Money in
notes (banknotes) and coins is called cash. Most money, however, consist of bank
deposits: money that people and organizations have in bank accounts. Most of this is
on paper - existing in theory only - and only about ten per cent of it exists in the
form of cash in the bank.



B

BrE: note or banknote; AmE: bill
Personal finance

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

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

overtime: money received for working extra hours

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

a bonus: extra money given for meeting a target or for good financial results
fees: money paid to professional people such as lawyers and architects

social security: money paid by the government to unemployed and sick people
a pension: money paid by a company or the government to a retired person.

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

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

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

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

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

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

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

tax: money paid to finance government spending.

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

BrE: social security; AmE: welfare
BrE: flat; AmE: apartment

Planned monthly budget for next year (€)

Income Outgoings
Salary (after deductions) 3,250 | Rent 900
Commission (average) 600 | Bills 250
Living expenses 1,200
Health insurance 130
Tax 800
Total 3,850 | Total 3,280




PRACTICE

1.1 Match the terms with their definitions.

1. salary

a) a payment made periodically by a tenant to a
landlord in return for the use of land, a building, an
apartment, an office, or other property

2. bank accounts

b) an agreement that allows you to borrow money
from a bank or similar organization, especially in
order to buy a house, or the amount of money itself

3. pension c) a plan to show how much money a person or
organization will earn and how much they will need
or be able to spend

4. rent d) money paid to finance government spending

5. tax e) an amount of money paid for a particular piece of

work or for a particular right or service

6. health insurance

f) arequest for payment of money owed

7. bill

g) the money that is used in a particular country at a
particular time

8. currency

h) amounts of money that regularly have to be spent,
for example to pay for heating or rent

9. mortgage

i) an amount of money paid regularly by the
government or a private company to a person who
does not work anymore because they are too old or
have become ill

10.income

J) an arrangement with a bank in which the customer
puts in and removes money and the bank keeps a
record of it

11.fees

k) a fixed amount of money agreed every year as pay
for an employee, usually paid directly into his or
her bank account every month

12.wages

[) an arrangement in which you make regular
payments to an insurance company in exchange for
that company paying most or all of the costs of your
medical care

13.social security

m)a system of payments made by the government to
people who are ill, poor, or who have no job

14.budget

n) money that is earned from doing work or received
from investments

15.outgoings

0) the money earned by an employee, esp. when paid
for the hours worked




1.2 Complete the sentences with words from the box. Look at A and B to help

you.

commission | bonus currency earn mortgage tax

overtime pension rent salary social security

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

2. 1 used to work as a salesperson, but I wasn’t very successful, so I didn’t

much :

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

4. 1t’ll take me at least 25 years to repay the on my house.

5. Many European countries now have the same the euro.

6. My wages aren’t very good, so | do a lot of

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

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

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

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

Bank deposits are not classified as money.

People earning wages get paid more often than people earning a salary.
People working on commission always get paid the same amount.

When you stop working at the end of your career, you receive a pension.
Most people pay a rent and a mortgage.

oW E

1.4 Find the English equivalents.

Currency, living expenses, on paper, bonus, rent, commission, social security, to earn,
fees, health insurance, outgoings, notes (banknotes), income, pension , mortgage,
bank account, wages, bill, tax overtime, cash, salary, to spend, budget.

1.5 Translate into English.

CoulanpHe 3a0€3MeYeHHs, BAJIIOTa, MEANYHE CTpaxyBaHHs, MiCsiYHA 3apoOITHS TU1aTa
CITY>KOOBIISI, 1MOTEKa, TOTiBKa, MEHCIS, MOJATOK, KOMICIiiHAa BHUHAropoja, OpeHIHA
miaTta, npuOyTOK, MpeMis, roHopap, IlaTa 3a MOHAJAHOPMOBY poOOTy, Ha marmepi,
OaHKIBCBKUWA paxyHOK, BHUTpPAaTH, 3apoOJsiTH, TMOrOoJWHHA 3apoOITHSA IUIaTa
IpaliBHUKIB, 0AaHKHOTA, paXyHOK, BUTpayaTH, MTOBCIKIECHHI BUTPATH, OFOJKET.
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1.6 Give the definitions to the following terms.

rent mortgage budget bill income

tax currency outgoings pension bank accounts

salary health social security | fees wages
insurance

PRODUCTION

Over to you!

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




Key vocabulary

UNIT 2

BUSINESS FINANCE

set up / start a company > 30CHY8AMU KOMNAHIIO

capital » Kkaniman

to borrow > 3an03u4yeamiu

interest »  8I0COMOK

shares » axyii

equities > axuyii

to invest » ineecmysamu

shareholders » akyionepu

own » enacHuil

share capital > aKyioHepHUull Kanimai

investors » ineecmopu

to lend > nosuyumu

bonds » obnicayil

money owed » 3a60peosanicme

debt » bOope

liabilities » 30008'3aHH5

on credit » 8 Kkpeoum

working capital » pobouuil Kanimai

funds > Kowmu

revenue > 0oxio

expenses » eumpamu

profit » npubymox

earnings » 3apobOimok

net income > yucmuil npudymox

dividend » OusioeHo

tax » no0amox

to retain » 30epicamu, pezepsysamu

financial statements » inancosa 36imuicmo

balance sheet » OyxeanmepcoKuil OaNaHc

assets » aKmueu

profit and loss account » paxyHok npubymkie i 30umkie
» 36im npo QiHancosi pe3yrbmamu

loan » Nno3uxa




A  Capital

When people want to set up or start a company, they need money, called capital.
Companies can borrow this money, called a loan, from banks. The loan must be paid
back with interest: the amount paid to borrow the money. Capital can also come
from issuing shares or equities — certificates representing units of ownership of a
company. The people who invest money in shares are called shareholders and they
own part of the company. The money they provide is known as share capital.
Individuals and financial institutions, called investors, can also lend money to
companies by buying bonds — loans that pay interest and are repaid at a fixed future
date.

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

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

BrE: shares; AmE: stockts

BrE: shareholder; AmE: stocktholder

B Revenue

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

share capital revenue

\\

dividends

A

\_ i,uji[‘ll _— G /
Ce < C } & l]\' — —‘> T 1S —> l' 4
// ’ pronts \ JX

A

debt (bonds and loans) expenses

retained earnings
C Financial statements

Companies give information about their financial situation in financial statements.
The balance sheet shows the company’s assets — the things it owns; its liabilities —
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the money it owes; and its capital. The profit and loss account shows the company’s
revenues and expenses during a particular period, such as three months or a year.
BrE: profit and loss account; AmE: income statement

PRACTICE

2.1.Match the terms with their definitions.

|

. to borrow a) the amount of money that a person or an
organization owes

2. share capital b) to put money, effort, time, etc. into something to
make a profit or get an advantage

3. liabilities c) astatement that shows the value of a company's
assets (= things of positive value) and its debts

4. dividend d) money, often money for a specific purpose

5. balance sheet e) an official paper given by the government or a
company to show that you have lent them money
that they will pay back to you at a particular
interest rate

6. assets f) to take money from a bank or other financial
organization and pay it back over a period of time

7. profit g) money invested in a business in the form of shares
rather than bonds or other forms of lending

8. bonds h) something that is owned by a person, company or
organization, such as money, property, or land

9. toinvest 1) the profit of a company that is paid to the people
who own shares in it

10.financial statements J) money that is earned in trade or business after
paying the costs of producing and selling goods
and services

11.funds K) a report provided by a company for its
shareholders and investors that shows details of its
financial situation, and includes documents such
as the profit and loss account and balance sheet

11



https://dictionary.cambridge.org/dictionary/english/amount
https://dictionary.cambridge.org/dictionary/english/money
https://dictionary.cambridge.org/dictionary/english/person
https://dictionary.cambridge.org/dictionary/english/organization
https://dictionary.cambridge.org/dictionary/english/organization
https://dictionary.cambridge.org/dictionary/english/owe
https://dictionary.cambridge.org/dictionary/english/money
https://dictionary.cambridge.org/dictionary/english/effort
https://dictionary.cambridge.org/dictionary/english/time
https://dictionary.cambridge.org/dictionary/english/profit
https://dictionary.cambridge.org/dictionary/english/advantage
https://dictionary.cambridge.org/dictionary/english/statement
https://dictionary.cambridge.org/dictionary/english/show
https://dictionary.cambridge.org/dictionary/english/value
https://dictionary.cambridge.org/dictionary/english/asset
https://dictionary.cambridge.org/dictionary/english/positive
https://dictionary.cambridge.org/dictionary/english/value
https://dictionary.cambridge.org/dictionary/english/its
https://dictionary.cambridge.org/dictionary/english/debt
https://dictionary.cambridge.org/dictionary/english/money
https://dictionary.cambridge.org/dictionary/english/money
https://dictionary.cambridge.org/dictionary/english/specific
https://dictionary.cambridge.org/dictionary/english/purpose
https://dictionary.cambridge.org/dictionary/english/official
https://dictionary.cambridge.org/dictionary/english/paper
https://dictionary.cambridge.org/dictionary/english/government
https://dictionary.cambridge.org/dictionary/english/company
https://dictionary.cambridge.org/dictionary/english/lent
https://dictionary.cambridge.org/dictionary/english/money
https://dictionary.cambridge.org/dictionary/english/pay
https://dictionary.cambridge.org/dictionary/english/particular
https://dictionary.cambridge.org/dictionary/english/interest
https://dictionary.cambridge.org/dictionary/english/rate
https://dictionary.cambridge.org/dictionary/english/money
https://dictionary.cambridge.org/dictionary/english/bank
https://dictionary.cambridge.org/dictionary/english/financial
https://dictionary.cambridge.org/dictionary/english/organization
https://dictionary.cambridge.org/dictionary/english/pay
https://dictionary.cambridge.org/dictionary/english/period
https://dictionary.cambridge.org/dictionary/english/time
https://dictionary.cambridge.org/dictionary/english/money
https://dictionary.cambridge.org/dictionary/english/invest
https://dictionary.cambridge.org/dictionary/english/business
https://dictionary.cambridge.org/dictionary/english/form
https://dictionary.cambridge.org/dictionary/english/share
https://dictionary.cambridge.org/dictionary/english/bond
https://dictionary.cambridge.org/dictionary/english/form
https://dictionary.cambridge.org/dictionary/english/lending
https://dictionary.cambridge.org/dictionary/english/own
https://dictionary.cambridge.org/dictionary/english/person
https://dictionary.cambridge.org/dictionary/english/company
https://dictionary.cambridge.org/dictionary/english/organization
https://dictionary.cambridge.org/dictionary/english/money
https://dictionary.cambridge.org/dictionary/english/property
https://dictionary.cambridge.org/dictionary/english/land
https://dictionary.cambridge.org/dictionary/english/profit
https://dictionary.cambridge.org/dictionary/english/company
https://dictionary.cambridge.org/dictionary/english/paid
https://dictionary.cambridge.org/dictionary/english/people
https://dictionary.cambridge.org/dictionary/english/share
https://dictionary.cambridge.org/dictionary/english/money
https://dictionary.cambridge.org/dictionary/english/earn
https://dictionary.cambridge.org/dictionary/english/trade
https://dictionary.cambridge.org/dictionary/english/business
https://dictionary.cambridge.org/dictionary/english/pay
https://dictionary.cambridge.org/dictionary/english/cost
https://dictionary.cambridge.org/dictionary/english/produce
https://dictionary.cambridge.org/dictionary/english/sell
https://dictionary.cambridge.org/dictionary/english/good
https://dictionary.cambridge.org/dictionary/english/service
https://dictionary.cambridge.org/dictionary/english/report
https://dictionary.cambridge.org/dictionary/english/provide
https://dictionary.cambridge.org/dictionary/english/company
https://dictionary.cambridge.org/dictionary/english/shareholder
https://dictionary.cambridge.org/dictionary/english/investor
https://dictionary.cambridge.org/dictionary/english/show
https://dictionary.cambridge.org/dictionary/english/financial
https://dictionary.cambridge.org/dictionary/english/situation
https://dictionary.cambridge.org/dictionary/english/include
https://dictionary.cambridge.org/dictionary/english/document
https://dictionary.cambridge.org/dictionary/english/profit
https://dictionary.cambridge.org/dictionary/english/loss
https://dictionary.cambridge.org/dictionary/english/account
https://dictionary.cambridge.org/dictionary/english/balance

2.2. Complete the crossword. Look at A, B and C to help you.

Across

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

5. Wedon’t have sufficient to build a completely new factory. (5)

7. and 6 down Details of a company’s liabilities are shown on
the .(7,5)

8. We’re going to raise more money by selling new shares to our existing

.(12)

12. We had to raise € 50,000 in order to start the business. (7)

13.  We’re going to pay back some of the people who lent us money, and reduce
our .(4)

14. | decided to buy a $ 10,000 instead of shares, as it’s probably
safer. (4)

16.  Another term for profit is net . (6)

18. 1 think this is a good investment: it pays 8% . (8)

20.  When they saw our financial statements, the bank refused to
us any more money. (4)

21. Profit is the difference between revenue and . (8)

Down
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1. The profit and .account shows if a company is receiving more
money than it is spending. (4)

2. If you don’t like taking risks, you should only in very
successful companies. (6)

4. A company’s retained earnings belong to its . (6)

6. See 7 across.

9. Anything a company uses to produce goods or services is an . (5)
10. The company made such a big profit, | expected a higher . (8)
11. We sold a lot more last year, so our went up. (7)

15. We our suppliers $ 100,000 for goods bought on credit. (3)

17. Everyone who buys a share part of the company. (4)

19. Thirty per cent of our profits goes straight to the government . (3)

2.3. Find the English equivalents.

Set up, shareholders, debt, profit, balance sheet, capital, own, liabilities, earnings,
assets, borrow, share capital, on credit, net income, profit and loss account, interest
investors, working capital, dividend, loan, shares, lend, funds tax, equities, bonds,
revenue, retain, financial statements.

2.4. Translate into English.

JluBinenna, mojatrok, 30epiratd, (iHaAHCOBAa 3BITHICTh, OyXraaTepchbKUi OanaHc,
aKTUBM, PaXyHOK MPUOYTKIB 1 30MTKIB, MO3UKA, pOOOYMI KamiTaja, KOIITH, AOXI,
BUTpaTH, NpUOYTOK, 3apO0ITOK, YUCTUH NPHUOYTOK, KaIliTal, 3al103u4yBaTH, B1ICOTOK,
aKkIfi, I1HBECTyBaTH, aKIIOHEPH, BJIACHUN aKI[IOHEPHUN KaIliTall, 1HBECTOPH,
MTO3WYUTH, OO Iirarii, 3a00propaHicTh, OOPT.

2.5. Give the definitions to the following terms.

borrow share capital liabilities dividend balance sheet

assets profit bonds invest financial
statements

funds

PRODUCTION

Over to you

Think of the company you work for, or the one that you are interested in. How was is
financed when it was set up, and how it is financed no?
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UNIT 3

ACCOUTING AND ACCOUNTACY

Key vocabulary

accounting » OyxeanmepcoKuil 00K
recording > zanuc

transactions > onepayii

bookkeeping » Oyxeanmepis

financial accounting > ¢hinancosa 3eimmuicmo
preparing » nio2omosKka

creditor > Kpeoumop
management accounting » YNPAGIiHCbKULL 00K
auditing > ayoum

accuracy » MOYHICMb

fraud > uaxpaicmeo

internal audit > eHympiuHill ayoum
external audit > 306HIUHILI AYOum
independent auditor > He3aNeHCHULL ayOumop
creative accounting > KpeamusHutl 00K
true and fair view > CNpABIICHS MA YeCHA MOYKA 30Dy
law » 3aKOH

standards » cmanoapmu

to apply > 3acmocogysamu
annual account > piunuil 36im

A Accounting

o Accounting involves

recording

and

summarizing an organization’s

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

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

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

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

14



B  Auditing

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

e An internal audit is carried out by a company’s own accountants or internal
auditors.

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

The external audit examines the truth and fairness of financial statements. It tries to
prevent what is called ‘creative accounting’, which means recording transactions
and values is a way that produces a false result — usually an artificially high profit.
There is always more than one way of presenting accounts. The accounts of British
companies have to give a true and fair view of their financial situation. This means
that the financial statements must give a correct and reasonable picture of the
company’s current condition.

C  Laws, rules and standards

In most continental European countries, and in Japan, there are laws relating to
accounting, established by the government. In the US, companies whose stocks are
traded on public stock exchanges have to follow rules set by the Securities and
Exchange Commission (SEC), a government agency. In Britain, the rules, which are
called standards, have been established by independent organizations such as the
Accounting Standards Board (ASB), and by the accountancy profession itself.
Companies are expected to apply or use these standards in their annual accounts in
order to give a true and fair view.

Companies in most English-speaking countries are largely funded by shareholders,
both individuals and financial institution. In these countries, the financial statements
are prepared for shareholders. However, in many continental European countries
businesses are largely funded by banks, so accounting and financial statements are
prepared for creditors and the tax authorities.
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PRACTICE

3.1. Match the terms with their definitions.

1. accounting a) the action or process of recording sound or a
performance for subsequent reproduction or
broadcast

2. annual accounts b) an idea or thing used as a measure, norm, or

model in comparative evaluations

3. recording c) the measurement, processing, and
communication of financial information
about economic entities such as businesses
and corporations

4. transactions d) the activity or occupation of keeping records

of the financial affairs of a business

standards

e)

periodic or specific purpose (ad hoc) audit
conducted by external (independent)
qualified accountant(s)

law

f)

accountant who is not an employee of, and
not otherwise related to, the entity he or she
Is auditing

bookkeeping

9)

the process of preparing management reports
and accounts that provide accurate and timely
financial and statistical information required
by managers to make day-to-day and short-
term decisions.

8.

financial accounting

h)

the accounts prepared at the end of a
financial year

9.

creditors

an occasion when someone buys or sellst
something, or when money is exchanged or
the activity of buying or selling something

10.independent auditors

)

the system of rules that a particular country
or community recognizes as regulating the

actions of its members and may enforce by
the imposition of penalties

11.

external audit

K)

a specialized branch of accounting that keeps
track of a company's financial transactions

12.

internal audit

1)

people or organizations who have lent money
to a company

13.management accounting

m) he examination, monitoring and analysis of

activities related to a company's operations,
including its business structure, employee
behavior and information systems
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https://en.wikipedia.org/wiki/Measurement
https://en.wikipedia.org/wiki/Communication
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https://dictionary.cambridge.org/ru/%D1%81%D0%BB%D0%BE%D0%B2%D0%B0%D1%80%D1%8C/%D0%B0%D0%BD%D0%B3%D0%BB%D0%B8%D0%B9%D1%81%D0%BA%D0%B8%D0%B9/exchange
https://dictionary.cambridge.org/ru/%D1%81%D0%BB%D0%BE%D0%B2%D0%B0%D1%80%D1%8C/%D0%B0%D0%BD%D0%B3%D0%BB%D0%B8%D0%B9%D1%81%D0%BA%D0%B8%D0%B9/activity
https://dictionary.cambridge.org/ru/%D1%81%D0%BB%D0%BE%D0%B2%D0%B0%D1%80%D1%8C/%D0%B0%D0%BD%D0%B3%D0%BB%D0%B8%D0%B9%D1%81%D0%BA%D0%B8%D0%B9/buy
https://dictionary.cambridge.org/ru/%D1%81%D0%BB%D0%BE%D0%B2%D0%B0%D1%80%D1%8C/%D0%B0%D0%BD%D0%B3%D0%BB%D0%B8%D0%B9%D1%81%D0%BA%D0%B8%D0%B9/sell

3.2.  What type of work does each person do, and what is the name of each job?

Look at A and B to help you.
1. I record all the purchases and sales made by this department.
2. This month, I’m examining the accounts of a large manufacturing company.
3. | analyze the sales figures from the different departments and make decisions

about our future activities.
4. | am responsible for preparing our annual balance sheet.
5. When the accounts are complete, | check them before they are presented to the
external auditors.

3.3.  Match the two parts of the sentences. Look at C to help you.
1. In most of continental Europe and Japan
2. In the USA
3. In Britain and the USA
4, In much of continental Europe
a)  accounting rules are established by a government agency.
b)  companies are mainly funded by shareholders or stockholders.
C) accounting rules are set by an independent organization.
d)  the major source of corporate finance is banks.
e) accounting rules are set by the government.
3.4. Find verbs in A, B and C that can be used to make word combinations

with the nouns below.

an audit standards
Rules transactions

3.5. Find the English equivalents.

Bookkeeping, management accounting, external audit, internal audit, independent
auditors, financial accounting, creditors, laws, transactions, standards, accounting,
annual accounts, recording.
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3.6. Translate into English.

3anuc, Oyxrantepchkuil 00K, 3BITHICTH, OMeparlii, piuyHl paxXyHKH, 3aCTOCOBYBATH,
CIIpaBXXHsSI Ta 4Ye€CHa Touyka 30py, (piHAHCOBAa 3BITHICTH, KPEAWTOPH, MiATOTOBKA,
YIPaBIIHCHKUM OOJIIK, TOUHICTh, ayAUT, IIaXpaiCcTBO, BHYTPIIIHS PEBI3is, 30BHINIHIN

ayJIUT, He3aJIeXKH1 ayJUTOPH, KPEaTUBHUM OOJIIK.

3.7. Give the definitions to the following terms.

accounting annual recording transactions standards
accounts
law bookkeeping financial creditors independent
accounting auditors
external audit | internal audit management
accounting

PRODUCTION

Over to you!

Is accounting in your country based on standards, rules, laws, or a mixture of these?
What accounting system do international companies in your country use?
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UNIT 4

BOOKKEEPING
Key vocabulary
bookkeeper > Oyxeanmep
transaction > onepayis
account »  PaxyHok
double-entry bookkeeping »  noosiina byxeaimepis
debit > Oebem
credit > Kpeoum
raw materials > cuposuHna
stock > axuyis
debtors > OOpICHUKU
day books »  OeHHi KHu2U
journals > oicypHanu
nominal ledgers »  HOMIHANbHI KHUNCKU
creditors » Kpeoumopu
accounting period > 36imHUll nepioo
trial balance »  npobHutl banauc

A Double-entry bookkeeping

Zaheer Younis works in the accounting department of a trading company:

‘I began my career as a bookkeeper. Bookkeepers record the company’s daily
transactions: sales, purchases, debts, expenses, and so on. Each type of transaction is
recorded in a separate account — the cash account, the liabilities account, and so on.
Double-entry bookkeeping is a system that records two aspects of every transaction.
Every transaction is both a debit — a deduction — in one account and a corresponding
credit — an addition — in another. For example, if a company buys some raw
materials — the substances and components used to make products — that it will pay
for a month later, it debits its purchases account and credits the supplier’s account. If
the company sells an item on credit, it credits the sales account, and debits the
customer’s account.

As this means the level of the company’s stock — good ready for sale — is reduced, it
debits the stock account. There is a corresponding increase in its debtors — customers
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who owe money for goods or services purchased — and the debtors or accounts
payable account is credited. Each account records debits on the left and credits on the
right. If the bookkeepers do their work correctly, the total debits always equal the
total credits.’

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

B  Day books and ledgers

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

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

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

C Balancing the books

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

4.1. Match the terms with their definitions.

a) a method in which each transaction is entered twice in
1. bookkeeping the ledger, once to the debit of one account, and once
to the credit of another

b) material on which a particular manufacturing process

2. account ) ;
is carried out

c) the system or occupation of keeping detailed records

3. double-entry of a company's business dealings

d) shares of a company that are divided and sold to its

4. purchases
members

e) a person or firm that gives credit in business

5. raw materials X
transactions
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f)

a book into which all transactions are entered from the

6. stocks daybook or blotter to facilitate posting into the ledge
g) aperson who is in debt or under financial obligation
7. debtors t0 another
8. day book h) to g_et or obtain by the payment of money or its
equivalent
9. creditors 1) a statement or record of financial transactions
10. nominal J) debts or pecuniary obligations (opposed to assets)
k) a statement of all the open debit and credit items,

11. accounting period

made preliminary to balancing a double-entry ledger

12. trial balance

a regular period of time, as a month or a year, for
which an operative statement is drawn up

13. liabilities

capable of being or liable to be paid

14. customer

a person who purchases goods or services from
another

15. payable

being small or low in amount when compared with the
actual value

4.2. Match the worlds in the box with definitions below. Look at A and B to

help you.
credit ledger debit
creditors stock debtors
1. an amount entered on the left-hand side of an account, recording money paid out
2. abook of accounts
3. customers who owe money for goods or services not yet paid for
4. an amount entered on the right-hand side of an account, recording a payment
received
5. goods stored ready for sale
6. suppliers who are owed money for purchases not yet paid for

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

1.

shows where money comes from and where it goes: it
is always transferred from one

to another one. Every event

IS entered twice — once as a credit and once as a :
2. Most businesses record very frequent or numerous transactions in

or

3. The main account book are called , and the book relating

to creditors is called the
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4. In  order to prepare financial statements, companies do

different accounts onto a single page.

4.4, Complete the sentences using ‘debit’ or ‘credit’. Look at A to help you.

1. If you buy new assets, you the cash or capital account.
2. If you pay some bills, you the liabilities account.
3. If you buy materials from a supplier on 60 days’ credit, you

which copies all the debit and credits balances of

purchases account and the supplier’s account.

4. If you sell something to a customer who will pay 30 days later, you
the sales account and the customer’s

account.

4.5. Give the definitions to the following terms.

bookkeeping account double-entry purchases raw materials
stocks debtors day book creditors nominal
accounting trial balance liabilities customer payable
period

PRODUCTION

Over to you!

What qualities does a good bookkeeper need? Would you like to work as a
bookkeeper? If not, which type of accounting do you think is most interesting, and
why?
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UNIT 5

COMPANY LAW 1

Key vocabulary

partnership » Napmuepcmeo

partners » napmuepu

sole trader > Npusamuuil NIONpuemeysb
legal entity > 1opuouyna ocoba

limited liability » obmedicena 8i0no6i0aNbHICMb
to be liable for » Hecmu 8i0N0BIOATbHICIb 3a
limited companies » o00OMmediceni KoMnanii

share capital > aKyloHepHull Kanimai
executive directors > BUKOHABYI OUPEKIOpU
corporate governance » KOpnopamueHe ynpaeiiHsi
chairman > 201084

managing director » Kepyrouuil OupeKmop
non-executive directors » HesUKOHABYI OUPEeKmopu
board of directors » paoa Oupexmopie

objective > 00'exmugnuil

audit committee > Komimem 3 ayoumy
shareholders » axyionepu

non-executive > He 8UKOHABYUIL

A Partnerships

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

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

B  Limited liability

A company is a business that is a legal entity. In other words, it has a separate legal
existence from its owners, the shareholders. It can enter into contracts, and can be
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sued or taken to court if it breaks a contract. A company can (in theory) continue
forever, even if all tlle staff and owners change. Most companies have limited
liability, which means that the owners are not fully liable for - or responsible for -
the business's debts.

These companies are known as limited companies. Their liability is limited to the
value of their share capital: the amount of cash that the shareholders have
contributed to the company. This limitation of liability encourages investors to risk
their money to become part owners of companies, while leaving the management of
these companies to qualified managers and senior managers, known as directors.

These managers and full-time executive directors run the company for its owners.
There are standard procedures of corporate governance - the way a company is run
by the management for the shareholders, and how the managers are accountable to
the shareholders.

These include separating the job of chairman from that of managing director, and
having several non-executive directors on the board of directors who do not work
full-time for the company but can offer it expert advice. Non-executive directors are
often more objective: less influenced by their opinions and beliefs. There is also an
audit committee, containing several non-executive directors, to which the auditor’s
report.

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

C Founding companies

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

the rights and duties of the shareholders and directors

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

the relationships between shareholders and the company and its directors.

The Memorandum of Association states:

the company's name

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

the company's purpose - its aims or objectives

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

BrE: Articles of Association; AmE: Bylaws
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BrE: Memorandum of Association; AmE: Certificate of Incorporation

PRACTICE

5.1.Match the terms with their definitions.

1. committee a) the relation subsisting between partners

2. value b) a person associated with another or others as a
principal or a contributor of capital in a business or a
joint venture, usually sharing its risks and profits

3. chairman c) a number of individuals assembled or associated
together; group of people

4. contract d) someone employed to carry or wheel a person in a
chair

5. trader e) a holder or owner of shares, especially in a company
or corporation

6. capital f) a member of a stock exchange trading privately and
not on behalf of customers

7. company g) an agreement between two or more parties for the

doing or not doing of something specified

8. partnership

h) a person or group of persons elected or appointed to
perform some service or function, as to investigate,
report on, or act upon a particular matter

9. partners

1) the wealth, whether in money or property, owned or
employed in business by an individual, firm,
corporation, etc.

10. shareholder

J) the worth of something in terms of the amount of
other things for which it can be exchanged or in
terms of some medium of exchange

5.2. Are the following statements true or false? Find reasons for your answers

in A and B.

abrwnE

debts.

o

In case of a legal dispute, people can take a company's shareholders to court.

The owners of limited companies have to pay all the company's debts.

Many companies are not owned by their managers.

External directors can usually give more objective advice than full-time directors.
Partners in British and American businesses are not liable for the partnership's

In case of a dispute, people can take British companies and partnerships to court.
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http://www.dictionary.com/browse/partner
http://www.dictionary.com/browse/chair
http://www.dictionary.com/browse/holder
http://www.dictionary.com/browse/share
http://www.dictionary.com/browse/trade

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

corporate audit limited non-executive | committee
directors governance liability capital share

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

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

3. - owners' money invested in a company.
4, - responsibility for debts up to the value
of the company's share capital.

5. . the way a company is managed for its
OWners.

5.4. Complete the document. Look at C to help you.

(@) of Association
1. The name of the Company is Language Services Pty Limited.
2. The (b) of the Company will be in Australia.
3. The (c) for which the Company is established is to provide
translation and interpreting services to international companies.
4. The (d) of the company is made up of ordinary shares divided

into five thousand (5,000) shares of A$1.00 par value each with one vote for each
share.

5.5. Give the definitions to the following terms.

committee value chairman contract trader
capital company partnership partners shareholder
PRODUCTION

Over to you!

Do partnerships have limited liability in your country? If not, who would you trust
enough to start a partnership with?
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UNIT 6

COMPANY LAW 2

Key vocabulary

private companies > npusammi KOMNAauii

a public limited companies (plcs) »  aKyiOHepHI Mosapucmed 3
obmedicenoro sionosioanvricmio (PIC)

stock exchange > Oipoca

corporation > Kopnopayis

listed companies > nepepaxyHKkosii KOMNamii

turnover » o0bopom

gross profit > 3a2anbHUll nNpuOYMoK

net profit > yucmuil 00xio

quoted companies > KOMUpyouu KOMNauii

annual report > piunull 36im

auditors’ report > 368im ayoumopis

annual general meeting > wopiuni 3a2anvbHi 300pu

extraordinary general meeting > no3auepeosi 3a2anvhi 300pu

misconduct > Henpasomiphi Oii

A Private and public companies

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

SEC-registered companies, also known as listed companies, have to make quarterly
reports (i.e. every three months). They report on:

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

o gross profit — turnover less cost of sales

o net profit — gross profit less administrative expenses and tax.
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Companies on the London Stock Exchange, known as quoted companies, have to
produce a half-yearly interim report which informs shareholders about the company’s
progress. These reports are not audited.

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

BARCLAYS PLC Interim Report 2018

e Group performance was very| e All businesses had higher profit,
strong: demonstrating good progress across
» profit before tax up 23% to £2,411m the whole portfolio.
» earning per share up 25% at 26.7p
» dividend per share up 17% to 8.25p e Income growth was particularly
> return on equity of 20,4% strong, up 14%, with good broad
based contributions by business and
by income type.

B AGMs

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

If there is a crisis, the directors or the shareholders can request to hold an
Extraordinary General Meeting (EGM) to discuss the situation. For example, if
there are claims of misconduct by the directors, where they have behaved illegally,
there could be an EGM.

BrE: Annual General Meeting (AGM); AmE: Annual Meeting of Stockholders
BrE: Extraordinary General Meeting (EGM); AmE: Special Meeting
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PRACTICE

6.1. Match the terms with their definitions.

1. misconduct

a) a company whose shares may not be offered to the
public for sale and which operates under legal
requirements less strict than those for a public
company.

2. gross profit

b) company whose shares can be bought or sold on the
Stock Exchange

3. net profit C) a comprehensive report on a company's activities
throughout the preceding year
4. turnover d) a large company or group of companies authorized to

act as a single entity and recognized as such in law.

5. stock exchange

e) a written opinion of an auditor regarding an entity's
financial statements

6. corporation

f) behaviour that breaks the law

7. private companies

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

8. quoted companies

h) sales revenue minus the cost sales, before deductions
for administration expenses, interest charges, etc.

9. Annual Report

1) sales revenue the cost of making and selling the
goods, and deductions for administration expenses,
interest charges, etc.

10.auditors’ report

j) the legal designation of a limited liability company
(LLC) which has offered shares to the general public
and has limited liability

11.Annual General
Meeting

k) a meeting of the members or shareholders of a club,
company, or other organization, held at short notice,
especially in order to consider a particular matter

12.Extraordinary General
Meeting

I) a market in which securities are bought and sold

13.public limited
companies
(PLCs)

m) SEC-registered companies

14.listed companies

n) a yearly meeting of the members or shareholders of a
club, company, or other organization, especially for
holding elections and reporting on the year's events

29




6.2. Complete the table. Look at A and B to help you.

(1) Public companies
companies
* can’t sell shares on the In the UK In the US
(2) » are called public « are called SEC-
3) companies | registered companies
or (4) or (6)
companies.
companies.
* produce (5) * produce (7)
reports.
reports.
* publish a (8) and hold an (9)

6.3. Find words in A and B with the following meanings.

=

behaviour that breaks the law

2. sales revenue minus the cost sales, before deductions for administration
expenses, interest charges, etc.

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

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

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

1. Only quoted or listed companies a) about their sales and profits every
three months.

2. American corporation publish details | b) are contained in their annual

reports.
3. Companies’ financial statements, and | c) are not checked be external
the auditor’s report auditors.
4. Quarterly and six-monthly reports d) if there is a crisis.
5. Shareholders can ask company e) can have their shares traded on a
directors questions stock exchange.
6. Companies can hold an emergency f) at an annual meeting.

general meeting
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6.5. Find the English equivalents

A stock exchange, public limited companies (PLCs), open market, an Annual General
Meeting, misconduct, Extraordinary General Meeting, Annual Report, shareholders,
stockholders, quoted companies, listed companies, the financial statements, gross
profit, net profit, sales revenue, turnover, Securities and Exchange Commission.

6.6. Translate into English.

ToBapuctBo 3 0OMEXKEHOIO BIAMOBIJAIBHICTIO, YHCTUH TNPUOYTOK, BaJIOBUH
npuOyTOK, 000pOT, PIUHUN 3BIT, 3BIT ayAMTOPIB, IO3aUEProBi 3arajbHi 300pH,
HEMPaBOMIpPHI Aii, MOpaXyHKOBI KOMIIaHii, KOpHoparlii, KOTUPYIOUYH KOMITaHii, O1piKi,

MPUBATHI KOMIIaHIi, BIAKPUTHI PUHOK, IIOPIYHI 3arajibHi 300pH.

6.7.Give the definitions to the following terms.

misconduct gross profit net profit turnover A stock
exchange
corporation private quoted Annual Report | the auditors’
companies companies report
Annual General Extraordinary | public limited | listed
Meeting General companies companies
Meeting (PLCs)
PRODUCTION
Over to you!

Have ever been to an AGM? Was there any disagreement between the shareholders
and the director? Who do you think is usually more powerful — the shareholders or
the directors?
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UNIT 7

ACCOUNTING POLICIES AND STANDARDS

Key vocabulary

cost accounting 001K sumpam

assets > akmueu
liabilities » 30008 3aHHSI
valuation > oyinka eapmocmi
accounting standards »  cmanoapmu 6yxeanmepcbko2o 00Ky
accounting policy »  0071iK08a noAiMuKa
consistent »  cyMicHull, KUl 8i0nN0sioae
depreciation > amopmusayis
account > 36im
true and fair view > CHNPABXICHS MA YeCHA MOYKA 30PY
measurement > GUMIDIOBAHHS
historical cost principle > npuHyun icmopuuHoi eapmocmi
current value » nomouHa 8apmicmo
going concern » Oitoue nionpuemcmeo
bondholder > GIACHUK 0Onieauii
inflation > inghnayis

>

>

current replacement cost NOMOYHA 8APMICMb 3AMIHU

A  Valuation and measurement

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

Companies can choose their accounting policies — their way of doing their
accounts. There are a range of methods of valuation — deciding how much
something is worth —and measurement — determining how big something is —
that are accepted by law or by official accounting standards. In the USA, there are
Generally Accepted Accounting Principles (GAAP). In most of the rest of the world
there are International Financial Reporting Standards (IFRS), set by the International
Accounting Standards Board. These are technical rules or conventions — accepted
ways of doing things that are not written down in a law.
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Although businesses can choose among different accounting policies, they have to be
consistent, which means using the same methods every year, unless there is a good
reason to change a policy: this is known as the consistency principle. The policies
also have to be disclosed or revealed to the shareholders: the Annual Report will
contain a 'Statement of Accounting Policies' that mentions any changes that have
been made. This enables shareholders to compare profits and values with those of
previous years.

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

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

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

B  Historical cost and inflation accounting

The aim of accounting standards (see Unit 3) is to provide shareholders with the
information that will allow them to make financial decisions. This is one reason why
in many countries accounting follows the historical cost principle: companies record
the original purchase price of assets, and not their (estimated) current selling price or
replacement cost. This is more objective, and the current value is not important if the
business is a going concern — a successful company that will continue to do
business — as its assets are not going to be sold, or do not currently need to be
replaced.

However, some countries with regular high inflation, e.g. in South America, use
inflation accounting systems that take account of changing prices. One system used

IS replacement cost accounting, which values all assets at their current
replacement cost — the amount that would have to be paid to replace them now.

PRACTICE

7.1 Match the terms with their definitions.

1. assets a) the act of deciding how much money something might
be sold for or the amount of money decided on
2. liabilities b) in agreement with other facts or with typical or previous
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behavior, or having the same principles

3. valuation c) if acompany is sold as a going concern, it is sold when it
Is operating normally
4. accounting d) an official record of all the money a person or company
standards has spent and received
5. accounting policy | e) the responsibility of a person, business, or organization
to pay or give up something of value
6. consistent f) arule that a company or organization must follow when
it prepares its financial information
7. depreciation | @) ageneral, continuous increase in prices
8. accounts h) something that is owned by a person, company, or
organization, such as money, property, or land
9. true and fair view | i) formation of an estimate that significantly affects the
financial statements
10. historical cost J) arule that describes how the financial information of a
principle company or organization must be recorded
11. current value | k) the process in which all the costs of a business activity
L or production process or activity are examined in order
to help managers decide how to make profits or save
money
12. going concern | ) used in a company's accounts by its auditors to say that
the accounts are accurate and complete
13. inflation m) the process of losing value
14. cost accounting | n) the amount of money it costs to replace something that is
L damaged, lost, stolen, etc. with something new
15. current 0) a method of accounting based on the cost of replacing
replacement cost assets at the prices that would be paid now, rather than at
the prices they were originally bought for
7.2 Match the two parts of the sentences. Look at A and B to help you.
1. Companies' managers, investors, creditors and the tax authorities all
2.  There are different ways of doing accounting but companies have to be
consistent,
3. Companies have to disclose or make known
4.  The historical cost principle is that the price paid to buy assets,
5.  Agoing concern usually doesn't
a)  and not their current value, is recorded in accounts.
b)  need to know the current market value of its assets.
c)  need to know about the size of profits or losses.
d)  which accounting methods they are using.
e)  which means regularly using the same methods.
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7.3 Are the following statements true or false? Find reasons for your answers
in A and B.

=

Companies are told which accounting policies to use.

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

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

4. There is only one correct interpretation of a company's financial position, and

company accounts must show this.

In a lot of countries, companies do not record the current value of their assets.

In countries with high inflation, companies value their assets at their current

replacement cost.

o o

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

Verb Noun(s) Adjective
calculation -

- consistent

- conventional

measure -

present -

valuable

7.5 Find the English equivalents.

Assets, going concern, inflation, liabilities, current replacement cost, accounting
policy, depreciation, cost accounting, measurement, historical cost principle,
valuation, consistent, accounting standards, true and fair view, account, current value.

7.6 Translate into English.

Jlitoue mianmprueEMCTBO, CIIPABXKHSI Ta YECHA TOYKA 30py, aMOPTH3aIlisi, aKTUBH, OIlIHKA
BapTOCTi, MPUHIUI ICTOPUYHOI BapTOCTi, 1H(OIALIS, MOTOYHA BaPTICTh, BIACHUK
oOmirariii, 3BIT, O0OJIK BUTpaT, CyMICHUH, 3000B’s13aHHS, MOTOYHA BapTICTh 3aMiHH,
00JIiKOBa MOMITHKA, CTAHAAPTH OYXTaITEPCHKOTO OOJIIKY.

7.7  Give the definitions to the following terms.

assets liabilities valuation accounting accounting
standards policies
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consistent depreciation account true and fair historical cost
view principle

current value going concern | inflation

PRODUCTION

Over to you! Which are the most important accounting standards or rules in your
country — GAAP, IFRS, IAS, or something else?
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UNIT 8

ACCOUNTING ASSUMPTIONS AND PRINCINLES

Key vocabulary

assumptions > npunyueHHs
separate entity » oKkpemuil cy0'exm 20cnooaprosanHsi
business entity > cyb'ekm 20cnooapioeants
time-period » nepioo uacy
financial year » ¢hinancosuii pix
continuity » besnepepenicmo
matching > Y320001CeHH s
going concern »  Oiloue nionpuemcmeo
unit-of-measure > 0OUHULSL BUMIDY
subsidiaries »  004ipHi KOMNAHIT
financial statements » ¢hinancosa 36imuicmo
consistency »  NoCnio08HICMb
historical cost » icmopuuna sapmicme
full-disclosure »  noeHe pO3KpUmms
materiality »  cymmesicmp
conservatism »  KOHCep8amusm
objectivity »  00'ckmuenicmo
verifiable >  nepesipicmvcs
subjective »  cyb'exmuenuil

>

revenue recognition

BU3HAHHS 00X00Y

A Assumptions

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

by accountants:

o The separate entity or business entity assumption is that a business is an
accounting unit separate from its owners, creditors and managers, and their

assets. These people can all change, but the business continues as before.

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

of it.

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

Unit 7)
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B

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

BrE: financial year; AmE: fiscal year

Principles

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

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

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

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

The objectivity principle says that accounts should be based on facts and not on
personal opinions or feelings. Accounts, therefore, should be verifiable: it
should be possible for internal and external auditors to show that they are true.
This isn't always possible, however: depreciation or amortization, and provisions
for bad debts, for example, are necessarily subjective - based on opinions.

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

The matching principle, which is related to revenue recognition, states that each
cost or expense related to revenue earned must be recorded in the same
accounting period as the revenue it helped to earn.

PRACTICE

8.1

Match the terms with their definitions.

1. conservatism principle a) financial data should be recorded with a

common unit of measure

2. matching principle b) the transactions conducted by a business are

separate to those conducted by its owner

3. separate entity assumption c) the amount of money that relates to income

and capital gains earned from an investment
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4. revenue recognition principle d) directs a company to report an expense on
its income statement in the same period as
the related revenues

5. time-period assumption e) a basic principle of accounting stating that
the same methods for doing accounts should
be used from one financial year to the next
so that profits, losses, etc. can be compared

6. unit-of-measure assumption f) accounting rule that revenue should be
recorded only when the revenue generation
process has been substantially completed,
and an exchange has taken place

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

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

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

4. Every entry in a company's accounts must be : there must be a

document available showing that it is true.

A

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

Verb Noun Adjective
assume -
disclosure -
- objectivity
recognize -
- subjectivity
verification
1. Both the internal and the external auditors have to the
accounts.
2. Companies have to all relevant financial information in their
annual reports.
3. Despite the principle, accountants have to make some

subjective judgments.
4. Even if a company is going through a bad period, for accounting purposes we
it's a going concern.
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8.4 Find the English equivalents.

Subsidiaries, financial statements, consistency, historical cost, assumptions, separate
entity, business entity, time-period, financial year, continuity, full-disclosure,
materiality, conservatism, objectivity, verifiable, subjective, revenue recognition.

8.5 Translate into English.

JlouipHi koMmIaHii, (iHaHCOBa 3BITHICTH, IMOCIIAOBHICTh, ICTOPUYHA BapTiCTh, IOBHE
PO3KPUTTS, CYTTEBICTh, KOHCEPBATHU3M, OO'€KTHUBHICTh, CYO'€KTUBHHM, BU3HAHHS
JI0XONy,  TPUOYIIEHHS,  OKpeMHUid  CyO0'€eKT  TOCHOJAproBaHHS,  CyO'ekT
roCrofapioBaHHs, MepioJ Yacy, (IHAHCOBHU pIK, O€3MEepepBHICTb, Y3TOIKCHHS,
JI0Y€ MAMPUEMCTBO, OJIUHHIIS BUMIDY.

8.6  Give the definitions to the following terms.

assumptions separate entity | business entity | time-period financial year
continuity matching going concern | unit-of- subsidiaries
measure

financial consistency historical cost | full-disclosure | materiality

statements

conservatism | objectivity verifiable subjective revenue
recognition

PRODUCTION

Over to you!

Look at the Annual Reports of one or two companies. How many of the assumption
the principles described here are mentioned in the notes to the financial statements?
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UNIT 9
DEPRECIATION AND AMORTIZATION

Key vocabulary

current assets » 000pOMHI akmusu

fixed assets » 0CHO8HI 3ac00U

wear out » 3HOUWYBAMUCD

obsolete > sacmapinuil

depreciated » 3HEYIHUBCS

charge against profits > 30ip 3a npubymox
depreciation > amopmuszayis

appreciate > oyinosamu

revalue > nepeoyinosamu

current replacement cost » NOMOYHA 8apMIcCMb 3AMIHU
net realizable value > uucma eapmicmo peanizayii
appreciation > 60suHiCMb

market value » PUHKOBA 8apmicmb
straight-line method > npsamutl Memoo

accelerated depreciation » Npuckopena amopmu3ayis
incentive > cmumyi

A Fixed assets

A company's assets are usually divided into current assets like cash and stock or
inventory, which will be used or converted into cash in less than a year, and fixed
assets such as buildings and equipment, which will continue to be used by the
business for many years. But fixed assets wear out - become unusable, or become
obsolete - out of date, and eventually have little or no value. Consequently fixed
assets are depreciated: their value on a balance sheet is reduced each year by a
charge against profits on the profit and loss account. In other words, part of the cost
of the asset is deducted from the profits each year.

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

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

Assets such as buildings, machinery and vehicles are grouped together under fixed
assets. Land is usually not depreciated because it tends to appreciate, or gain in
value. British companies occasionally revalue - calculate a new value for -
appreciating fixed assets like land and buildings in their balance sheets. The
revaluation is at either current replacement cost - how much it would cost to buy
new ones, or at net realizable value (NRV) - how much they could be sold for. This
is not allowed in the USA. Apart from this exception, appreciation is only recorded
In countries that use inflation accounting systems. (See Unit 7).

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

C  Depreciation systems

The most common system of depreciation for fixed assets is the straight-line
method, which means charging equal annual amounts against profit during the
lifetime of the asset (e.g. deducting 10% of the cost of an asset's value from profits
every year for 10 years). Many continental European countries allow accelerated
depreciation: businesses can deduct the whole cost of an asset in a short time.
Accelerated depreciation allowances are an incentive to investment: a way to
encourage it. For example, if a company deducts the entire cost of an asset in a single
year, it reduces its profits, and therefore the amount of tax it has to pay. Consequently
new assets, including huge buildings, can be valued at zero on balance sheets. In
Britain, this would not be considered a true and fair view of the company's assets.

PRACTICE

9.1 Match the terms with their definitions.

1. current assets a) which is out of use, does not meet modern
requirements

2. fixed assets b) of depreciation attempts to allocate equal portion
of depreciable cost to each period of the asset's
useful life.

3. accelerated c) pay definition, additional pay, a higher wage, or
a bonus paid to promote the productivity of an
employee

4. obsolete d) is a balance sheet account that represents the
value of all assets that can reasonably expect to
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be converted into cash within one year.

5. market value

Is any method of depreciation used for
accounting or income tax purposes that allows
greater deductions in the earlier years of the life
of an asset.

6. appreciation

f)

IS the price an asset would fetch in the
marketplace

7. Incentive

9)

also known as tangible assets or property, plant
and equipment, is a term used in accounting for
assets and property that cannot easily be
converted into cash.

8. straight-line method

h)

Is an accounting method of allocating the cost of
a tangible asset over its useful life

9. net realizable value

the value of an asset if it were sold, after all the
costs of selling it have been paid

10. current replacement
cost

)

Is the value of an asset that can be realized upon
the sale of the asset, less a reasonable estimate of
the costs associated with either the eventual sale
or the disposal of the asset in question.

11. depreciated

k)

words of appreciation are used when you feel
gratitude towards someone. This could include
thanking someone for a gift, a favor, or just being
a friend.

12. depreciation

Is the cost to replace an asset of a company at the
same or equal value, and the asset to be replaced
could be a building, investment securities ,
accounts receivable or liens

9.2 Match the words in the box with the definitions below. Look at A and B to

help you.
appreciate current assets fixed assets
obsolete revalue wear out

ok owdE

9.3 Match the nouns

to record something at a different price

assets that will no longer be in the company in 12 months' time
to increase rather than decrease in value

out of date, needing to be replaced by something newer

assets that will remain in the company for several years

to become used and damaged

in the box with the verbs below to make word

combinations. Then use some of the word combinations to complete the
sentences below. Look at A, B and C to help you.
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costs fixed assets market value

profits value purchase price
deduct record
depreciate reduce
1. Because we the , we don’t have worry
about the market value of fixed assets.
2. To depreciate , we part of their
from profits each year.
3. Because land usually appreciates, companies do not generally its

on the balance sheet.
9.4 March the two parts of the sentences. Look at B and C to help you.

1. All fixed assets can appreciate it there is high inflation,
2. Accelerated depreciation allows companies to

3. Fixed asserts generally lose value, except for land,

4. The straight- line method of depreciation

5. Accelerated depreciation reduces companies’ tax bills,

a) which usually appreciates.

b) charges equal amounts against profits every year.

c) remove some extremely valuable assets from their balance sheets.
d) which encourages them to invest in new factories, etc.

e) but historical cost accounting ignores this.

9.5 Find the English equivalents.

Market value, obsolete, fixed assets, incentive, net realizable value, purchase price,
appreciate, accelerated depreciation, current replacement cost, revalue, appreciation,
wear out, charge against profits, depreciated, current assets, straight-line method.

9.6 Translate into English.

PunkoBa BapTicTh, aMOpTH3allisl, MOJATOK HA MPUOYTOK, YMCTA BAPTICTh peajizallii,
CTUMYJ, TPSIMUA METOJI, OIIHIOBATH, OCHOBHI 3acOOHU, IMEPEOIIHIOBATH, OOOPOTHI

aKTUBH, BJISYHICTh, TOTOYHA BapTICTh.

9.7 Give the definitions to the following terms.
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current assets

fixed assets

accelerated
depreciation

obsolete

market value

appreciation

incentive

straight-line
method

net realizable
value

current
replacement
cost

depreciated

depreciation

PRODUCTION

Over to you!

Are companies in your country allowed to record huge assets, such as their
headquarters, as having zero value on their balance sheets? Is this a good idea?
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UNIT 10

AUDITING

Key vocabulary

internal audit SHYMPIUWHIL ayoum, pesisis

internal auditor SHYMPIUHIL AYOUmMop

external auditor 306HIWHIL AYOUMop

controller KOHmMpoJep

stock 3anac

recommend PpeKoMeHOysamu
comply with O0OMPUMYBAMUCSL
record 3anucysamu
account book 0011IKO8I KHU2A
consulting KOHCYbMYIOYUL
financial statements Qinancosa 36imuicmo
day-to-day account OEHHULL PAXYHOK
system of control cucmema KOHMpOJIo
policies noaimuxa

evaluate oyinumu

law 3aKOH

qualified report Keanigixosanuil 36im

audit report ayoumopcoyKuil 36im

examination excnepmusa

accounting principle NpUHYUn Oyxearmepcoko2o 00Ky

management letter CLYHCOOBULL TUCT

submit nooamu

V|V|VIV|IV| VI V|IV|V|VIVIVIVIVVVVV VNV VVWVY

accurate MOYHUU

A Internal auditing

After bookkeepers complete their accounts, and accountants prepare their financial
statements, these are checked by internal auditors. An internal audit is an
examination of a company’s accounts by its own internal auditors or controllers.
They evaluate the accuracy or correctness of the accounts, and check for errors. They
make sure that the accounts comply with or follow, established policies, procedures,
standards, laws and regulations. (See Units 7 and 8). The internal auditors also check
the company’s systems of control, related to recording transactions, valuing assets
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and so on. They check to see that these are adequate or sufficient and if necessary,
recommend changes to existing policies and procedures.

B  External auditing

Public companies have to submit their financial statements to external auditors-
independent auditors who don’t work for the company. The auditors have to give an
opinion about whether the financial statements represent a true and fair view of the
company’s financial situation and results. (See Unit 3)

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

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

BrE: stock take; AmE: count of the inventory

C Irregularities

P Yes | —— | Auditors Auditors produce a
\ produce an qualified report,
Are control \ . e ;
‘ audit report. stating that the
systems = ?
-"“ L * financial statements
adequate :
acq 1 ’ do not give an
according to T . - e
X 8 No — auditors find entirely true and
external . - i
i S H irregularities: systems — fair view and there
auditors? Have ¥ (es
: are not adequate, Yes are some problems.
accounting S e ;
et £ principles have not
principles I NS
. »een applied correctly
been applied SR . ’
5 or consistently.
correctly?
+ Does the company
: 2 follow the advice
Auditors write a P : : » | No
given in the

management letter to
directors or senior
managers explaining
what needs to be
changed.

management letter?
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PRACTICE

10.1 Match the terms with their definitions.

1. policies a) a form of security that indicates the holder has
a portion of ownership in a corporation

2. consulting b) a public accountant who conducts audits,
reviews, and other work for his or her clients

3. stock c) journals, ledgers, and other classified records
comprising a firm's set of accounts

4. internal auditor d) an independent, objective assurance and
consulting activity designed to add value and
Improve an organization's operations

5. financial statements e) is most often used when a company needs an
outside, expert opinion regarding a business
decision.

6. accountbooks f) a simple bank account for anyone who wants
flexible options for their personal banking

7. external auditor g) a formal record of the financial activities and
position of a business, person, or other entity

8. day-to- day account h) a deliberate system of principles to guide
decisions and achieve rational outcomes

9. internal audit 1) asystem of rules that are created and enforced
through social or governmental institutions to
regulate behavior

10. law j) someone who provides independent and

objective evaluations of the company's
financial and operational business activities

10.2 Match the job titles (1-4) with the descriptions (a-d). Look at A and B to

help you.
1. bookkeepers a) company employees who check the financial statements
2. accountants b) expert accountants working for independent firms who
review companies’ financial statements and accounting
records
3. internal c) people who prepare financial statements
auditors
4. external d) people who prepare a company’s day-to-day accounts
auditors
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10.3 Match the nouns in the box with the verbs below to make word
combinations. Some words can be used twice. Look at A and B to help

you.
accounts procedures opinions
systems of control regulations policies
stock take advice laws
check examine
comply with give

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

Verb Noun Adjective
- accurate
compliance -
recommend
record -
examination -
1. I’m an internal auditor I the company’s accounts,to make
sure that they are , and that they with company
policies and general accounting principles.
2. If the control systems aren’t adequate, | make concerning

changes.
3. The external auditors check to see if transactions are being
correctly.

10.5 Find the English equivalents.

Internal audit, system of control, audit report, accurate, stock, account book, internal
auditor, submit, consulting, day-to-day account, management letter, external auditor,
record, policies, recommend, accounting principle, law, comply with, examination,
evaluate, qualified report, controller, financial statements.
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10.6 Translate into English.

BayTtpimHs peBi3isg, kBaimiikoBaHUN 3BIT, PEKOMEHIYBaTH, KOHCYIbTYIOUHWH,
eKCIIepTH3a, CIy>KOOBUH JIHUCT, 3aKOH, 3alHMCyBaTH, OOJIKOBI KHUTA, BHYTPIIIHIN
ayquTOp, CHUCTEMa KOHTPOJIO, JCHHUUA paxyHOK, ayAUTOPCBbKHI 3BIT, 3armac,
IOTpUMYBaTHUCs, (PIHAHCOBA 3BITHICTH, MPUHIUI OYXTaaTepChKOro OOJiKYy, OLIHUTH,
MOJIITUKA, 30BHIIIHIN ayAUTOP, OIaTH, KOHTPOJIED.

10.7 Give the definitions to the following terms.

internal audit | internal auditor | external stock account book
auditor

consulting financial day-to-day policies law
statement account

accounting

principle

PRODUCTION

Over to you!

Would you like to work as an external auditor? Do you think they get a very friendly
welcome at the companies whose accounts they audit? If not, why not?
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UNIT 11
THE BALANCE SHEET 1

Key vocabulary

balance sheet banancosuii 36im
assets aKmueu
liabilities 30006's13aHH51
capital Kanimai
shareholders’ equity GACHUL KANima
owe 3ab0p2ysamu
supplier NOCMAa4anbHUK

granting credit. HAOAHHS KpeOumy

share capital aKyioHepHUll Kanimai

retained earnings Hepo3nooiieHUll NPUOYMoK

distributed ROUUPIOEMbCSL

profit and loss account PaxyHOK npubymxy ma 30umky

VI|IV|V|V|V|V|V|V|V|V|V V|V

cash flow statement

36IM NPO pYX KOUmie

A Assets, liabilities and capital

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

Current assets 3,500 Liabilities 6,000

Fixed assets 6,500 Shareholders' equity 4,000

Total assets 10,000 | Total liabilities and 10,000
Shareholders' equity

Company law in Britain, and the Securities and Exchange Commission in the US,
require companies to publish annual balance sheets: statements for shareholders and
creditors. The balance sheet is a document which has two halves.

The totals of both halves are always the same, so they balance. One half shows a
business’s assets, which are things owned by the company, such as factories and
machines that will bring future economic benefits. The other half shows the
company’s liabilities, and its capital or shareholders’ equity (see below). Liabilities
are obligations to pay other organizations or people: money that the company owes,
or will owe at a future date.

These often include loans, taxes that will soon have to be paid, future pension
payments to employees, and bills from suppliers: companies which provide raw
materials or parts. If the suppliers have given the buyer a period of time before they

have to pay for the goods, this is known as granting credit. Since assets are shown as
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debits (as the cash or capital account was debited to purchase them), and the total
must correspond with the total sum of the credits - that is the liabilities and capital
assets equal liabilities plus capital (or A=L + C).

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

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

B  Shareholders’ equity

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

A balance sheet does not show how much money a company has spent or received
during a year. This information is given in other financial statements: the profit and
loss account and the cash flow statement. (See Unit 14)

PRACTICE

11.1 Match the terms with their definitions.

1. balance sheet a)a company, person, etc. that provides things that
people want or need, especially over a long period of
time

2. assets b) the part of a company’s profit in a particular period

that it decides to keep, rather than paying it to
shareholders as a dividend

3. liabilities C) a type of share in an investment company which
offers shareholders profits because of an increase in
value of the company's investments, but which does
not pay dividends

4. capital d) a document that shows a company's profit or loss in a
particular period

5. shareholders’ equity e) money and possessions, especially a large amount of
money used for producing more wealth or for
starting a new business
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6. owe f) a financial statement that shows a company's assets
and debts at a particular time
7. supplier g) a document that shows the money coming into and

going out of a company during a particular period

8. share capital

h) something that is owned by a person, company, or
organization, such as money, property, or land

9. retained earnings

i) to need to pay or give something to someone because
they have lent money to you

10. cash flow statement

j) the amount of money that a person or organization
owes

11. profit or loss account

k) the total value of a person's or company's assets after
their total debt has been subtracted

11.2  Are the following statements true or false? Find reasons for your answer
in Aand B.

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

differently.

Hown

The revenue of the company in the past year is shown on the balance sheet.
The two sides or halves of a balance sheet always have the same total.
The balance sheet gives information on how much money the company has

received from sales of shares.
5. The assets total is always the same as the liabilities total.

o

The balance sheet tells you how much money the company owes.

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

1.

components, etc.

2.

shareholders.

3.
4.
3)

are companies that provide other companies with materials,
are profits that the company has not distributed to
are things a company owns and uses in its business.

consist of everything a company owes.
consists of money belonging to a company’s owners.

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

you.

Retain earnings pay liabilities credit

money grant owe profits distribute

1. We a lot of our because we don’t
any of our to the shareholders.
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2. Most businesses have customers who , because

they them 30 or 60 day’s :
3. We have a lot of that we’ll have to later
this year.

11.5 Find the English equivalents.

Shareholders’ equity, assets, liabilities, suppliers, retained earnings, retain, earnings,
distribute, profits, owe, money, grant, credit, liabilities, pay.

11.6 Translate into English.
AKIIIOHEpH, KariTaj, akTUBH, 3000B's3aHHs, TOCTaYaIbHUKHU, HEPO3IOIJICHUN

NpuOyTOK, yTPUMaHHS, TPUOYTOK, pO3MOJILI, TPUOYTOK, 3200proBaHiCTh, TPOIII,
I'PaHT, KPEIUT, 3000B'13aHHs, OIJIaTa.

11.7 Give the definitions to the following terms.

balance sheet | assets liabilities capital shareholders’
equity

owe supplier share capital retained cash flow
earnings statement

profit or loss

account

PRODUCTION

Over to you!

Look at the balance sheets of some large company. What are the most common sub-
divisions of these categories: assets, liabilities and shareholders’ equity?
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UNIT 12

THE BALANCE SHEET 2: ASSETS

Key vocabulary

fixed assets (non-current assets) » ocHosHi 3ac00u (Heobopomui
akmueu)

current assets » 000pOMHI AaKMusu

cash > 20mieKa

debtors > OOpIHCHUKU

anticipate the loss » nepeobaqumu empamy

write off » cnucamu

bad debt » nocanuil bope

make provisions > Ccmeopumu yMosu

work-in-progress » 6 pobomi (HesuKoHaHUIl NPOEKM)

lower of cost or market > Huoicua 6i0 eapmocmi abo puHKy

tangible assets > mamepianibHi aKmueu

accumulated depreciation charges » HaxonuueHi amMopmu3ayiini

8I0paxy8aAHHS

net book value > yucma 6anancosa eapmicmo
intangible assets > HemamepianbHi akmueu
brand names » Openoosi imena

patents » namenmu

trade marks > Mop206enbHi MapKu

net worth > yucma eapmicmo

net assets > yucmi akmueu

goodwill > 2y0sin

A  Fixed and current assets

MacKenzie Inc, New York. Balance Sheet 31 December 20 ($°000)

Current assets

Cash and equivalents 3,415
Accounts receivable 8,568
Inventory 5,699
Other current assets 5,562
Total current assets 23,244

Non-current assets
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Property, plant and equipment 4,500
Goodwill 950
Long-term investments 6,265
Total non- current assets 11,715
Total assets 34,959

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

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

B  Valuation

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

C Tangible and intangible assets

Assets can also be classified as tangible and intangible. Tangible assets are assets
with a physical existence — things you can touch — such as property, plant and
equipment. Tangible assets are generally recorded at their historical cost (see Unit 7)
less accumulated depreciation charges — the amount of their cost that has already
been deducted from profits. This gives their net book value.

Intangible assets include brand names — legally protected names for a company's
products, patents — exclusive rights to produce a particular new product for a fixed
period, and trade marks — names or symbols that are put on products and cannot be
used by other companies. Networks of contacts, loyal customers, reputation, trained
staff or human capitals, and skilled management can also be considered as intangible
assets. Because it is difficult to give an accurate value for any of these things,
companies normally only record tangible assets. For this reason, a going concern
should be worth more on the stock exchange than simply its net worth or net assets:
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assets minus liabilities. If a company buys another one at above its net worth —
because of its intangible assets — the difference in price is recorded under assets in the
balance sheet as goodwill.

PRACTICE

12.1 Match the terms with their definitions.

1. trade marks a) durable physical properties used in operations that
have a useful life longer than one year

2. brand names b) an intangible asset that arises when one company
purchases another for a premium value

3. goodwill c) the value of an asset, taking into account

diminutions, depreciations, and other accounting
charges, as recorded in the accounts of its owner

4. patents d) money in coins or notes, as distinct from cheques,
money orders, or credit

5. fixed assets e) assets that may be converted into cash, sold or
consumed within a year or less

6. cash f) a person, country, or organization that owes money

7. debtor g) names given by the maker to a product or range of
products, especially a trademark

8. current assets h) defined as total assets minus total liabilities

9. tangible assets 1) government authorities or licenses conferring a

right or title for a set period, especially the sole
right to exclude others from making, using, or
selling an invention

10.net book value J) the value of all the non-financial and financial
assets owned by an institutional unit or sector
minus the value of all its outstanding liabilities

11.net assets k) arrangement or preparation beforehand, as for the
doing of something, the meeting of needs, the
supplying of means, etc.

12.networth I) recognizable signs, designs, or expressions which
identifies products or services of a particular source
from those of others, although trademarks used to
identify services are usually called service marks

13.work-in-progress m) physical items with a clear purchase value used by a
business to produce goods and services

14.make provisions n) a vehicle or other object that is too badly damaged
to be repaired

15.write off 0) a debt that cannot be recovered
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16.bad debt p) an unfinished project that is still being added to or

developed

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

1.
2.
3.

o

'—‘©.°°.\'.C”

An amount of the money that is owed but probably won't be paid

The accounting value of a company (assets minus liabilities)

A legal right to produce and sell a newly invented product for a certain period of
time

The historical cost of an asset minus depreciation charges

The amount a company pays for another one, in excess of the net value of its
assets

A legally protected world, phrase, symbol or design used to identify a product

To accept that a debt will not be paid

To deduct money from profits because of debts that will not be paid

Products that are not complete or ready for sale

O The amount of money owed by customers who have bought goods but not yet paid

for them

12.3 Match the two parts of the sentences. Look at A, B and C to help you.

ok wdE

OO0 T

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

Brand name, trade marks, patents, customers, and inventory.

Cash, money owned by customers, and inventory.

Companies record inventory at the cost of buying or marketing the items,
Companies write off bad debts, and make provisions

Land, buildings, factories and equipment

Are current assets

Are examples of intangible assets

Are examples of tangible, fixed assets

By deducting the amount from profits.

Higher than the value of its net assets.

Or the current markets price, whichever is lower.

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

Buildings cash in the bank debtors
Goodwill human capital investments

Stock land reputation
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Current assets

Fixed assets

12.5 Find the English equivalents.

Make provisions, current assets, debtor, bad debt, anticipate the loss, cash, write off,
lower of cost or market, make provisions, work-in-progress, net book value,
accumulated depreciation charges, tangible assets, intangible assets, patents, brand

names, net worth, trademarks, goodwill, net assets.

12.6 Translate into English.

[laTeHTH, OCHOBHI 3aco0OH, TOTIBKa, OOOpPOTHI AaKTWBH, MEpeadaYuTH BTpaTy,
OOp)KHHWKH, CIHCAaTH, MOTaHW OOpr, CTBOPUTH YMOBH, B poOOTi (HEBHKOHAHHIA
NPOCKT), MaTepialbHi aKTHBM, HW)KYa BiJ BapToCTi ab0 pHUHKY, HeMaTepiajbHi
aKTHBH, HAKOMMYECHI aMOPTHU3aIliiHI BipaxyBaHHsS, YHCTa OajJaHCOBAa BapTICTh,
TOProBeJbHI MapKH, MaTEeHTH, OpeHJO0BI IMEHAa, TYABLI, YHUCTI aKTHUBH, YHUCTa

BapTICTb.

12.7 Give the definitions to the following terms.

Intangible assets

fixed assets (non- | current assets cash debtor
current assets)
anticipate the loss | write off bad debt make provisions

work-in-progress

lower of cost or
market

tangible assets

accumulated
depreciation

charges
net book value intangible assets brand names patents
trade marks net worth net assets goodwill

PRODUCTION

Over to you!

Think about the company you work for, or your place of study. What are its most

valuable assets? Are they shown on the balance sheet?
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UNIT 13

THE BALANCE SHEET 3: LIABILITIES

Key vocabulary

liability » nacus

long-term/ non-current liabilities » 00820CmMPOK08i 30008 s13aHHS
bond » obnicayin

current liabilities » nomouyHi 30008 'A3aHHS
balance sheet » OyxeanmepcoKutl 6AIaHc
deferred taxes » 8l0Cmpoveni noOamKu
creditor » Kpeoumop

short-term debt » KOpOMKOCMPOKO8a 3a60p208aHICMb
accounts payable » Oebimopcobka 3a00pe08anicme
shareholders’ equity »  GIACHUL KANImai

common stock » 36UualiHa aKyis

preferred shares » npusinetiosani akyii

retained earnings » Hepo3noodinenutl npubymox
accrued expenses » Hapaxosami sumpamu
shareholder » akyionep

share premium » 000amKogull Kanimain

share capital » cmamymHull Kanima

reserve > peseps

A Liabilities

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

Current liabilities are expected to be paid within a year of the date of the balance

sheet. They include:

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

. planned dividends

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

Short-term debt 1,555

Accounts payable 5,049

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

Deferred income taxes 950

Long-term debt 3,402

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

Common stock 10,309

Retained earnings 3,900
Total 14,209
Total liabilities and Shareholders’ equity 34,959

B Accrued expenses

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

C Shareholders' equity on the balance sheet

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

Shareholders’ equity includes:

a. the original share capital (money from stocks or shares issued by the company:
see Units 29-30)

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

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

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

BrE: share premium; AmE: paid-in surplus
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PRACTICE

13.1 Match the terms with their definitions.

1. liability a) an individual or institution (including a corporation) that
legally owns one or  more shares of stock in
a public or private corporation
2. bond b) a part of net-profits which have been set aside to
strengthen the business's financial position
3. long-term c) the amount received by a company over and above the
liabilities face value of its shares
4. current d) liabilities that a company is required to settle within the
liabilities next twelve months or which it expects to settle within its
normal operating cycle
5. balance sheet e) the sums of money which company owes

creditor

f) any amount you must pay back within 12 months

short-term debt

g) the part of a company's profits which is re-invested, rather
than being paid out as dividend to shareholders

8. accounts h) a fixed income investment in which an investor loans
payable money to an entity which borrows the funds for a defined
period of time at a variable or fixed interest rate
9. shareholders’ 1) aperson or institution to whom money is owed
equity
10. retained j) the money invested in a company by the shareholders
earnings

11. shareholder

k) the amount that shows how the company has been
financed with the help of common shares and preferred
shares

12. share premium

[) an amount owed to a supplier or bank when goods or
services are purchased on credit

13. share capital

m) a financial statement that summarizes a company's assets,
liabilities and shareholders' equity at a specific point in
time

14. reserve

n) a part of a section of the balance sheet that lists liabilities
not due within the next 12 months

13.2 Are the following statements true or false? Find reasons for your answers

in A, Band C.

1. A current liability will be paid before the date of the balance sheet.
2. A liability that must be paid in 13 months time is classified as long-term.
3. A company’s accrued expenses are like money an individual saves to pay bills in

the future.
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https://en.wikipedia.org/wiki/Public_company
https://en.wikipedia.org/wiki/Private_corporation

4. Shareholders’ equity consists of the money paid for shares, and retained earnings.

5. If companies retain part of their profits, this money no longer belongs to the
owners.

6. Companies can sell shares at a higher value than the one stated on them.

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

1. money that will be paid in less than 12 months from the balance sheet date

2. the money that investors have paid to buy newly issued shares, minus the shares’
face value

3. delayed, put off or postponed until a later time

4. built up or increased over a period of time

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

Accounts payable Land and buildings Inventory Deferred taxes
Accrued expenses Investments Accounts receivable Long-term debt
Dividends Cash and equivalents
Assets Liabilities

13.5 Find the English equivalents.

Liability, common stock, bond, current liabilities, balance sheet, accrued expenses,
deferred taxes, reserve, short-term debt, accounts payable, share premium, creditor,
preferred shares, retained earnings, shareholders’ equity, shareholder, share capital,
non-current liabilities.

13.6 Translate into English.

ITacuB, HOBrocTpoKoBi 3000B’sI3aHHS, KPEAUTOP, BIACHHWM KaIliTall, AcOITOPCHKA,
BIJICTPOUCHI MOJATKH, 3a00PTOBaHICTh, 00Irallisi, KOpOTKOCTPOKOBA 3a00pTOBaHICTb,
OyxranTepchkuii OanaHc, MOTOYHI 3000B’SI3aHHS, 3BUYANHI aKIlli, MpPUBLICHOBaHI
aKIlii, CTaTyTHUM KariTall, T0JaTKOBUN KariTaji, HepOo3MoAUICHUN TPUOYTOK, pe3epB
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13.7 Give the definitions to the following terms.

liability bond long-term current balance sheet
liabilities liabilities

creditor short-term debt | accounts shareholders’ | retained
payable equity earnings

shareholder share premium | share capital reserve

PRODUCTION

Over to you!

Look at the last two annual reports and balance sheets of your company or one you
would like to work for. What differences do you notice in the balance sheets and what
reasons can you find for these?
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UNIT 14

THE OTHER FINANCIAL STATEMENTS

Key vocabulary

annual reports > piuni 36imu

profit and loss account > 36im npo npudbymxku ma 30umxu

statement > 36imuicmo

nonprofit  (or  not-for-profit) | » wnexomepyitini (abo Henpubymroei)

organizations opeaHizayii

charities »  01a200iuHi opeanizayii

income and expenditure account | » paxynok 0oxodie ma sumpam

surplus »  npoghiyum (HaoIUUOK)

sales revenue »  00Xi0 810 npooaicy

turnover » obopom

cost of sales » cobisapmicmb peanizo8anol npooyKyii

cost of goods sold > eapmicmb NPOOAHUX MOBAPIE

gross profit > 8anosutl npudbymox

selling, general and | » komepuyituni,3a2anehi ma  AOMIHICMPAMUGHIT

administrative expenses sumpamu

EBITDA » npubymox 00 SUpAXyeamHsi eumpam 3d
gidcomkamu, cniamu  nooamkie — ma
amMopmu3ayiuHUxX 8i0paxyeansb

EBIT » onepayitunuii  npubymox  (npubymox 00
cnjaamu 8i0COMKI8 ma noOamkKie)

net profit > yucmutl npubymox

bottom line > HUMICHIU pSIOOK

net income »  yucmuil 0oxio

cash flow statement > 36IM NPO PyX 2POULOSUX KOULMIE

operations » onepayiina

investing »  iHeecmuyilina

financing » pinancosa

funds flow statement > 36im NPo pyx Kowmis

source and application of funds | » 36im npo  Oocepena  kowmis i ix

statement BUKOPUCINAHH

statement of total recognized | > 36im npo zacanvmy eusnamy npubymroeicmo

gains and losses ma 30umKu

fixed assets » OCHO8HI 3aco0u

income tax »  no0amox Ha npubymox
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A The profit and loss account

Companies’ annual reports contain a profit and loss account. This is a financial
statement which shows the difference between the revenues and expenses of a period.
Nonprofit (or not-for-profit) organizations such as charities, public universities and
museums generally produce an income and expenditure account. If they have more
income than expenditure this is called a surplus rather than a profit.

At the top of these statements is total sales revenue or turnover: the total amount of
money received during a specific period. Next is the cost of sales, also known as cost
of goods sold (COGYS): the costs associated with making the products that have been
sold, such as raw materials, labour, and factory expenses. The difference between the
sales revenue and the cost of sales is gross profit. There are many other costs or
expenses that have to be deducted from gross profit, such as rent, electricity and
office salaries. These are often grouped together as selling, general and
administrative expenses (SG&A).

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

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

Searby PLC
Annual Profit and Loss Account, 1/20
(£'000)
Sales Revenue 48,782
Cost of Sales 33,496
Gross Profit 15,286
Selling, General and 10,029
Administrative Expenses
Earnings before Interest, Tax,
Depreciation and Amortization 5,257
Depreciation and Amortization 1,368
Earnings before Interest and Tax 3,889
Interest expenses 257
Income Tax 1,0640
Net Profit 2,568

BrE: net profit; AmE: net income
BrE: profit and loss account; AmE: income statement
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B The cash flow statement

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

e operations - day-to-day activities
e investing - buying or selling property, plant and equipment
¢ financing - issuing or repaying debt, or issuing shares.

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

British companies also have to produce a statement of total recognized gains and

losses (STRGL), showing any gains and losses that are not included in the profit and
loss account, such as the revaluation of fixed assets.

PRACTICE

14.1 Match the terms with their definitions.

1. profit and loss account a) a primary statement showing the extent to
which shareholders' equity has increased or
decreased from all the various gains and losses
recognized in the period. It includes profits and
losses for the period, together with all other
movements on reserves reflecting recognized
gains and losses attributable to shareholders

2. nonprofit organizations b) older type of financial statement
summarizing transactions that increased the
working capital , such as net income , sale of
securities , depreciation , and deference of taxes

3. income and expenditure account | ¢) a statement showing money coming into and
going out of a business in a particular period of
time, where this money came from, and what it
was used for

4. sales revenue d) a summary of the actual or anticipated
incomings and outgoings of cash in a firm over
an accounting period (month, quarter, year)

5. surplus e) the total revenue in an accounting period
minus all expenses during the same period
6. turnover f) the amount by which income from sales is

larger than all expenditure
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7. cost of sales

g) an indicator of a company's profitability,
calculated as revenue minus expenses,
excluding tax and interest

8. cost of goods sold

h) calculate by taking a company's net income
and adding back interest, taxes, depreciation,
and amortization

9. gross profit

1) reported on the income statement as the sum
of all direct and indirect selling expenses and
all general and administrative expenses of a
company

10. selling, general and
administrative expenses

j) the difference between revenue and the cost
of producing goods or services sold. It is
sometimes expressed as a percentage

11. EBITDA K) the total of the costs directly attributable to
producing goods and includes material and
labor costs

12.EBIT [) the sum of direct material, direct labor, and

factory overheads incurred in making a product

13. net profit

m) the number of times an asset (such as cash,
inventory, raw materials) is replaced or
revolves during an accounting period

14. net income

n) unusual situation in a government budget
where revenue exceeds expenditure

15. cash flow statement

0) the amount realized from selling goods or
services in the normal operations of a company
in a specified period

16. funds flow statement

p) the account through which surplus or deficit
of a non-profit-seeking concern is ascertained

17. source and application of funds
statement

q) associations, charities, cooperatives, and
other voluntary organizations formed to further
cultural, educational, religious, professional, or
public service objectives

18. statement of total recognized
gains and losses

r) the account through which annual net profit
or loss of a business is ascertained

14.2 Which figure in each of the following pairs is higher for a profitable

company? Look at A to help you.

1. cost of sales / sales revenue

4. net profit / pre-tax income

2. gross profit / net profit

5. income tax / net profit

3. EBIT / EBITDA
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14.3 Complete the text with words from the box. You will need to use each
word more than once. Look at B to help you.

financing | investing | operations
(1) means making money by selling goods and services.
(2) is spending cash, for the business’s future growth, including
cash acquired by selling assets. (3) involves raising money by

issuing stocks and bonds (and also paying dividends and interest and repaying
bonds). It is better for the company if it can pay for future growth out of money from
(4) , Without having to use (5) . So a ‘healthy’
cash flow means that the amount of cash provided by (6) IS greater
than the cash used for (7)

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

Changes in operating assets and liabilities | Payments to repurchase stock
Dividends paid Sale of property

Purchase of plant and equipment Depreciation and amortization expenses
Net income Income taxes payable

Issuance of stock Repayment of debt

Godwin-Malone Inc, New York

Cash flow statement ($°000) 20 20
Earnings 1,811 1,274
Amortization 924 683
Other adjustments to Earnings 33 -6
Net cash provided from operations 2,768 1,951
Proceeds from issuing new stock 234 167
Stock dividends paid -14

Net cash provided from financing 220 167
Additions to property, plant and equipment -2,351 -1,755
Net cash used for investing -2,351 -1,755
Change in cash and equivalents during year 356 97
Cash and equivalents, beginning of year 2,150 2,014
Cash and equivalents, end of year 2,506 2,111

14.5 Find the English equivalents.

Gross profit, selling, general and administrative expenses, EBITDA, EBIT, net
profit, bottom line, net income, cash flow statement, operations, investing, financing,
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funds flow statement, source and application of funds statement, statement of total
recognized gains and losses, fixed assets, income tax, annual reports, profit and loss
account, statement, nonprofit (or not-for-profit) organizations, charities, income and
expenditure account, surplus, sales revenue, turnover, cost of sales, cost of goods
sold, gross profit.

14.6 Translate into English.

Pigri 3BiTH, 3BIT Tpo TpUOYTKM Ta 30UTKH, 3BITHICTH, HeKoMepiiiHi (abo
HENpUOYTKOBI) opraHizaiii, OmarofiifHi opraHisailii, paXyHOK JOXOJIB Ta BUTpAT,
npodinuT (HAUIMINOK), AOXiA BiJ MPOJaaxy, o0OpOT, COOIBApTICTH peajli3oBaHOL
OPOAYKIIil, BapTICTh IPOAAHUX TOBApPiB, BaJOBH MPpUOYTOK, KOMEPIIiiHI,3arajlbHi Ta
aJAMIHICTpaTUBHI BUTPATH, IPUOYTOK O BUPAXYBAaHHS BUTPAT 3a BIICOTKAMH, CILIATH
MOJATKIB Ta aMOPTH3AIIMHUX BiJIpaxyBaHb, ONepalliiHuii mpuOyToK (MpHOYTOK 110
CIUIaTH BIJICOTKIB Ta MOJATKIB), YMCTUH MPUOYTOK, HWOKHINA PSJIOK, YMCTHUH JOXI,
3BIT IIPO PYX T'POIIOBUX KOUITIB, ONepalliifHa, IHBECTHIlIIHA, ()iIHAHCOBA, 3BIT MPO PYX
KOIITIB, 3BIT MPO JKEpesia KOIITIB 1 IX BUKOPUCTAHHS, 3BIT MPO 3arajibHy BU3HAHY
MpUOYTKOBICTh Ta 30MTKH, OCHOBHI 3aCO0H, MTOIATOK HA MPUOYTOK.

14.7 Give the definitions to the following terms.

profit and loss account nonprofit organizations income and expenditure
account

sales revenue surplus turnover

cost of sales cost of goods sold gross profit

selling, general and | EBITDA EBIT

administrative expenses

net profit net income cash flow statement

funds flow statement source and application of | statement of total

funds statement recognized gains and

losses

PRODUCTION

Over to you!

Look at cash flow statements in company annual reports, and at the share prices of
those companies over the past years. What happened to the share price of companies
that generated more cash than they spent, and what happened to those that spent
more than they generated?
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UNIT 15

FINANCIAL RATIOS 1

Key vocabulary

ratios » Cnig8iOHOWEHHS]

liquidity » JNIKGIOHICMb

solvency > NAAMOCIPOMONCHICMb

go bankrupt > 30aHKpYmMysamu

efficiency > eghexmusHicmo

current ratio » Koeiyicum nomouHoi 1ikeiOHOCHI
quick ratio > Koeghiyicnm weuoxoi 1ikeioHocmi
acid test > KUCTOMHUL mecm

liquid assets » JNIKGIOHI aKmueu

earnings per share » npuOYmMoK Ha aKyiro

price/earnings ratio (P/E ratio) > cnissioHowents yina / npudymox
dividend cover > 0ugioeHone NOKPUmmsi

times dividend covered > 0usioenou, uo NOKPUBAIOMbCSL PA3

A Types of financial ratio

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

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

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

B  Liquidity and solvency ratios

t t .. . . . R
currer asses This is the current ratio, which is a calculation of current assets

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

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

liquid assets

—— This is the quick ratio or acid test, which is a calculation of liquid
current liabilities

assets divided by current liabilities. It measures short-term solvency. Liquid assets
are current assets minus stocks or inventory, as these might be difficult to sell.
MacKenzie Inc’s quick ratio is 1.15.

C Earnings and dividends

Shareholders are interested in ratios relating to a company’s share price, earnings,

and dividend payments.
total earnings for the year

the number of ordinary shares This is earnings per share (EPS). It tells investors how

much of the company’s profit belongs to each share. If a company makes a post-tax
profit of €1.5 million, and it has issued 2 million shares, ESP = €0.75.

the market price of an ordinary share

- This is price/earnings ratio or P/E ratio. It shows
the past year’sESP

how expensive the share is. If a company has ESP of €0.75 and the share is selling for
€9.00, the P/E ratio is 12 (€9 per share divided by €0.75 earnings per share = 12 P/E.)
A high P/E ratio shows that investors are prepared to pay a high multiple of the
earnings for a share, because they expect it to do well in the future.

ordinary share dividend

: This is dividend cover or times dividend covered, which
net profit

shows how many times the company's total annual dividends could have been paid
out of its available annual earnings. If a company has EPS of 75 cents and it pays out
a dividend of 30 cents, the dividend cover is 75 / 30 = 2.5. A high dividend cover
show that the company has a lot of money, but that it is not being very generous to its
shareholders. A ratio of 2.0 or higher is generally considered safe (it means that the
company can easily afford the dividend), but anything below 1.5 is risky. A low
dividend cover — below 1.0 — means the company is paying out retained surpluses
from previous years.

PRACTICE
15.1 Find words in A with the following meanings.

1 the ability to sell an asset for cash

2 how well a business uses its assets

3 the relationship between two figures

4 how easily a business can pay bills or debts when they are due
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15.2 Make word combinations using a word from each box. One word can be
used twice. Then use the word combinations to complete the sentences below.
Look at B and C to help you.

acid assets

current cover

dividend ratio

liquid test

quick
Lo consist of cash and things that can be easily sold and converted
to cash
2Ahigh ............o .l shows that the company is retaining a lot of money
belonging to its shareholders.
3The coooviiiiiiiies e o) ST doesn't count stock or
inventory because this might be difficult or impossible to turn into cash.
4The ..oooviiee v, shows a company's ability to pay its short-term debts.

15.3 Match the two parts of the sentences. Look at B and C to help you.

1 If a company pays out retained surpluses from past years

2 Some investors are worried that the new stock issue

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

4 Wall Street is on a historic price-earnings ratio of around 35, which

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

¢) ¢ makes the market very expensive, as the long-term average is 14.45.

d) d will dilute the company's earnings per share.

15.4 Match the terms with their definitions.

1. ratios a) the portion of a company's profit allocated to each
outstanding share of common stock

2. liquidity b) cash on hand or an asset that can be readily converted
to cash

3. solvency c) aconclusive test of the success or value of something

4. go bankrupt d) an indicator of a company’s short-term liquidity, and

measures a company’s ability to meet its short-term
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obligations with its most liquid assets

. efficiency

e) is a liquidity ratio that measures a company's ability
to pay short-term and long-term obligations

. current ratio

f) he state or quality of being efficient

. quick ratio g) to be unable to pay one's debts
8. acid test h) the possession of assets in excess of liabilities; ability
to pay one's debts
9. liquid assets 1) the availability of liquid assets to a market or
company
10. earnings per share J) the quantitative relation between two amounts

showing the number of times one value contains or is
contained within the other

15.5 Find the English equivalents.

Ratios, liquidity, solvency, go bankrupt, efficiency, current ratio, quick ratio, acid
test, liquid assets, earnings per share, price/earnings ratio (P/E ratio), dividend cover,
times dividend covered.

15.6 Translate into English.

CriBBIJTHOIIEHHS, JIIKBIHICTh, TUIATOCIPOMOXHICTh, 30aHKPYTYBaTH, €(EKTUBHICTD,
KO€(]ilIEHT MOTOYHOT JIIKBIAHOCT1, KOS(DIIIIEHT MIBIJIKOI JIIKBIAHOCT1, KUCIOTHUHM TECT,
JIKBIJIHI aKTHBH, MPUOYTOK HA aKIIit0, CIIBBITHOMICHHS IiHa / MPUOYTOK, TUBIICHIHE

MOKPUTTSI, TUBIJICH/IH, 10 IOKPUBAIOTHCS Pa3.

15.7 Give the definitions to the following terms.

ratios liquidity solvency go bankrupt efficiency
current ratio quick ratio acid test liquid assets earnings  per

share
PRODUCTION

Over to you!
Look at a company's financial statements. Which of the financial ratios mentioned in
this unit can be calculated:
o from the balance sheet?
e from the profit and loss account?
e using both these statements?
Which ratios require additional information?
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UNIT 16

FINANCIAL RATIOS 2

Key vocabulary

profitability » npubymroeicmv; peHmabeibHicmp; 00XIOHICMb

gross profit margin > 8anosuil npudbYmMoK; 8anosuil 00xXio

return on assets (ROA) » penmabenvHicmb akmusie; O0OXIOHICMb Kanimauy

return on equity (ROE) » penmabenvbHicmb 81aCHO20 Kanimany (roe)

gearing > NIAmMoCnpPOMONCHICIb;, (DIHAHCOBUIL 8ACLIb

leverage > J1e8epuddic; PiHanCOBULL 8AXNCIIIb

highly geared capital > Kanimag, 3HAYHy YACMUHY K020 CIMAHOG/ISMb NO3UKO
81 Kowmu

highly leveraged company | > komnarnis 3 6ucokoio uacmkoio no3UKO8UX KOUmMis

interest cover » nokpummsi 3a 6l0COMKAMU

times interest earned » Koeghiyicnm nokpummsi i0COMKI8

A Profitability

There are various profitability ratios that allow investors to compare a company's
profit with its sales, its assets or its capital. Financial analysts usually include
them in their reports on companies.
gross profit (sales - costof goodssold) s js the gross profit margin. It is the
sales )

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

net profit .. . . .
P This is return on assets. It measures how efficiently the firm's

assets are being used to generate profits.

total assets

net profit
shareholders’ equity

company’s profit is (after interest and tax) compared with the shareholders' equity or
funds.

This is return on equity (ROE). It shows how big a

B Leverage

Debt
shareholders’ equity

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

EBIT (see Unit 14) This is interest cover or times interest earned. It compares a
interest charges

businesses annual interest payments with its earnings before interest and tax, and
shows how easily the company can pay long-term debt costs. A low interest cover
(e.g. below 1.0) shows that a business is having difficulties generating the cash
necessary for its interest payments.

BrE: gearing; AmE: leverage

Citigroup Inc Key Ratios, 2018

Citigroup | Banking | S&P 500
Industry | Average
Average
Growth Rates %
Sales 115 29.4 10.7
EPS 3.2 21.2 1.2
Price Ratio
P/E Ratio
13.9 14.5 20.6
Profit Margins
Pre-Tax Margin
Net Profit Margin 21.8 23.7 47.3
155 16.3 7.6
Financial Condition
Debt/Equity Ratio
Interest Cover 1.9 1.32 .1
2.0 2.1 3.4
Investment Returns %
Return On Equity 15.7 13.2 145
Return On Assets 1.2 1.0 2.5
PRACTICE
16.1 Match the terms with their definitions.
1. profitability__ | a) ability of the borrower to pay interest from the financial
resources available
2. gross profit b) ratio of debt (borrowings) to shareholder funds (broadly,
margin____ share capital and retained profits), often expressed as a
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percentage or ratio

3. returnon
assets

c) measure of a company's ability to honor its debt payments.
It may be calculated as either EBIT divided by the total
interest payable

4. return on equity
(ROE) ___

d) company or other institution with a high level of debt. A
highly leveraged company carries a great deal of risk and
may increase the likelihood of default or bankruptcy

5. gearing____ e) financial ratio used to assess the profitability of a firms
core activities, excluding fixed costs
6. leverage_ f) ratio used to examine the financial structure or gearing

(leverage) of a business

7. highly geared
capital___

g) ratio of equity investments in fixed income securities
(bonds, preferred shares) to investments in non-fixed
income securities (ordinary shares)

8. highly leveraged
company

h) measure of how well a company uses investments to
generate earnings growth

9. interest cover

1) profits, generated by investments and capital,
expressed in a percentage of the profits

10.times interest
earned

Jj) shows how profitable a company s assets are in generating
revenue

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

you.

1. After borrowing millions to finance the takeover of a rival firm, the company's
2. Although sales fell 5%, the company's

3. Like profit growth, return on equity is a measure of

4. With just 24% gearing, the company can afford

a) a gross profit margin rose 9% from a year ago, so senior management isn't

worried,

b) b how good a company is at making money,
C) cinterest cover is the lowest it has ever been.
d) d to acquire its rival, which would help to increase its steady growth.

16.3 Read the text and answer the questions below. You may need to look at

Units 11-14.

Predicting insolvency: the Altman Z-Score

The Z-Score was created by Edward Altman in the 1960s. It combines a set of 5
financial ratios and a weighting system to predict a company's probability of failure
using 8 variables from its financial statements.
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The ratios are multiplied by their weights, and the results are added together. The 5
financial ratios and their weight factors are:

A |EBIT/ Total Assets x33
B |Net Sales / Total Assets x 0.999
'C |Market Value of Equity / Total Liabilities x 0.6
HD Working Capital / Total Assets x12
[E Retained Eanings / Total Assets x14

Therefore the Z-Score =Ax3.3+Bx0999+Cx06+Dx12+Ex14

Interpreting the Z-Score

« > 3.0 - based on these financial figures, the company is safe

e 2.7-2.99 - insolvency is possible

« 18- 2.7 - there is a good chance of the company going bankrupt within 2
years

« < 1.80 - there is a very high probability of the company going bankrupt

Which ratio in the Z-Score takes into account:
1. money used for everyday expenses?
2. undistributed profits belonging to the shareholders?
3. income or earnings before interest and tax are deducted?
4. the current share price?
5. the amount of money received from selling goods or services?

16.4 Find the English equivalents.

Currency, bonus, rent, notes (banknotes), income, , salary, budget, profitability, gross
profit margin, return on assets, return on equity (ROE), gearing, leverage, highly
geared capital, highly leveraged company, interest cover , times interest earned.

16.5 Translate into English.

PentabenpHICTh BIACHOrO KarmiTaldy, PeHTaOeNbHICTh aKTHBIB, BaJOBUH MPHUOYTOK,
PEHTa0eIbHICTh,IIaTOCIPOMOKHICTh,JICBEPUK, KaIMiTa)l, IOKPUTTS 3a BiJICOTKAMU,
Koe(IIieHT TOKPHUTTS BIJCOTKIB, BAJIIOTAa, TMOJATOK, OpPEHIHA IIIaTa, MNPUOYTOK,
mpemisi, TOHOpap, OaHKIBCHKUN PaxyHOK, OAHKHOTA, MOBCSIKJEHHI BUTPATH, OFO/IKET.

16.6 Give the definitions to the following terms.

profitability gross  profit | return on | return on | gearing
margin assets(ROA) | equity (ROE)
leverage highly geared | highly interest cover | times interest
capital leveraged earned
company

78



PRODUCTION

Over to you! Look at the financial statements of a company you are interested in and

calculate the company's Z-Score. Is it in good financial health?

UNIT 17

COST ACCOUNTING
Key vocabulary
cost accounting » OyxeanmepcoKuil 36im
profitable > npubymrosuil
direct costs > npsami gumpamu
indirect costs > Henpsami sumpamu
overheads »  HAKIaoHi, 000amMKO8I UMPAMu
fixed costs > nocmitni eumpamu
variable costs > 3MIHHI sUmMpamu
allocate > euoinsmu
absorption costing > eumpamu Ha NO2IUHAHHS
activity-based costing »  KanbKYIsayis HaA OCHOBI AKMUBHOCMI
breakeven analysis > po3pobumu ananiz
breakeven point » mouka 6e330umkosocmi
sales volume » 00em npooasic
COVers costs > NOKpumms umpam
objectives > yini
marketing policies > MapKemune06a noJimuKa

A  Direct and indirect costs

Cost accounting involves calculating the costs of different products or services, so
that company managers can know what price to charge for particular products and
services and which are the most profitable. Direct costs — those that can be directly
related to the production of particular units of a product — are quite easy to calculate.
Examples include manufacturing materials and manufacturing wages. But there are
also indirect costs or overheads — costs and expenses that cannot be identified with
particular manufacturing processes or units of production. Examples include rent or
property taxes for the company’s offices and factories, electricity for lighting and
heating, the maintenance department, the factory canteen or restaurant, managers’
salaries, and so on. Costs such as these are often grouped together on the profit and
loss account or income statement as Selling, General and Administrative Expenses.

BrE: overheads; AmE: overhead.
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B  Fixed and variable costs

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

Manufacturing companies have to find a way of allocating fixed and variable costs to
the various products they make: that is, they divide up the costs and charge them to
the different product. Absorption costing attempts to charge all direct costs and all
production costs, and sometimes all indirect costs such as administrative expenses, to
cach to the company’s products or services. Activity-based costing calculates all the
costs connected with a particular activity (e.g. product design, manufacturing,
distribution, customer service), even if they are carried out by different departments
in the company.

Most companies have departments or functions that do not generate any profit but
only incur costs (e.g. accounting and legal departments). For accounting purposes,
companies often make these departments into cost centers, and allocate or charge all
the costs related to them separately.

BrE: cost centre; AmE: cost center.

C  Breakeven analysis

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

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

o the level of demand

the prices of competitors products

the company’s financial situation

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

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

17.1  Match the terms with their definitions.
1) cost accounting | a) a costing methodology that identifies activities in an
L organization and assigns the cost of each activity with

resources to all products and services according to the
actual consumption by each

2) profitable | b) calculates what is known as a margin of safety, the amount
that revenues exceed the breakeven point

3)directcosts | ¢) a part of an organization to which costs may be charged for
accounting purposes

4) Indirect costs d) distribute (resources or duties) for a particular purpose

5)overheads | e) acost that varies with the level of output

6) fixed costs | f) amethod of calculating the cost of a product or enterprise
by taking into account indirect expenses (overheads) as
well as direct costs

7) variable costs g) the recording of all the costs incurred in a business in a
way that can be used to improve its management

8)allocating | h) business costs, such as rent, that are constant whatever the
amount of goods produced

9) absorption 1) the point at which total cost and total revenue are equal

costing

10) activity- J) the expenditure which cannot be conveniently traced to or

based costing identified with any particular cost unit, unlike operating
expenses such as raw material and labor

11) costcenters | k) (of a business or activity) yielding profit or financial gain

12) Dbreakeven I) to place or spread something over so as to protect or

analysis conceal

13) Dbreakeven m) costs which are directly accountable to a cost object

point

14) sales volume | n) athing aimed at or sought; a goal

15) covers 0) costs that are derived from overhead charges or subsidiary

COSts work

16) objectives p) of the enterprise aims the production the items only of high
quality

17) marketing q) the number of units sold within a reporting period

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

| breakeven point | cost center | fixed costs | overheads | variable costs | profitable |

Expenses that are not clearly related to production or manufacturing

A unit of activity in an organization for which costs are calculated separately
Costs that depend on the amount produced

Adjective meaning providing income for a company

Costs that do not change according to the production volume

The sales volume at which a company doesn’t make a loss, but doesn’t make a
profit.

ok wbdE

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

Cost Direct Indirect Fixed Variable

Advertising expenses
Bad debts
Components
Electricity to run machines
Electricity for heating
Equipment repairs
Factory canteen
Overtime pay

Raw materials
Property tax

Rent

17.4 Which of the following statements describes:

1. absorption costing?

2. activity-based costing?

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

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

17.5 Find the English equivalents.
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Variable costs, equipment repairs, profitable, marketing policies, components,
overheads, indirect costs, objectives, allocating, sales volume, activity-based costing.

17.6 Translate into English.

3MiHHI BHUTpaTH, JOJIATKOBI BUTpATH, NPUOYTKOBUH, MpsMi BUTpaATH, BHUIIATH,
BUTPATHU HA TOTJIMHAHHS, MPUOYTKOBHM, OyXTalTepChKUM 3BIT, 1111, 00’€M MPOJaK,
TOYKa 0€330UTKOBOCTI, pOOUTH aHai3, MAPKETUHTOBA TIOJITHKA.

17.7 Give the definitions to the following terms.

cost profitable direct costs | indirect overheads | fixed costs

accounting Ccosts

variable allocating absorption | activity- cost centers | breakeven

costs costing based analysis
costing

breakeven | sales covers costs | objectives | marketing

point volume policies

PRODUCTION

Over to you! What do you think were the most important factors in the pricing of:
- this book?
- two other products you bought recently?
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Key vocabulary

UNIT 18

PRICING

price

Yina

direct cost

npAmMi sumpamu

indirect costs

HenpsMi umpamu

cost-plus pricing

BUMPAMHE YIHOYMEOPEHHS

mark-up pricing

YIHOYMBOPEHHs HA OCHOBI HAYIHOK

unit cost Yina oOUHUYL

sales targets Yini, OpIEHMOBAHI HA NPOOAIIC

profit targets Yini, opienmosani Ha NPUOYMox

market penetration pricing YinoymeopenHs OJisi NPOHUKHEHHS. Ha
PUHOK

launch 3anyck

market share YACMKA PUHKY

economies of scale

EeKOHOMIsL Ha macumabax

market skimming

PDUHKOBUU CKIMIH2

market segment CecMeHm PUHKY

monopolist MoHonoicm

prestige pricing NPeCmUdN’CHe YIHOYMBOPEHHSI

target customer YIIbOBULL CNOJCUBAY

going-rate pricing yinosull Kypc (PunKoge
YIHOYMBOPEHHS1)

loss-leader pricing yinoge 1i0epcmeo

odd pricing/ odd-even pricing

Henaphe YiHOYmeopeHHsl/ HenapHi
YiHU

elasticity of demand

V| V|V| V|V|V|V|V|V|VIVIV| V|\V|VIVIVIVVVV

e1acmuYHIiCmy nonuniy

A Manufacturer's pricing strategies

These are student’s notes from a lecture about pricing:

o Companies' prices are influenced by production and distribution costs, both

direct and indirect.

. Mark-up or cost-plus pricing: some firms just calculate the unit cost and add

a percentage.

Unit cost: the expenses involved in producing each individual product.
. Most companies consider other factors, like demand, competitors' prices, sales

targets and profit targets.
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B

Sales target/profit target: the quantity of sales/profit a business wants to
achieve.

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

Launch: to introduce a product onto the market.

Market share: the proportion of total sales in the market.

Economies of scale: the cost of producing each unit decreases as the volume
of production increases.

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

Market segments: groups of consumers with similar needs and wants.

If a company has a higher demand for its products than it's able to supply, it
can raise its prices. This is often done by monopolists.

Monopolists: companies that are the only supplier of a product or service.
Prestige pricing or image pricing: products positioned at the luxury end of a
market need to have a high price: the target customers probably won't buy
them if they think the price is too low, e.g. BMW, Rolex.

Target customers: the customers whose needs the company wants to satisfy.
Going-rate pricing: if a product is almost identical to competitors' products,
companies might charge the same price.

Retail pricing strategies

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

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

Elasticity: demand is elastic if sales respond directly to price variations - e.g. if the
price is cut, sales increase. If sales remain the same after a change in price, demand is
inelastic.

PRACTICE

18.1 Match the terms with their definitions.
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1. target customer

a) process for determining the selling price of your
product or service, based on cost and ensuring a
profit

2. price

b) quantity of sales a business wants to achieve

3. direct cost

c) cost incurred by a company to produce, store
and sell one unit of a particular product

4. indirect costs

d) person you've identified as most likely to
purchase your products

5. unit cost

e) person or business that has a monopoly

6. mark-up pricing

f) method of adding a constant percentage to the
cost price of an item to arrive at its selling price

7. cost-plus pricing

g) portion of a market controlled by a particular
company or product

8. sales targets

h) price that can be completely attributed to the
production of specific goods or services

9. launch

1) amount of money for which something is sold

10. market share

J) costs used by multiple activities, and which
cannot therefore be assigned to specific cost
objects

11. economies of scale

k) person you've identified as most likely to
purchase your products

12. monopolist

I) setting a price for a product or service using the
prevailing market price as a basis

13. target customer

m) approach under which a producer sets a high
price for a new high-end product or a uniquely
differentiated technical product

14. going-rate pricing

n) reduction of production costs that is a result of
making and selling goods in large quantities

15. market skimming

0) debut of a product into the market

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

1. Economists say that if sales increase when you

is elastic.

a price, demand
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2. If we have more customers than products available, we generally

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

4. Our product’s really the same as our competitors’, so we’ll probably

the same price.

5. After we’ve skimmed the market, we can the price to get more
customers.

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

going-rate pricing loss-leader pricing ~ market penetration  market
skimming
mark-up pricing odd pricing prestige pricing

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

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

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

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

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

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

7. We charge a really low price at first, because we want to sell as many units of the
product as possible.

18.4 Find the English equivalents.

Price, direct cost, indirect costs, cost-plus pricing, mark-up pricing, unit cost, sales
targets, profit targets, market penetration pricing, launch, market share, economies of
scale, market skimming, market segment, monopolist, prestige pricing, target
customer, going-rate pricing, loss-leader pricing, odd pricing/ odd-even pricing,
elasticity of demand.

18.5 Translate into English.
[{ina, mpsMi BUTpaTH, MOHOIIOJICT, HENpsAMI BUTpaTH, BUTpATHE IIHOYTBOPEHHS,
MPECTKHE I[IHOYTBOPEHHS, IIHOYTBOPEHHS Ha OCHOBI HAIlIHOK, IliHA OJWHHUII,

IIHOYTBOPEHHS JJI1 TPOHUKHCHHS Ha PHWHOK, IUTBOBUH CIOXXKHBA4, PHUHKOBHM
CKIMIHT, 3alyCK, YacTKa PUHKY, €KOHOMIS Ha MaciiTa0ax, CErMEHT PUHKY, I[IHOBE
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JTiIepCTBO, HEmapHe MIHOYTBOPEHHs/ HEmapHi IiHW, €IaCTUYHICTh IOMHTY, IIiI,
OpIEHTOBaH1 Ha MPOJAK.

18.6 Give the definitions to the following terms.

price

direct cost

indirect costs

cost-plus pricing

mark-up pricing

unit cost

sales targets/ profit
targets

market penetration
pricing

launch

market share

economies of scale

market skimming

market segment

monopolist

prestige pricing

target customer

going-rate pricing

loss-leader pricing

odd pricing/ odd-
even pricing

elasticity of

demand

PRODUCTION

Over to you!

Can you thing of at least one producer or retailer that uses each of the pricing
strategies mentioned here?
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UNIT 19

INSURANCE
Key vocabulary
insurance > CIMpaxyeaHis
losses > 30umKu
premiums > npemii
risk » pusux
policy noAIMuKa
insurer CMPAxo8UK
loss of empama
damage to property UWKOO0a Mauiny
sickness xeopoba
personal injury mpasema
insure against 3aCmpaxysamucsi 6i0
theft Kpaoiscka
stealing PO3KDAOAHHS
natural disasters CIMUXIUHI uxa
makes a claim BUCYBAE NPEMEH3II0
indemnify 8IOWK00Y8amu
compensate KOMNeHcysamu
brokers bpokepu
agents azeHmu
direct npsmuil

over the counter

34 JYUTbHUKOM

life insurance

Cmpaxy6earHs JQICUmmAsl

VIVIV|V|V|V|V|V|V|V|VIV|V|V|V|V|V|V|VIVIVIVIVIVIVVIVIVIV

assurance 2apaumis

save 30epecmu

tax shelters nOOAMKOBI NPUMYJIKU
a lump sum 00HOPA3084 CyMA
Lloyd’s of London JInotio Jlonoona
underwriters anoeppavmep
syndicates CuUHOUKamu
names IMeHa

liability 8ION0GIOANILHICMb
reinsurance nepecmpaxyeanHsi
bear Hecmu

A Insuring against risks

Insurance is protection against possible financial losses. Individuals, companies and
organizations can make regular payments, called premiums, to an insurance
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company which accepts the risk (or possibility) of loss. When you buy insurance you
make a contract, called a policy, with the insurance company - also known as the
insurer. The contract promises that the company will pay you if you suffer loss of or
damage to property, or sickness or personal injury.
There are various losses which people or businesses can insure against:

o theft - someone stealing their goods or possessions

o damage from fire or other natural disasters such as floods, earthquakes

and hurricanes.

If property is stolen or damaged, the person or company who is insured makes a
claim - requests compensation - from the insurer. The insurer will then indemnify or
compensate them: that is, pay them an amount of money equivalent to the loss. As
the number of natural disasters seems to be increasing, so are the claims for damage
to property, and this will lead to higher insurance premiums.
In the past, many people buying insurance used independent brokers - people who
searched for insurance at the lowest cost, or agents - people working for the
insurance company. But like retail banking, the insurance industry has changed in
recent years. A lot of insurance is now sold direct, by telephone or on the internet.
This can be cheaper than insurance bought over the counter from a broker or an
agent.

B  Life insurance and saving

Life insurance (also called assurance) will pay an agreed sum to someone else, for
example your husband or wife, if you die before a certain age. People also use life
insurance policies as a way to save for the future: you can buy a policy that pays a
certain sum on a specific date, such as when you retire from work. As with pension
plans, life insurance policies are tax shelters, or a way of postponing payment of tax.
You do not have to pay income tax on life insurance premiums. However a lump
sum - a single, large amount of money paid out when an insurance policy matures -
will be taxable.

C Insurance companies

Insurance companies have to invest the money they receive from premiums. Like
pension funds, they are large institutional investors that invest huge sums in
securities, especially low-risk ones like government bonds.

The largest insurance market in the world is Lloyd’s of London. This is an
association of people called underwriters, who guarantee to indemnify other
people’s possible losses. Lloyd’s spreads risks among a number of syndicates:
groups of wealthy individuals, commonly known as ‘names’. These people can earn
a lot of money from insurance premiums if the clients never claim for compensation,
but they also have unlimited liability or responsibility for losses.
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If insurance companies consider that they have underwritten too many risks, they can
sell some of that risk to a reinsurance company. This is a company that will receive
some of the premium and also bear, or take, some of the risk.

PRACTICE

19.1 Match the terms with their definitions.

1.insurance

a)

person who serves as a trusted agent or intermediary in
commercial negotiations or transactions

2.losses

b)

a representative of an insurer who negotiates and sells
insurance contracts

3.premiums

c)

a contract between an insurer and a policyholder in which
the insurer guarantees payment of a death benefit to named
beneficiaries upon the death of the insured

4.risk

d)

Insurance cover against an eventuality that (sooner or later)
must occur

5.policy

e)

investment that qualifies for special tax treatment (as an
incentive) or creates tax-deferred or tax-exempt income
through depreciation, interest, or tax-deductible losses

6.insurer

f)

single large amount; not consisting of several smaller
amounts or installments

7.loss of

9)

oldest and most famous syndicate of insurance underwriters
and brokers. The underwriters (numbering about 20,000)
are grouped into some 280 syndicates, each specializing in
a particular type of risk. Together they provide coverage for
virtually any type of peril, but their main business involves
providing reinsurance to other insurance companies. This
organization began in the 1689 London, in the Tavern
Street coffeehouse of Edward Lloyd frequented by ship
owners

8.damage
property

to

h)

qualified individual who evaluates an insurance proposal to
assess the kind and degree of risk involved. He or she then
determines how much premium should be charged for
protecting the applicant against losses that may arise from
the risk

9.personal
injury

group of brokers or insurance underwriters who together
accept the risk of buying and distributing a new stock issue
or an insurance risk

10.natural
disasters

)

policy that covers civil liabilities to third parties, arising
from bodily injury, property damage, or other wrongs due
to the action or inaction of the insured

11.claim

K)

practice where an insurance company (the insurer) transfers
a portion of its risks to another (the reinsurer)
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12.compensate

) an arrangement by which a company or the state
undertakes to provide a guarantee of compensation for
specified loss, damage, illness, or death in return for
payment of a specified premium

13.brokers m) reduction in the value of an insured property due to an
insured peril, (2) amount paid under an insurance contract

14.agents n) financial cost of obtaining an insurance cover, paid as a
lump sum or in installments during the duration of the
policy

15.life 0) a situation where the probability of a variable (such as

insurance_ burning down of a building) is known but when a mode of

occurrence or the actual value of the occurrence (whether
the fire will occur at a particular property) is not

16.assurance

p) the formal contract issued by an insurer that contains terms
and conditions of the insurance cover and serves as its legal
evidence

17 .tax shelters

g) insurance company that issues a particular insurance policy
to an insured. In case of a very large risk, several insurance
companies may combine to issue one policy

18.a lump sum

r) an amount of money lost by a business or organization

19.Lloyd’s of
London

s) physical injury or destruction of tangible property caused
by either an individual who is not the owner of said
property or by natural phenomenon

20.underwriters

t) physical or mental harm that is caused to someone,
especially when this is the fault of another person or an
organization

21.syndicates

u) a natural event such as a flood, earthquake, or hurricane
that causes great damage or loss of life

22 liability
insurance

v) assertion by a claimant for compensation, payment, or
reimbursement for a loss under a contract, or an injury due
to negligence

23.reinsurance

w) to pay someone money in exchange for something that has
been lost or damaged or for some problem

19.2 Complete the crossword. Look at A, B and C opposite to help you.

Across

1 and 10 across Some people buy life insurance that pays a
on retirement. (4, 3)

4 Many insurance companies now sell , over the phone or the

internet. (6)

8 | have a theft policy, so the insurance company will me if my
mobile phone is stolen. (9)
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9 If you make a big claim from your insurance company, the cost of your
will probably go up. (7)

10 See 1 across.

12 When | insured my house, | used a to find me the best deal. (6)
13 Exporters have to insure goods in transit in case somebody
them. (6)

14 1 lost my job as an for an insurance company when people
stopped buying over the counter. (5)
15 Lloyd’s spreads the risk it insures among made up of groups of

underwriters. (10)
17 The individual underwriters at Lloyd’s are commonly called

()

19 Natural disasters are expensive for insurance companies because they cause a lot

of to buildings and their contents. (6)
Down
2 Lloyd’s Risks worth over £14 billion. (11)

3 You should always read the small print — all the details — before you accept an
insurance . (6)

5 There are companies that take on part of the risk underwritten
by smaller companies. (11)

6 Life insurance can be a tax —a way of putting off paying tax till
later. (7)

7 Most people insure their personal against loss, fire and theft. (8)
11 of London is the world’s largest insurance market. (6)

16 Fortunately, I’ve never had a car accident, so I’ve never had to
anything from the insurance company. (5)
18 Life insurance is also a way to money and pay less tax. (4)




19.3 Find the English equivalents.

Stealing, natural disasters, makes a claim, indemnify, compensate, brokers, agents,
direct, over the counter, life insurance, assurance, save, tax shelters, a lump sum,
Lloyd’s of London, underwriters, syndicates, names, liability, reinsurance, bear,
insurance, losses, premiums, risk, policy, insurer, loss of ,damage to property,
sickness, personal injury, insure against, theft.

19.4 Translate into English.

CrtpaxyBaHHs, 30UTKH, MIPEMIi, PU3UK, MOJTITHKA, CTPAXOBHK, BTpaTa, IMKOJa MalHY,
XBOpo0Oa, TpaBMa, 3acTpaxyBaTHCs BIJ, KpaabKKa, pO3KpaJaHHs, CTUXIIHI JHXa,
BHCYBa€ IPETEH3110, BIIIIKOIYyBAaTH, KOMIIGHCYBATH, OpOKEPH, areHTH, NMPSMUM, 3a
JIYUIBHUKOM, CTpaxyBaHHS JKHTTS, TapaHTis, 30epertd, IOJaTKOBI MPHUTYIKH,
OJIHOpa3oBa Cyma, aHjeppauWTep, CHHIUKATH, I1MEHA, BIAMOBIAAIBHICTD
nepecTpaxyBaHHs, HECTH.

19.5 Give the definitions to the following terms.

insurance losses premiums risk policy Insurer

loss of damage to | personal natural claim compensate
property injury disasters

brokers agents life assurance tax shelters | a lump sum

insurance

Lloyd’s of | underwriters | syndicates | liability reinsurance

London insurance

PRODUCTION

Over to you!

How many different insurance policies do you or your family have? Are there any
risks you cannot insure yourself against? What insurance does your company or
employer have?
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UNIT 20
THE BUSINESS CYCLE

Key vocabulary

consumption > CNOXCUBAHHS

business cycle » Oi3HeC-yuKi

upturn » niotom

upswing > niotom

boom > bym

a peak » nix

a downturn » cnao

a slump » cnao

a recovery » GIOHOBG/ICHHS

fiscal policy » no0amko60-0100xcemna nojimuKa
government expenditure » Oepoicasni eumpamiu

taxation » 0no0amky8aHHs

reflationary » pedusyitinul

to stimulate the economy > Cmumym08amu eKOHOMIKY
overheating » niosuuents pieHs in@asayii
full capacity » NOGHA NOMYICHICMb

a deflationary » Oeusayis

cool down the economy » "oxonoodocysamu” exonomixy
monetary policy > 2Poui0Bo-Kpeoumna noimuKa
political business cycle » nonimuyHull OizHec YUK

A Expansion and contraction

All market economies have periods when consumption — spending on goods and
services — rises. Consumers buy more, companies invest more, and production,
income, profits and employment increase. These periods are always followed by
periods when spending and investment fall, and unemployment rises. This is the
business cycle.

A period during which economic activity increases and the economy is expanding is
an upturn or upswing. If it lasts a long time it is called a boom. The highest point of
the business cycle is a peak, which is followed by a downturn, during which the
amount of economic activity decreases.

If the economy keeps contracting for more than six months, the downswing is called
a recession. A serious, long-lasting recession is called a depression or a slump. The
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lowest point of the business cycle is a trough, which is followed by a recovery, when
economic activity increases again, and a new cycle begins.

Note: A downturn is also called a downswing or a period of contraction; a recovery
Is also called an upturn, an upswing or a period of expansion.

B  Fiscal policy

Government and central banks use fiscal policy, which involves changing the levels
of government expenditure and taxation to try to limit the extent of the business
cycle.

If an economy is moving into a recession, the government might have a reflationary
fiscal policy. This mean trying to stimulate the economy by increasing government
spending, or by cutting levels of direct or indirect tax so that individuals and
companies have more money to spend.

If an economy is overheating — expanding too quickly — it means that industry is
working at full capacity and producing as much as it possibly can. Because demand
Is greater than supply, leading to rising prices and inflation, the government might
have a deflationary fiscal policy.

This means trying to cool down the economy: reducing the amount of economic
activity by raising tax rates or cutting government expenditure. This reduced the level
of demand in the economy and helps to reduce the level of demand in the economy
and helps to reduce inflation.

C  Monetary policy

Government or central banks can also use monetary policy — changing interest rates
and the level of the money supply — to influence the level of economic activity. (See
unit 27) They can boost or increase economic activity if the economy is in a
downturn by reducing interest rates and allowing the rate of the money supply to
increase. Alternatively, if economy is growing too fast and causing inflation, they can
slow it down by increasing interest rates and reducing the rate of growth of the
money supply.

The main reason for having an independent central bank (see unit 23) is to prevent
governments from creating a political business cycle — a cycle that will be at a high
point at the time of the next election. Government can also do this by beginning their
periods of office with a couple of years of policies designed to stop the economy
from growing, flowed by tax cuts and monetary expansion in the two years before the
next election.
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This policy, sometimes called boom and bust, helps the government get re-elected
but is not good for economic stability. An independent central bank makes this less

likely to happen.

PRACTICE

20.1 Match the terms with their definitions.

1) consumption

a)

an increase in strength or quantity

2) business cycle

b)

an improvement or upward trend, especially in
economic conditions

3) upturn c) acycle or series of cycles of economic expansion and
contraction

4) upswing d) the action of using up a resource

5) boom e) undergo a sudden severe or prolonged fall in price,
value, or amount

6) apeak f) a period of significant output within a population

7) adownturn g) the macroeconomic policy laid down by the central
bank

8) aslump h) reach a highest point, either of a specified value or at a
specified time

9) arecovery 1) the action or process of regaining possession or
control of something stolen or lost

10) fiscal policy j) adecline in economic, business, or other activity

11) ggverr&r_rt]ent k) the government spending and taxation that influences

penditure _ the economy

12) taxation I) show marked inflation when increased demand results
in rising prices rather than increased output

13) reflationary m) of or relating to an increase in economic activity

14) to stimulate the n) used mainly to describe the stimulation of the

economy economy just prior to an election in order to improve

prospects of the incumbent government getting
reelected

15) overheating 0) the levying of tax

16) a deflationary p) refers to the purchase of goods and services, which
include public consumption and public investment,
and transfer payments consisting of income transfers
(pensions, social benefits) and capital transfer

17) monetary policy q) then the government is taking steps to stimulate

97




business development in economically distressed

areas
18) political business r) characterized by or tending to cause economic
cycle deflation

20.2 Label the graph with words from the box. Look at A to help you.

boom downswing peak recession recovery trough

20.3 Match the two parts of the sentences. Look at B and C to help you.

. If the government thinks the economy is contracting too much,
. Fiscal policy involves

. If there 1sn’t an independent central bank, government can

. If the government thinks the economy is growing too quickly,
. Monetary policy involves

O BN WN -

a. interest rates and the money supply.

b. it can raise tax rates and cut its expenditure.

c. manipulate the business cycle to their own advantage.
d. it can cut taxes and increase its spending.

20.4 Find verbs in A and B with the following meaning.

To get or make bigger to get smaller or make smaller
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20.5 Find the English equivalents.
business cycle, peak, recovery, boom, monetary policy, upturn, a deflationary,

reflationary, taxation, full capacity, a recovery, consumption, cool down the
economy.

20.6 Translate into English.
[Timiiom, cmanm, BiIHOBJCHHS, CHOKWBaHHS, OI3HEC-IMKJI, JEpXKaBHI BHUTPATH,
pENSIINHUN, TABUIICHHS PIBHSA 1HQIIAIII, OMOJAATKYyBaHHS, IMOJATKOBO-O0IOKETHA

MOJIITUKA, Ae(IIALs], TPOIIOBO-KPEIUTHA MOMITHKA.

20.7 Give the definitions to the following terms.

consumption | business upturn upswing boom a peak
cycle

a downturn | aslump arecovery | fiscal policy | government | taxation

expenditure

reflationary |to stimulate | overheating |a monetary political
the deflationary | policy business
economy cycle

PRODUCTION

Over to you!

Has the economy in your country expanded or contracted over the past three years?
What do most economists think were the causes of these changes?
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