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B Voney and income
m Currency

The money used in a country — euros, dollars, ven, cte. =15 its currenc

(banknotes) and coins is called cash. Most money, however, consists of
bank deposits: money that people and organizations have in hank
accounts, Most of this is on paper — existing in theory only — and only

about ten per cent of 1t exists in the form of cash in the bank.

s

onal finance

Money in notes

| B¢E: note or banknote;

| AmE: bill

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

a salary: money pard monthly by an emplover, or wages: money paid by the day or the

hour, usually recerved weekly

overtime: money received for working extra hours

commission: money paid tw salespeople and agents — a certain percentage of the income

the employee generates

a bonus:

tra money given for meeting a target or for good financial resulrs

fees: money paid to professional people such as lawyers and architects

| securit

money paid by the government to unemploved and sick people

a pension: money paid by a company or the government ta a retired person,

Salaries and wages are often paid alter deductions such as social security charges and

penst

Amounts of money that people have to spend regula

on contributions.

living expens
transport

v arce outgoings. These often include:

money spent on evervday needs such as tood, clothes and public

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 morigage: repaymens of money borrowed t bay a house or flat

health insurance: financial protecrion against medical expenses for sickness or accidental

mnjurics

tax: money paud to hnance government spending,

A financial plan, showing how much money a person or

organization expects to carn and spend is called a budget.

‘ BrE: social security; AmE: welfare

| BrE: flat; AmE: apartment
sl b bt a2 b

Planned monthly budget for next year (€)

Income Qutgoings

Salary (after deductions) | 3,250 | Rent 900

Comm’iss’lon}average) 600 | Bills 250
Living expenses | 1,200
Health insurance 130
Tax 800

Total 3.850 | Total 3,280
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1.2

Complete the sentences wich words from the bos. Look at A and B opposite t help you.

commission banus CUFTEngy camn mortgage Lax
overtime pension rent salary social security

. for three months. This was difficulr,
.. | had before.

because the amount was much lower than the

1
After T lost my job, Twas living on

Tused 1o work as a salesperson, bur [ wasn't very successful, so 1 dudn'
much

2
[ If the company makes 10% more than last vear, we'llall geea . ar the end of

the year.
.o my hous

.+ The curi.

D

7
Nearly 40% of everything | carn goes to the government as s

Y

[ The owner has just increased the

4
( Il cake mie ar least 25 years ca repay the

&
[ Many Enropean countries now have the same __

G
My wages aren't very good, so Tdo a lot of

on our flat by 15%. )

... will be 60% of my final salary.

g
( When | recice, my ..

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

1 Bank deposits arc not classified as money.

2 People earning wages get paid more often than peaple earning a salary.

3 People working on commission always get paid the same amount.

4 When you stop working at the end of your career, you receive a pension.

5 Muost people pay a rent and a mortgage.

o you know what the average income is in your country, and in your jeb, or the one you
are studying for? How important is salary in your choice of career?
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W4 Susiness finance
- 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. ($
Unit 29) 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. (See Unit 33}

Money that 1s owed — thar 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 lLiabilirics include debts to suppliers whe provide guods or services on
credit — thar will be paid for later.

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

1 BrE: shares; AmE: stocks
BrE: shareholder; AmE: stockholder |

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

share capital revenue dividends

e

capital company (—| profits |———= rax
|
. ¥ . ‘
debt (bonds and loans) exXpenses retained carnings

Financial statements

Companies give information ahout their financial situation in financial statements, The
balance sheet shows the company’s assets — the things it owns; its liabilities - the money it
owes; and its capital. The profit and loss account shows the company’s revenues and

expenses during a particular periad, such as rhree months or a year.

BrE: profit and loss account; AmE: income statement
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2.1 Complere the crossword. Laok ar A, T and C opposite to help you.

:

EE

Across

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

3 We don’t have sufficient ... to build a completely new factory. (3)

7 and 6 down Details of a company’s liabilities are shown on the

8 We’re going to raise more money by selling new shares 10 our existing
12 e had ro raise €350,000 in order to start the business. |7}
13 We're going to pay back some of the people who lent us money, and reducc our ... (4]
14 I decided to buy a 510,000 ... instead of shares, as it's probably safer. (4]
16 Another term for profitis net . . (6}

18 1 think rhis is a good investment: it pays 8% ... . (8]

200 When they saw our financial statements, the h'mk rcrmed to ... usany more money. (4)
21 Profitis the difference between revenue ;md . - (8)
Down

1 The profitand _ ... account shows if a company is receiving more money than it’s

spending. (4)
2 1 you don’t like taking risks, you sheuld only .. in very successful companies. (6}
4 A company’s retained carnings belong toits ... (6)

6 Sec 7 across.

9 Anything a company uses 1o praduce goods or services is
an e 2B

10 The company made such a big profit, | expected a higher

[Prorrss]

L (8) | O—

11 \'\e :nhl a lot more last year, so our ... went up. (7)
15 We ... oursuppliers $100,000 for goods bought on
credit. (3)

17 ¥veryome who buys a share . patt of the company. i4) v/
19 Thirty per cent of our profits goes scraight to the M
government in ... . (3)

"It's been a great year — let's hope we can
keep the shareholders from finding out.”

Think of the company you work for, or one that you are interested in, How was it financed

when it was set up, and how is it financed now?

Professional English in Use Finance 1



Accounting and accountancy
m Accounting

m  Accounting involves recording and summarizing an organization’s transactions or
business deals, such as purchases and sales, and reporting them in the form of faancial
statements. {See Units 11-14) In many countnies, the accounting or accountancy
profession has professional organizations which operate their own training and
examination systems, and make rechnical and ethical rules: these relate to accepted ways
of doing things.

m Tookkeeping is the day-to-day recording of transactions.

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

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

m Auditing

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

m An internal andit is carmed oot by a company’s own actoumants or internal anditors.

m  An external andit is done by independent auditors:
company.

auditors who are not employees of the

The external audit examines the truth and fairness of financial statements. It tries to prevent
what is called ‘creative accounting’, which means recording transactions and values in a way
that produces a false resulr — 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 situarion. This means that the financial
statements must give a correct and reasonable picture of the company’s current condition.

Laws, rules and standards

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

Companies in most English-speaking countries are largely funded by shareholders, both

individuals and financial institutions. In these countries, the financial statements are prepared for
shareholders. However, in many continental Furopean countries businesses are largely funded by
banks, so accounting and hnancial statements are prepared for creditors and the tax authoriries.

12 Professional English in Use Finance



3.1

3.2

3.3

What rype of work does each person do, and whar is the name of cach jub? Look ac A
and B opposite to help you.

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

&

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

G

1 analyse the sales figures from rhe different departmients and make decisions abour our
furure activities.

I am responsible {or preparing our annual halance sheet. j

alm

When the accounts are complete, Tcheck them before they are preseated to the
external auditors.

ﬁ

Match the two pares of the sentences. Look at C opposire to help you.

1 In Britain

2 [n most of continental Europe and Japan
3 In the USA

4 In Brirain and the USA

5 In much of continental Furope

a accounting rules are established by a government agency.

b companies are mainly funded by shareholders or stockholders.
© accounting rules are set by an independent arganization.

d the major source of corporate finance is banks.

e accounting rules are set by the government.

Find verbs in A, B and C opposite that can be used to make word combinations with the

nouns below,

T

Over 4o Hou #

Is accounting in your cou.ntry based an standarﬂs, tules, laws, ot a mixture of these? What
accounting system do international companies in your country use?

standards

transactions
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Bookkeeping

Double-entry bookkeeping

Zaheer Younis works in the accounting department of a trading compar

‘I began my career as a bookkeeper, Bookkeepers record
the company’s daily transacrions: sales, purchases, debrs,
expenses, and so on. Fach type of transaction is recorded
in a separate account — rthe cash accounr, the liabilities
account, and so on. Double-entry bookkeeping is a system
that records two aspecrs of every transacrion. Every
transaction is both a debit — a deduction - in one account
and a corresponding eredit - an addition — in anather, For
example, if a company buys some raw materials — the
substances and components used o make products — thac
it will pay for a month later, it debits its purchases account
and credirs the supplier’s account, If the company sells an
item on credit, it credits the sales aceount, and debits the
customer’s account, As this means the level of the
company’s stock — goods ready for sale - is reduced, it
debits the stock account. There 15 a corresponding increase
in its debtors — customers who owe money for goods ar
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 bookkecepers da their work
correctly, the total debits always equal the total credies.”

BrE: debtors; AmE: accounts receivable
BrE:
i BrE

sreditors; AmE: accounts payable
tock; AmE: inventory

Day books and ledgers

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

In Brirain, they call the main books of account nominal ledge
whom the company owes money for purchases made on credin
ledger. They still use these names, even though these days all the
compurer.”

Creditors — suppliers to
are recorded in a bought
formation is on a

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.

Balancting the books

‘At the end of an accounting period, for example a year, bookkeepers prepare a trial
balance which transfers the debit and credit balances of different accounts onto one page.
As always, the total debits should equal the toral eredits. The accountants can then use
these balances to prepare the organization’s financial stacements.”
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4.1

4.2

4.3

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

credit ledger debir
creditors stock debtors
1 an amount entered on the left-hand side of an account, recording money paid out
2 a book of accounts
3 customers who owe money for goods or services not yer paid for
4 an amount entered on the righe-hand side of an account. recording a payment received
5 goods stored ready for sale
6 suppliers whao are owed money for purchases nort vet paid for

Complete the sentences. Look at A, B and C opposite to help you.
1

it is alwavs
as a

- . shows where money comes from and where it go
transferred from one o to another one. Everv event is entered twice — once
credit and once asa i

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

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

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

which

Complere the sentences using ‘debit’ or “credit’,

Loak at A opposite to help you.

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

2 1f you pay some bills, vou ... the
liabilities account.

3 If you buy materials from a supplier on 60 days’
credit, you the purchases account and

..... the supplier’s account.

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

Over 4o you ‘&-

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

Professional English in Use Finance 15



5
]

Company law 1

Partnerships

A partnership is a business arrangement in which several people work together, and share
the risks and profirs. In Britain and the US, parmerships do #ot have limited ha f
debrs, so the partners arc fully liable or responsible for any debts the business has.
Furthermore, parmerships are not legal entities, so in case of a legal action, it is the
individual partners and not the partnership thar is taken to court. In most continental
Furopean counrries there are various kinds of parmership which are legal entities,

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

Limited liability

A company s a busimess that 15 a legal enory. In other words, it has a separate legal
existence from its owners, the shareholders, It can enter into contracts, and can be sued
or taken to court if it breaks a contract. A company can (in theory) continue for ever,
even if all the staff and owners change. Maost companies have limited liabilicy, which
means that the owners are nor fully liable for — ar responsible for — the business’s debts.
These companies are known as limited companies. Their babibiny is limited to the value of
their share capital: the amount of cash thar the shareholders have contributed to the
company. This limitation of hability encourages investors to risk their money to become
part owners of companics, 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 sharcholders, and how the managers are accounrable o 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-exceutive directors are
often more objective: less influenced by their opinions and beliefs. There is also an audit
committee, containing several non-executive directors, to which the auditors report.

Br
&

chairman; AmE: president

- managing divector; AmE: chief exceutive officer (CE%

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 stare:

m the rights and duries of the shareholders and directors
m  the relationships among ditferent classes of sharcholder (See Unit 29)
m the relationships between shareholders and the company and 1ts direcrors.
The Memorandum of Association states:
m the company’s name
m the location of the company’s registered office — where to send official documents
| the company’s purpose — its aims or objecrives

m the authorized share capital - the maximum share capiral it can have,

BrE: Articles of Association; AmE: Bylaws
Brk: Memaorandum of Association; AmE: Certificate of Incorporation |
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5.1 Are the following statements true or false? Find reasons for your answers in A and B
OpPOSItE.

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

2 The owners of limired companics have to pay all the company’s debis.

3 Many companies are not owned by their managers.

4 External directors can vsually give more objective advice than full-time directors.

5 Parters in British and American businesses are not liable for the partnership’s debts.
6 In case of a dispure, people can take British companies and partnerships to court,

5.2 Make word combinations using a word from cach box. Then match the word
combinations to the definitions below. Look ar A opposite to help vou.

corporate committee
audit directors

limited governance
non-executive capital
share liability

1. » i 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 nwners’ money invested in a company

7. SR : responsibility for debts up to the value of the company’s
share capital

5 + the way a company is managed for its owners

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

@ of Association

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

The (b) _ of the Company will be in Australia.

3. Thelo) _ for which the Company is established is to provide
translation and interpreting services to international companics.

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 cach with one vote
for each share.

A i
- i

L LT Y S s ———

QL L —

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

3
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m Company law 2

Private and public companies

Private companies usually have ‘Limited” or “Lid” at the end of their name. They are not
allowed 1o 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 ‘ple’ at the end of their name,
and their shares arc publicly traded on the London Stock Exchange. A stock exchange is
a market where anyone can buy stocks and shares. The US cquivalent 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 (L.e. cvery three months). They report on:

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

W gross profit — turnover less cost of sales

m net profit — gross profit less administrative expenses and tax.
Companies on the London Stock Exchange, known as quoted companics, have to
produce a half-yearly interim report which informs sharcholders about the company’s
progress. These reports are not audited.
All companies with shareholders or stockholders have to send them an Annual Report cach
financial year. This contains a review of the year’s activity, and an examinaton and
explanation of the company’s financial position and resulrs. There are also financial
statements and notes (see Units 11-14), and the auditors’ report on the financial statements.

BARCLAYS PLC interim Report 2004

based contributions by business and
by income type.

1

Group performance was very strong: All busingsses had higher profits, /
— profit before tax up 23% 10 £2,411m demonstrating good progress across ;
— earnings per share up 25% al 26.7p the whele portiolio. i
— dividend per share up 17% 1o 8.25p Income growth was particularly I
return on equity of 20.4% strong, up 14%, with good broad a

/

|

Ji

P L} ————————

|

Public companies have to hold an Annual General Meeting (AGM), and most privare
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 dircctors, and vote on replacements for retiring members of the
hoard. The meeting can also carrv out any other business stated in the company’s
Memorandum of Association or Cerrificate of Incorporation, and Articles of Association
or Bylaws.

LT e —

I 10t O

T

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

lBrE: Annual General Meeting [AGM); AmE: Annual Meeting of Slm-kl'mide"r?
BrE: Extraordinary General Mecting (EGM): AmE: Special Meeting
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6.1

6.2

6.3

Complere the table. Look at A and B opposite o help you.

(1)

companies

| m can't sell shares on the in the UK in the US
(2 e m are called public | m are called SEC-
| z . companies registered companies
|

companies companies.

..... or (6) ..
I

m produce (5) m produce (7)

reports. reports.
[ m publish an (8) o, and hold an (9)

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

1 behaviour that breaks the law

2 sales revenue minus the cost of sales, before deduenons for administration expenscs, interest
charges, etc.

3 sales revenue minus the cost of making and selling the goods, and deducrions for
administration expenses, interest charges, ete.

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

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

1 Only quoted or listed companies

2 American corporations publish derails

3 Companies” financial statements, and the auditor’s report,
4 Quarterly and six-monthly reports

5 Shareholders can ask company directors questions

6 Companies can hold an emergency general meeting

a about their sales and profits every three monehs.
b are contained in their annual reports,

¢ are not checked by external anditors,

d if there is a crisis.

e can have their shares traded on a stock exchange.
f at an annual mecting.

Over 4o you

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