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DEFINITION  AND  SCOPE  OF  FINANCE 
 

Finance is the study of concepts, applications, and systems that affect the value 
(or wealth) of individuals, companies, and countries over the short and long term. 
The study of finance is both qualitative and quantitative, and we shall consider both 

dimensions here. Once we understand the essential elements of finance, we can 
identify the motivations and goals that drive specific actions and decisions. 

Finance affects the daily lives of people and organizations. Though financial 
dealings have existed for centuries, their presence and importance have become even 

more apparent in our modern era of technology, information, consumption, and 
investment. Indeed, the penetration of finance is so thorough that we needn‟t look far 

to see its impact: on any given day we are likely to be aware of economic growth and 
inflation estimates, stock market and interest rate quotes, oil price trends, credit and 

mortgage loan offers, corporate earnings announcements, and takeovers and 
bankruptcies. A financial transaction occurs every time we place savings into a 

deposit account or the stock market, or make a purchase on a credit card. A financial 
transaction also occurs when a company borrows money from its bankers or issues 

bonds to investors or acquires a competitor. And a financial transaction occurs when 
a government agency issues bonds to finance its budget requirements, sells state-
owned assets to the private sector, or changes its interest rate policies. It‟s easy to 

imagine that, when each one of these individual transactions is multiplied by 
thousands or millions of similar transactions, asset prices and capital flows can 

change and affect the fortunes of individuals, companies, and countries. While 
finance can obviously affect a whole range of participants – from countries to 

companies and individuals – we will focus our discussion on companies. The 
corporate focus is useful because companies drive much of the financial activity that 

impacts all other participants. For instance, companies issue stock and bonds, which 
individuals can purchase for their savings and investment plans. Similarly, companies 

generate earnings and create jobs, which together help boost a country‟s national 
output. The narrower corporate focus is also practical, as it makes the material easier 

to manage and focus. 
THE GOALS OF FINANCE 
A company exists to produce goods and services, and doing so successfully 

leads to the creation of an enterprise with value. In fact, a company operating in a 
free market economy aims to maximize the value of its operation. Naturally, this is 

just one primary goal – we can easily imagine that a company may also try to achieve 
other goals, such as building market share, establishing competitive leadership, 

creating an international presence, developing brand name recognition, promoting 
employee/community support, and so forth. Ultimately, however, a company seeks to 

create a maximum level of enduring enterprise value. This, in turn, can be 
accomplished by maximizing profits, managing liquidity and solvency, and managing 

financial and operating risks. 
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Пояснения к тексту: 
 

to drive – зд. приводить к 
dealing – сделка, операция 
stock market – фондовая биржа 

mortgage loan – заем под залог недвижимости 
takeover – поглощение компании, приобретение контрольного пакета акций 

capital flow – движение капитала, приток капитала 
solvency – платежеспособность  

 
I. Study the key words chain:    

 
Finance, motivation, a goal, a financial transaction, a company. 

 
II. Make up sentences, using the key words chain. 

 
III. Make up a plan of the text, using the key words. 

 
IV. Retell the text. 

 

 
THE  FINANCIAL  PROCESS 

 
A company trying to maximize the value of its operations clearly faces many 

financial decisions. Financial decision-making depends on a process that standardizes 
the task and provides continuous feedback. The financial process can be viewed as a 

three-stage cycle that is driven by the financial goals a firm hopes to achieve. The 
process begins with a review of the company‟s financial position (financial 

reporting/analysis) and is followed by the development of short- and long-term plans 
(financial planning), which leads to the execution of certain actions (financial 

decisions). These decisions will yield results that affect the firm‟s financial position, 
allowing the cycle to begin anew. The process is thus continuous: a company 
operating in a dynamic environment must constantly evaluate its financial position 

and options in order to continue meeting its goals. 
FINANCIAL REPORTING/ANALYSIS 

Financial reporting/analysis relates to the composition, structure, and trend of a 
company‟s financial position, most often conveyed through three key financial 

statements that are prepared and distributed every quarter or year: 
-Balance sheet: A point-in-time reflection of a company‟s assets, liabilities, and 

capital. 
-Income statement: A cumulative reflection of a company‟s revenues, expenses, 

and profits. 
-Cash flow statement: A cumulative reflection of the cash flowing into, and out 
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of, a company. 
These statements are supplemented by other information, including detailed 

management discussion and analysis. All of this reporting/analysis demands 
established accounting rules, which inject uniformity into the process. Through the 
reporting mechanism internal and external stakeholders can determine how a firm has 

performed over time (and versus the competition) and what its financial position is at 
any moment. 

 
Пояснения к тексту: 

 
to yield results – давать результаты 

balance sheet – балансовый отчет 
income statement – отчет о доходах 

cash flow statement – баланс оборотных средств 
stakeholder – заинтересованное лицо (акционеры, работники, поставщики, 

клиенты, кредиторы, государство и т.д.) 
 

I. Study the key words chain: 
 

Financial process, financial reporting, financial planning, a financial decision,            

a financial statement. 
 

II. Make up sentences, using the key words chain. 
 

III. Make up a plan of the text, using the key words. 
 

IV. Retell the text. 
 

 
FINANCIAL  PLANNING 

 
Financial planning is the second phase of the financial process. It helps define 

the actions that a firm needs to take over the short term and long term to meet its 

goals. Some aspects of financial planning deal with an immediate time horizon, 
generally one week to one year. These issues center on the daily management and 

progress of corporate operations, such as: 
-Working capital and liquidity management: Managing cash, short-term assets 

and liabilities. 
-Hedge management: Rebalancing financial/operating risks through the use of 

various types of instruments intended to protect against losses. 
-Funding management: Arranging financing through the loan or capital markets. 

Other dimensions of financial planning are based on longer-term goals. Such 
strategic financial management is critical to the methodical expansion of corporate 
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operations and enterprise value.  
Issues in this category relate to: 

-Capital investment: Managing long-term investment projects, research and 
development, and capital expenditures. 

-Capital structure: Identifying the optimal blend of debt, equity and off balance 

sheet funding. 
- Mergers and acquisitions: Creating expansion opportunities through corporate 

combinations or restructuring. 
-Tax planning: Optimizing operations to reduce the tax burden. 

-International operations: Managing operations in, and expanding into, offshore 
markets. 

-Dividend policy: Developing a proper methodology to pay dividends to 
investors. 

-Risk management: Creating a consistent, long-term, approach to the 
management of financial, operating, and legal risks. While short- and long-term 

planning are essential to the continued success of any company, they can lead to 
different goals: plans (and subsequent decisions) that are based on the short term tend 

to focus on near-term profitability; those of a longer-term nature center on sustainable 
enterprise value creation over multiple reporting periods. 

FINANCIAL DECISIONS 

A company can make decisions once its financial position is well understood 
and its tactical/strategic plans have been formulated. Decisions are made by using 

specific financial concepts and tools, such as the risk/return tradeoff, risk 
diversification, cost of capital, time value of money, net present value, and 

investment. Concepts and tools help a company objectively understand the impact of 
translating plans into actionable decisions. 

The three dimensions of the financial process are thus part of a continuous 
cycle: a firm examines its financial position, develops short-term and long-term plans 

and makes decisions to put the plans into motion. The next set of financial statements 
will reflect some aspects of decisions that have been taken, and can be used as the 

basis for further short-term and long-term financial plans and decisions. Naturally, a 
company following this process must make its short- and long-term financial actions 
meaningful and must also be flexible enough to adapt to changing circumstances. 

 
Пояснения к тексту: 

 
working capital – оборотный капитал 

assets and liabilities – актив и пассив 
off balance sheet – внебалансовый 

merger – слияние, объединение 
acquisition – приобретение  

tax burden – налоговое бремя 
profitability – прибыльность, рентабельность, доходность 
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tradeoff – соотношение выгод и потерь, компромисс 
time value of money – временная стоимость денег 

net present value – чистая приведенная стоимость 
 
I. Study the key words chain:    

 
Financial planning, financial management, a tactical plan, a short-term financial 

action, a long-term financial action. 
 

II. Make up sentences, using the key words chain. 
 

III. Make up a plan of the text, using the key words. 
 

IV. Retell the text. 
 

 
EXTERNAL  AND  INTERNAL  FACTORS 

 
External and internal forces impact the financial actions and activities of firms 

operating in a complex economic world. Every company is influenced, directly or 

indirectly, by macro-economic factors, such as economic growth, inflation, interest 
rates, currency rates, commodity prices, consumer confidence, and debt levels. It may 

also be impacted by the state of the industry in which it operates, competitive 
pressures, availability of substitutes, and regulatory restrictions. A company must 

generally react or adapt to these external forces: since they are so powerful and 
pervasive, they are typically beyond the control or influence of any single company 

(or industry), and must therefore be viewed as factors that shape the base operating 
environment. Internal forces are equally important in dictating a company‟s path to 

success. These may include a company‟s financial strength and resources, its access 
to cash and financing, its approach to strategic ventures, its ability to respond to 

pricing/costing changes in the face of fluctuating supply and demand, and the quality 
and experience of its leadership. Each one of these factors is within a company‟s 
control and can be changed over the short or medium term, generally unilaterally. For 

example, a company may believe that raising additional capital to expand its 
operations or purchase a smaller rival may give it the competitive edge it requires. 

Or, the company may believe that it needs a stronger marketing team in order to 
boost its sales, so it may choose to hire top sales producers from a competitor. It  can 

take these actions on its own, and hopefully improve its fortunes. 
 

Пояснения к тексту: 
 

consumer confidence – потребительское доверие 
substitute – товар-заменитель 
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pervasive – всеобъемлющий 
fluctuating – изменяющийся, флуктуирующий 

competitive edge – конкурентное преимущество 
 

I. Choose the key words from the text. 

 
II. Make up sentences, using the key words. 

 
III. Make up a plan of the text, using the key words. 

 
IV. Retell the text. 

 
 

FINANCIAL  REPORTING 
 

Financial reporting – the process by which a company prepares and presents its 
accounts – is a key element of the modern accounting framework. Modern accounting 

is, itself, built atop the dual entry system, meaning that every commercial transaction 
results in a debit (subtraction) and a credit (addition) to particular ledger accounts. 
For instance, when a company purchases a computer for cash it debits the „„cash‟‟ 

account and credits the „„computer equipment‟‟ account. Similarly, when it sells the 
computer to a third party it debits the „„computer equipment‟‟ account and credits the 

„„cash‟‟ account. Financial reporting leads ultimately to the creation of financial 
statements that let managers, investors, and other stakeholders evaluate financial 

strength or weakness. Naturally, a degree of uniformity in approach and presentation 
must exist in order for statements to be useful. If no standards existed, then every 

company would simply do as it pleased, making it impossible to compare 
performance across companies – or, indeed, within a company, if it decided to change 

its standards every year. Regulators and companies have adopted standards of 
financial reporting to ensure consistency. Though these can vary across some national 

systems, the essential process of financial reporting and presentation is the same: 
every company posts transactions that affect its daily operations to relevant ledger 
accounts according to pre-defined rules or guidelines. The major guidelines are set 

forth via Generally Accepted Accounting Principles (GAAP) and the International 
Financial Reporting Standards (IFRS); GAAP and IFRS provide guidance on how 

different transactions need to be treated from an accounting perspective, but provide 
some degree of leeway regarding interpretation. These accounts are then aggregated 

into unaudited trial statements over certain common reporting periods. An external 
auditor independently audits (examines) statements to ensure conformity to 

established standards. This gives those outside the company comfort that the financial 
picture being presented is true and accurate. The end goal is, of course, uniform 

production every quarter and year of the key financial.  
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Пояснения к тексту: 
 

framework – зд. структура 
ledger account – счет в бухгалтерской книге (на котором учитываются 
операции, касающиеся определенного лица (напр., кредитора или 

должника), актива (напр., запасов) или вида деятельности (напр., продаж)) 
GAAP – общепринятые принципы бухгалтерского учета (ОПБУ) 

IFRS – международные стандарты финансовой отчетности (МСФО) 
leeway – свобода действий 

unaudited trial statement – непроверенная отчетность 
 

I. Choose the key words from the text. 
 

II. Make up sentences, using the key words. 
 

III. Make up a plan of the text, using the key words. 
 

IV. Retell the text. 
 
 

THE  BALANCE  SHEET 
 

A company that is in business to produce goods or services requires assets 
(items of value that are legally owned by the company) that it funds through 

liabilities (amounts that are owed by the company to others) and some form of equity 
(amounts representing an ownership interest in the company); note that the terms 

equity, capital, and stock are synonymous. These three broad categories, presented in 
a statement known as the balance sheet, are linked together by an important 

accounting relationship, which says that: 
Assets = Liabilities + Equity 

If this equation holds true, then the balance sheet „„balances.‟‟ The relationship 
makes intuitive, as well as financial, sense. If a company possesses some asset, it has 
either purchased it using its own resources (i.e. equity) or it has borrowed to buy the 

asset (i.e.liabilities) – or both. For instance, if a company has a computer worth 
$10,000 (an asset) it has either borrowed $10,000 to buy the computer (a liability), it 

has purchased the computer outright from its own capital (equity), or it has arranged 
some combination of the two, i.e. it has paid off half of the computer‟s value ($5,000 

of equity) and borrowed to finance the difference ($5,000 of liabilities). It is 
relatively easy to see that we can extend this process to include all of the company‟s 

assets. We can also rearrange the equation above to understand something about the 
equity (or net worth or book value), of the firm: 

Equity = Assets - Liabilities 
This tells us that the actual worth of the company is the difference between its 
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assets and liabilities. Thus, if the company has borrowed $5,000 to buy the $10,000 
computer, its equity (or net worth) in the asset is equal to $5,000 (i.e. $10,000-

$5,000). Again, we can extend this across all accounts to find the equity value of the 
firm. A critical point to note is that when assets are worth less than liabilities, the firm 
has „„negative equity‟‟ and is considered insolvent. Thus, if the computer is really 

worth $2,000 and the company borrowed $5,000 to buy it, its equity is equal to -
$3,000. Not surprisingly, financial managers are heavily focused on ensuring that the 

value of assets always exceeds the value of liabilities. It‟s also worth pointing out that 
balance sheet items can be valued in historical terms or current market terms; when 

historical values are used (e.g. the original acquisition price of an asset), some 
accounts may be understated as a result of inflation pressures and changing 

replacement cost values. Though the actual number of asset accounts in a large firm 
can number into the hundreds or thousands, we can condense them into a smaller 

group of key accounts: 
-Cash and short-term securities: Accounts that form the company‟s asset-based 

liquidity. A company needs to keep some amount of cash and „„equivalents‟‟ on hand 
to pay bills as they come due, or to meet unexpected payments. However, since cash 

doesn‟t generate much of a return, a company can‟t afford to tie up too much of its 
resources in such liquid accounts: it must strike a balance between sufficient cash and 
sufficient earnings. 

-Accounts receivable: A form of credit extended by the company to its 
customers. For instance, customers receive goods/services from the company and 

may only pay the balance within 30–180 days; in other words, the company 
effectively makes short-term loans to its customers. The volume of receivables is a 

function of a company‟s business (sales volume) and its credit policies: a small base 
of business, and/or a more stringent credit policy will lead to a smaller amount of 

receivables, and vice-versa. 
-Prepayments: Payments made by a company for goods/services to be received 

at a future time. For instance, a company may prepay all of its property and casualty 
insurance premiums, even though it receives the benefits of insurance coverage 

throughout the year. 
-Inventories: Accounts comprised of the items needed to manufacture physical 

goods that are ultimately sold to customers. Inventories are generally classified by 

their stage in the production process, including raw material, work-in-progress, and 
finished goods. Inventories have to be managed smoothly so that there is no 

disruption in the production process and enough finished goods are available for sale. 
In some cases it is beneficial for a company to build up its inventory of raw materials, 

particularly when it can do so at a good price. But accumulating too much inventory 
is not a good idea: a company with a great deal of unsold inventory must still finance 

it, which becomes a cost that detracts from profits. 
-Property, plant, and equipment (PP&E): All of the physical infrastructure a 

company needs to run its business, such as computers, office buildings, trucking 
fleets, assembly lines, and so forth. Since PP&E declines in value through normal 
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„„wear and tear‟‟ its value is regularly reduced through depreciation, a non-cash 
expense. Accumulated depreciation may be shown as a „„contra account,‟‟ or 

deduction, to the PP&E accounts. 
-Intangibles: All assets that cannot be physically seen or touched, but which add 

value to the firm. This includes items such as trademarks, patents, and intellectual 

property, as well as goodwill, which is excess value paid when acquiring another 
firm. Let us note that cash, securities, receivables, prepayments, and inventories are 

regarded collectively as current assets and form one half of the working capital 
equation. Liability accounts generally include: 

-Accounts payable: A form of credit accepted by the company from its 
suppliers. For instance, the company may receive raw materials/services from its 

suppliers and can then pay its bill immediately and gain the benefit of a „„cash‟‟ 
discount, or it can forego the discount and defer payment for 30–180 days; the latter 

is equivalent to accepting short-term loans from the suppliers. The level of payables 
is a function of a company‟s business (sales), its access to other forms of credit, and 

its overall creditworthiness. Thus, if a firm has a great deal of business it requires 
more raw material inventories, which it can finance through payables. If it has limited 

access to other forms of credit it may want to boost its payables, though its ability to 
do so will depend on the overall strength of its financial position.  

-Short-term debt: Credit extended to a company through short term loans and 

securities (maturities are generally less than one year).  
-Deferred taxes and expenses: Accounts representing payments due from the 

company but which have been deferred until some future period. 
-Medium- and long-term debt: Credit extended to a company for maturities 

ranging from 1–30 years; this may again be in the form of loans or securities. The 
capital accounts, which represent the residual balance remaining after all assets have 

been liquidated and all creditor (liability) claims have been repaid, may include: 
-Preferred stock: A form of dividend-paying ownership capital issued by the 

company to investors. 
-Common stock: Another form of ownership capital issued by the company to 

investors. The common stock account may be divided into several sub-accounts 
including par value (the nominal amount of shares issued) and paid-in surplus (the 
difference between the market value of the amount raised and the par value). If a 

company repurchases its common stock from the market, it reduces the amount 
outstanding via the treasury stock contra-account. 

- Retained earnings: An account representing profits generated over time that are 
preserved within the company and reinvested in additional projects/investments. 

The actual balance sheet mix of assets, liabilities, and capital is, of course, 
company-specific. Each individual firm has its own size and proportion of assets, 

liabilities, and capital.  
In addition to balance sheet items, companies may also have certain „„off 

balance sheet‟‟ accounts that represent contingencies or uncertainties that can 
ultimately impact the financial position.  
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Пояснения к тексту: 
 

equity – собственный (акционерный) капитал 
equity value – стоимость акционерного капитала 
acquisition price – цена приобретения (сумма, которая фактически была 

уплачена за какой-либо актив, в отличие от текущей рыночной цены 
аналогичного актива) 

securities – ценные бумаги 
accounts receivable – счета дебиторов 

prepayment – предоплата  
inventories – материально-производственные запасы 

PP&E – недвижимость и оборудование (совокупность всех долгосрочных 
материальных активов предприятия) 

depreciation – амортизация 
intangibles – нематериальные ценности 

accounts payable – счета кредиторов 
deferred tax – отсроченный налог на прибыль (статья в отчете о прибылях и 

убытках, увеличивающая или уменьшающая совокупные расходы по налогу на 
прибыль таким образом, чтобы они были равны произведению ставки налога на 
прибыль и бухгалтерской прибыли до налогообложения, откорректированной 

на статьи расходов и доходов, не принимаемых для расчета налогооблагаемой 
прибыли, ни в отчетном периоде, ни в будущем) 

preferred stock – привилегированная акция (акция, дающая владельцу 
преимущественное право на получение дивидендов и на часть капитала (в 

случае банкротства) по сравнению с обыкновенной акцией) 
common stock – обыкновенная акция 

par value – номинальная стоимость 
paid-in surplus – превышение курсовой стоимости ценной бумаги над ее 

номинальной стоимостью, оплаченное инвестором; эмиссионный доход 
contra-account – контрактивный счет 

contingencies – дополнительные непредвиденные обстоятельства 
 
 

THE  INCOME  STATEMENT 
 

The income statement, the second major statement we consider, records the 
revenues and expenses of the firm throughout the fiscal accounting period. Unlike the 

balance sheet, which reflects a company‟s financial position at a single point in time 
(e.g. each quarter- or year-end), the income statement accumulates all of the revenue 

and expense information for the reporting period and is therefore cumulative – and 
not „„point-in-time.‟‟ Though the income statement may again include a significant 

number of entries, we focus on the key items: 
-Gross revenues, which is the total amount of goods/services sold by the 
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company to its customers. This is often known as gross sales or turnover, and is 
considered the „„top line‟‟ reflection of a company‟s ability to generate some volume 

of goods/services at a particular price. 
-Cost of goods sold, which is the amount it costs the company to produce or 

convey the goods/services it sells; this generally includes raw materials and other 

inputs, as well as labor/production costs. 
-Gross profit, which is the difference between the revenues earned and the cost 

involved in producing those revenues. 
-Selling, general, and administrative expenses (SG&A), which represent the 

non-production costs the company incurs in creating its goods/services; this may 
include marketing, advertising, occupancy, employee health benefits, executive 

salaries, and so forth. 
-Interest expense which is the amount the company pays its creditors in periodic 

interest. Interest payable relates to shortand long-term loans and bonds, as well as 
accounts payable. 

-Interest income, which is the amount the company earns in interest from its 
investments in short- or long-term securities. 

-Other income/expenses, which includes other inflows and outflows that are 
unrelated to the firm‟s core business; if these are non-recurring and exceptional, they 
may be classified under a separate „„extraordinary items‟‟ account. 

-Operating (or pre-tax) income, which is simply gross profit less SG&A, interest 
expense, and other income/expenses; this figure yields a taxable income equivalent  

-Taxes, which is the amount the firm has paid in income taxes  
-Net income, which is the difference between pre-tax income and taxes paid. 

This is the „„bottom line‟‟ result of a company‟s business, and reflects the true 
profitability of the operation.  

 
Пояснения к тексту: 

 
revenue – доход 

cumulative – совокупный 
gross revenue – валовой доход 
gross sales – валовой объем продаж 

turnover – оборот  
gross profit – валовая прибыль 

SG&A – коммерческие, общие и административные расходы 
interest expense – процентные расходы 

interest income – процентный доход 
inflow – приток 

non-recurring – разовый, неповторяющийся 
operating income – операционный доход, производственная прибыль 

net income – чистый доход 
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I. Study the key words chain: 
 

Income statement, cumulative, gross revenue, gross profit, income, expenses, tax. 
 

II. Make up sentences, using the key words chain. 

 
III. Make up a plan of the text, using the key words. 

 
IV. Retell the text. 

 
 

THE  STATEMENT  OF  CASH  FLOWS 
 

The last of the major financial statements intended to convey a picture of a 
company‟s financial structure and operations is the statement of cash flows. This 

statement draws together items from the income statement and balance sheet in a 
uniform manner to reveal the nature of the firm‟s cash sources and uses, and its net 

cash position at the end of a reporting period. The basic cash flow statement is 
generally divided into three segments: operating cash flow, investing cash flow, and 
financing cash flow (though again, some subtle cross-border differences exist).  

-Operating cash flow provides information on the actual cash impact (receipts 
and outflows) of the firm‟s normal operations. This section begins with the net 

income generated by the business, adds back depreciation (which is a non-cash 
operating expense) and then adjusts for changes in working capital (which, as noted 

above, includes cash and securities, receivables, and inventories, less payables and 
short-term debt). Depreciation is a particularly important item: though it‟s a non-cash 

expense, it produces cash flow by reducing taxable income. The net of the operating 
cash flow section provides information on a firm‟s ability to generate cash from its 

core business. 
-Investing cash flow yields information on how the company uses its cash in the 

pursuit of productive ventures or investments. The investing cash flow section 
examines the purchase of other companies or PP&E (outflows of cash), the purchase 
of securities and other financial assets (outflow), the sale of existing subsidiaries or 

joint venture stakes (inflow), or the sale of securities (inflow). The net of this section 
provides an indication of whether a company is using its cash to expand into new or 

existing areas. 
-Financing cash flow indicates how much external funding (if any) the firm 

requires in order to finance its operating and investing activities. The financing cash 
flow section focuses on new debt and stock issuance (which represent cash inflows), 

debt repayment (outflow), dividend payments (outflow), and treasury stock 
repurchases (outflow). The net of the financing cash flow section indicates whether 

the firm needs to access external financing to carry on its business activities.  
The statement of cash flows helps us understand the state of a company‟s health: 
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it reveals whether suffic ient cash, and access to cash, exists in order for the company 
to operate as a going concern, how that cash is being used, and whether external 

financing is required. Importantly, the statement reflects cash balances at a specific 
point in time and whether the firm can meet its debt, financial/capital investment, and 
dividend obligations. This brings us back to our earlier point on liquidity 

management: it is essential for every company to maintain sufficient cash access 
from operating, investing, and financing sources to cover known obligations and any 

unexpected payments.  
 

Пояснения к тексту: 
 

operating cash flow – денежный поток от текущей деятельности 
(поступления или платежи, связанные с операционной деятельностью 

предприятия, т.е. с производством и реализацией продукции) 
investing cash flow – денежный поток от инвестиционной деятельности 

(поступления или платежи, связанные с приобретением и реализацией 
основных средств, нематериальных активов, финансовых вложений и т.п.) 

financing cash flow – денежный поток от финансовой деятельности 
(поступления или платежи, связанные с финансированием деятельности 
компании) 

subsidiary – дочерняя компания 
joint venture stake – доля в совместном предприятии 

issuance – выпуск в обращение 
 

 
FINANCIAL  STATEMENTS  AND  DECISION-MAKING 

 
Financial statements and the ratios that can be derived from them are obviously 

an integral part of the decision-making process because they give interested parties 
information by which to evaluate a firm‟s position. They must, of course, be used and 

analyzed in the context of detailed information contained in the „„management 
discussion and analysis‟‟ section, which often provides vital clues about a company‟s 
performance, strategies, and future goals. Footnotes to the financial statements, which 

form part of the company accounts, must also be reviewed as they provide a much 
greater level of detail than the high-level accounts. In fact, footnotes provide valuable 

insight into trends and possible problems (e.g. lawsuits or product recalls, growing 
bad debt problems within the receivables accounts, the nature and extent of financial 

risks being taken, environmental liabilities, and so forth). The financial statements we 
have described above are all related in some fashion: decisions taken by financial 

managers over the short or long term will have an impact on the balance sheet, 
income statement, and cash flow statement. Financial statements are clearly an 

essential component of effective financial management because they inject 
uniformity into the reporting and decision-making process. For instance, knowing 
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that the balance sheet has a great deal of current liabilities but very little in current 
assets should cause management to make financial decisions that create a stronger 

position (e.g. lengthening the maturity of liabilities, building up a greater cash 
reserve). Or, seeing that gross revenue growth in the income statement has started to 
slow might cause management to examine opportunities to reduce its operating costs 

and/or expand into new markets via acquisition. Similarly, if the net cash position of 
the firm as reflected in the statement of cash flows is looking very strong, 

management may elect to repay some of its debt, issue a special dividend, or invest in 
a new venture. While each one of these decisions must be supported by proper 

decision metrics, including the risk/return and net present value frameworks, 
financial reporting is the essential starting point in the process. Financial statements 

must always be viewed in the context of the overall environment. As we‟ve already 
noted, external forces affect a company every day. This means that analysis and 

decisions must take account of what‟s happening with external factors like economic 
growth, interest rates, inflation, consumer confidence, deregulation, competition, and 

so forth. Some estimate of how these external forces might impact a firm‟s financial 
position is useful, and can often be made through scenario, or „„what if,‟‟ analysis 

that explores the impact of external variables on a company‟s position. This brings us 
to a cautionary note: financial managers, investors, and lenders who rely on financial 
statements to make decisions on where to lead the company or whether to provide 

capital must remember that the statements, while vitally important, are „„backward-
looking.‟‟ Past trends are obviously important, but the past is history and the future is 

unknown. Accordingly, to be truly effective the decision-making process has to factor 
in „„forward-looking‟‟ assumptions about what could occur. 

 
Пояснения к тексту: 

 
financial ratio – финансовый коэффициент, относительный финансовый 

показатель (соотношение между различными финансовыми показателями, 
используемые для оценки эффективности деятельности компании) 

footnote – примечание (к финансовой отчетности) (пояснительная 
информация, содержащаяся в финансовой отчетности; позволяет пользователю 
отчетности корректно интерпретировать данные финансовой отчетности и 

точнее оценить финансовое положение организации; примечания, как правило, 
касаются особенностей учетной политики, законов, налогового учета и т.п.) 

product recall – отзыв товара с рынка 
 

 
ENTERPRISE  VALUE  MAXIMIZATION 

 
Enterprise value maximization is closely related to risk and return. In a free 

market economy a company seeks to maximize wealth while complying with various 
social, legal, and regulatory constraints. This seems like a logical aim. But how does 
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a firm actually accomplish this goal? The primary way is by using corporate 
resources as efficiently and effectively as possible. The financial value of a firm is 

based on its ability to generate net income (or earnings) – the more income the firm 
produces on a particular base of assets, the greater its worth. Assume Company X and 
Company Y have the same base of productive assets: Company X, which can only 

generate $1 million of earnings every year is worth less than Company Y, which can 
generate $10 million of earnings every year. So, actions taken to maximize the 

amount of earnings produced will help maximize the value of the firm – the 
enterprise value. The volatility, or standard deviation, of earnings also plays a role in 

value determination: the greater the volatility of earnings, the lower the worth of the 
company, as a strong year might be followed by a weak one. A company with a good 

record of stable to steadily growing earnings can be regarded as stronger, and more 
valuable, than one with an erratic pattern of earnings. Let‟s refer back to the income 

statement to see how a firm might be able to boost its net income. A company can: 
-Increase its revenues while keeping cost of goods under control. 

-Reduce its SG&A expenses. 
-Reduce its interest expense. 

-Boost its other operating income/lower its other operating expenses. 
-Lower its tax bill.  
Each one of these will lead to higher net income, and higher levels of (stable) 

net income mean greater enterprise value. Let‟s also remember that active 
management of the balance sheet can help achieve similar goals. A company can: 

-Lower the amount of debt on its balance sheet. 
-Reduce the amount of non-earning assets on the balance sheet (e.g. 

cash/equivalents). 
-Minimize the amount of inventory on hand. 

-Invest in projects/investments that reduce risk (i.e. are negatively correlated and 
thus reduce earnings volatility). 

Earnings can also be protected through a proper risk management program that 
ensures inputs/financial risks, as well as productive assets, are not subject to loss or 

cash flow interruption. Risks can unexpectedly detract from income, which detracts 
from value. 

In fact, proper management of every financial account can lead to efficiencies, 

and these efficiencies can create greater earnings and, ultimately, enterprise value. 
Each asset on the balance sheet must create a minimum return for the firm in order to 

create earnings and enterprise value. So, the disciplined firm focused on financial 
management will evaluate its assets and returns to determine whether they are 

adequate. This takes us back to a point we‟ve just discussed: if a firm can allocate its 
resources in projects that maximize return for a given level of risk, it is helping 

maximize value.  
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Пояснения к тексту: 
 

constraint – давление, сдерживающий фактор 
volatility – волатильность, изменчивость 
erratic – непостоянный, изменчивый 

detract from – умалять, принижать, приуменьшать 
 

I. Study the key words chain:    
 

Enterprise value, maximization, financial value, earning, to reduce, to lower, 
financial management. 

 
II. Make up sentences, using the key words chain. 

 
III. Make up a plan of the text, using the key words. 

 
IV. Retell the text. 

 
 

ESSENTIAL  TOOLS  OF  FINANCE 

 
Financial managers use many different tools to make decisions. We‟ll consider 

several fundamental tools, including the general cost of capital, time value of money, 
and the investment decision framework. 

THE GENERAL COST OF CAPITAL 
We begin our discussion with a brief overview of interest rates and stock prices 

and how they impact a firm‟s weighted cost of capital – or the average cost of the 
resources companies need to finance productive assets. An interest rate – or debt cost 

of capital – is simply the cost of borrowing money, or the amount that can be earned 
by lending money or depositing funds. The financial markets feature many types of 

interest rates: government interest rates, private sector (corporate) interest rates, 
short-term interest rates, long-term interest rates, fixed interest rates, and floating 
interest rates. Government interest rates represent a national cost of borrowing via a 

government treasury or central bank. Highly developed and financially strong 
nations, such as the US, UK, Germany, Switzerland, Japan, Canada, and Australia, 

borrow money at the lowest possible interest rates since they are considered good 
credit risks with essentially no likelihood of defaulting (i.e. not paying) on their 

obligations. We refer to these as risk-free interest rates (rf). The Government rates of 
less creditworthy nations (e.g. many emerging market nations) are not considered 

risk-free, as the likelihood of default is higher. To compensate the lender for this 
additional specter of default a risk premium (rp) is added to the risk-free rate. The 

same is true of corporate rates: since all companies have at least some chance of 
default, they must also pay a risk premium. This is, of course, consistent with the 
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risk/return tradeoff. Some interest rates are fixed for a particular maturity (such as 3 
years, 5 years, or 30 years), while others are variable, changing every 1, 3, 6 or 12 

months. For instance, the London Interbank Offered Rate (LIBOR), which represents 
the borrowing cost for banks in the international deposit market, is a key floating 
interest rate. The yield curve is a representation of interest rates with respect to 

maturity – that is, the cost of borrowing across different maturities, from overnight to 
thirty years. In a normal market environment the yield curve is upward sloping 

(positive), meaning short-term rates are lower than long-term rates; this means it 
costs less to borrow in the short term than over the long term. Yield curves that are 

flat (i.e. short-term rates equal long-term rates) or inverted (i.e. short-term rates 
exceed long-term rates) are rather less common. Note that separate yield curves can 

be created for different types of rates/borrowers (e.g. a US government yield curve).  
What drives the shape of the yield curve? Academic and empirical research 

points to several forces, including expectations, liquidity, and market segmentation. 
Expectations embedded in the middle and long maturities of a yield curve are simply 

an expression of the market‟s belief of what will happen to rates in the future. An 
upward sloping curve suggests that the market expects rates in the future will be 

higher than they are today. Contained within the expectations theory is a liquidity 
preference argument, which says that the longer the investment horizon, the greater 
the chance of default-related losses; accordingly, investors buying long-term 

securities will require a liquidity premium in order to accept this risk. The market 
segmentation theory looks primarily at market structure and the supply/demand 

forces that exist within different investor groups. This theory suggests that different 
types of investors concentrate their activities in specific segments of the curve and 

tend not to invest in other areas. Accordingly, if demand for securities by the long-
term investors is very strong, long-term bond prices will rise and rates will fall. 

Interest rates are important because they help establish part of a company‟s cost of 
capital and aid in computing the effect of future cash flows on corporate or 

investment operations.  
The second element of capital we must consider centers on corporate stock. A 

stock price is a representation of a company‟s value and is determined every day 
through buying and selling by investors, dealers, and speculators. It is important for 
our current discussion to note that the fair price of a stock is based on expectations 

related to the future worth of the firm. It reflects the discounted amount of earnings 
the company is expected to make over a period of time. Investors purchase stock in a 

company in expectation of receiving a return – either a rise in the stock price (capital 
gain), a periodic payment (dividends), or both. The value assigned to the stock is 

therefore the market‟s collective assessment of such return opportunities. Companies 
with strong prospects trade at higher prices (other things being equal) than those with 

poor prospects. In practice the price of the stock is often compared to actual or 
expected earnings via the price/earnings (P/E) ratio. Thus, a firm that trades at 

$10/share and earns $2/share has a P/E multiple of 5; one that trades at $20/share and 
earns $2/share has a P/E multiple of 10. The market generally views high P/E stocks 
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as having better prospects. If a company wants to issue more stock, it faces a cost that 
is a direct function of its stock price. A higher stock price means less shares have to 

be issued to raise a given amount of stock (e.g. if $500 million is required and the 
stock is trading at $50/share, 10 million shares have to be issued; if the stock is 
trading at $25/share, 20 million shares have to be issued). This is important because it 

lowers the amount of ownership and increases earnings dilution. In fact, the optimal 
time to issue stock is when the price is high. Issuing stock is a cost to the company 

because investors will only supply capital if they receive a fair return. The cost of 
stock is thus the second major component of corporate financing, and can be used to 

compute a firm‟s total cost of capital. Every company needs some amount of capital 
in order to operate (e.g. to purchase or lease a factory, hire staff, buy raw materials, 

and so forth). This capital is not, of course, free. The cost a firm ultimately faces 
relates to the amount it must pay to generate funds internally or externally. The actual 

cost assigned to this capital depends on the nature of the funds being raised. Since 
different forms of capital have different benefits and risks, each has a specific cost. 

This means that a firm must weigh the relative costs and benefits before deciding on 
the best possible mix. 

Capital can be raised internally and externally. A firm‟s net income, if not paid 
out as dividends, can be reinvested in productive operations. This is internal capital, 
reflected in the retained earnings account. External capital comes from outside 

sources: either lenders or credit investors (in the case of debt [loans and bonds] or 
equity investors (for common and preferred stock). We‟ve already noted above that 

interest rates represent the cost of borrowing, and stock prices represent the amount it 
costs to raise an incremental amount of stock. For the purposes of our discussion in 

the rest of this text we shall consider the cost of capital to be a generic weighted 
„„average‟‟ of a firm‟s internal and external costs based on its retained earnings, 

equity and debt (computed on an after-tax basis). This weighted average cost of 
capital (WACC) includes total capital as the sum of debt, equity, and retained 

earnings. 
 

Пояснения к тексту: 
 
productive assets – производственные активы (фонды) 

fixed interest rate – фиксированная процентная ставка 
floating interest rate – плавающая (переменная) процентная ставка 

risk-free interest rate – безрисковая процентная ставка 
risk premium – вознаграждение за принятие риска на себя (надбавка за 

риск) 
tradeoff – зд. соотношение 

LIBOR – ставка Лондонского рынка межбанковских кредитов 
yield curve – кривая доходности 

maturity – срок платежа 
liquidity premium – премия за ликвидность 
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stock price – цена акции, курс акций 
capital gain – зд. прирост курсовой стоимости ценных бумаг 

P/E ratio – отношение цена-доходы 
retained earnings account – счет переноса сальдо 
retained earnings – нераспределенная прибыль 

WACC – средневзвешенная стоимость капитала 
 

 
TIME  VALUE  OF  MONEY 

 
Time value of money, one of the most important tools of finance, is routinely 

used in financial analysis and decision-making. Here we‟ll consider present value and 
future value, the cornerstones of time value of money. The value of money is driven 

by competing forces: its value decreases over time as a result of inflat ion risk and 
liquidity preferences, but it can increase as a result of interest rates. Inflation erodes 

the purchasing value of money over time: as prices rise, each dollar or pound buys 
less. Similarly, liquidity preferences suggest that institutions prefer to hold cash to 

meet unexpected payments. That is, institutions prefer to have cash on hand so that it 
can be invested immediately in productive endeavors or used for emergency 
purposes. In order to induce these institutions to shift into more uncertain (i.e. longer-

term) assets, a premium has to be paid. When interest rates are positive, a sum of 
money invested today will be worth more in the future. By extension, the value of a 

future sum of money will be lower today than in the future. Determining a present 
value (PV, which is today‟s value) or a future value (FV, which is the value at some 

future point) requires three inputs: 
-The cash flow (CF) that is to be paid or received today or in the future. 

-The relevant time horizon. 
-The proper interest rate, discount rate, or cost of capital (the terms are 

interchangeable). We will use the generic cost of debt from our discussion above as 
the discount rate. For a risky company or nation this is, of course, equal to the risk-

free rate and risk premium described earlier. While the equations below look 
somewhat involved, they are intuitively simple and based on the most fundamental 
algebra. Let‟s begin with PV. If we are to receive some cash flow in the future, we 

know that it will be worth less today than tomorrow. This means we must divide (or 
discount) the future CF by the discount rate over the time horizon in question. This 

formula is straightforward and powerful: it reduces the value of a cash flow that we 
expect to receive in the future by the discount rate, meaning we can make decisions 

today using today‟s discounted cash flows. We can expand this basic equation in two 
ways: by adding additional cash flows, and by changing the discounting frequency. 

Each of these will help us when we begin to value investments or projects with 
multiple cash flows over time. In practice the discounting and compounding exercises 

can be performed through financial calculators or spreadsheets with pre-programmed 
functionality; they can also be estimated through standard discounting/compounding 
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tables. However, understanding the logic and intuition of time value of money is very 
important, as the framework is fundamental to many financial decisions. 

 
Пояснения к тексту: 
 

Spreadsheet – зд. Программа табличных расчетов 
 

 
USES  OF  COMMON  AND  PREFERRED  STOCK 

 
A company exists to provide its customers with goods and services while 

simultaneously creating a profitable business that rises in value; this eventually builds 
wealth for the proprietors (owners). The actual ownership structure of a firm can take 

various forms. For instance, a firm can be founded as a sole proprietorship (single 
owner), a partnership (several partners serving as owners), or a corporation (many 

investors serving as owners). The corporate structure provides the greatest amount of 
flexibility, because it allows a firm to raise a much larger amount of capital, it 

provides for continuity over time and it shields the owners from unlimited liability. 
Let‟s explore each of these characteristics before considering the particulars of 
common and preferred stock. 

First, a firm constituted as a corporation can raise a greater amount of capital as 
it will have access to the public capital markets, where the pool of investment capital 

is substantial. Proprietorships and partnerships tend to rely on informal sources of 
funding (e.g. some amount of bank loans, government grants, personal resources), 

meaning capital access is quite restricted. This capital restriction invariably constrains 
growth. Second, a corporation is not identified with a single individual or group since 

it features large and diffuse ownership. In fact, it is intended to exist as a perpetual 
entity over many years. Proprietorships and partnerships do not necessarily provide 

the same continuity: they often rely on a few individuals to guide the business, and 
their outlook may be threatened if such individuals depart or cannot continue their 

dealings. This can ultimately lead to an unwinding of the structure. Third, 
corporations convey the right of limited liability, meaning that owners of a 
corporation‟s shares are not liable for more than the amount invested. Partnerships 

and proprietorships, in contrast, follow the tenet of unlimited liability: owners and 
partners are responsible and liable for debts they incur on behalf of their 

organizations, and must repay claims from personal assets if insufficient funds exist 
within the business. The shortcomings of using the proprietorship and partnership 

structures for any formal, enduring business are quite apparent. Accordingly, firms 
seeking to create a robust and scalable structure generally opt for the corporate form. 

In most national systems a corporation is created through a corporate charter (a 
document detailing the scope and nature of business), which is approved by relevant 

legal and regulatory authorities. A typical corporation features a board of directors, or 
professionals that are set apart from daily operations of the company in order to fairly 
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represent the interests of investors, and an executive management team, which is 
granted authority by the board to manage the daily affairs of the company. The 

issuance of shares proceeds once all approvals have been obtained and the board and 
executive management team are in place. Share issuance is the essential capital-
raising effort that allows a corporation to sell to investors transferable interests 

representing pro-rata ownership of its operations. The proceeds raised through such 
issuance are used to buy productive assets (e.g. plant and equipment), hire 

employees, rent or purchase office space, and so forth. This equity capital becomes a 
permanent form of financing on the company‟s balance sheet, providing a continuous 

source of funds that can be supplemented by future share issuance as needed. Each 
share issued to investors represents an ownership interest in the company, conveying 

a series of legal and rent rights. The legal rights entitle the investor to vote on issues 
of importance to the continuing success of the company and to receive periodic 

audited financial statements. The rent rights (or economic rights) entitle the investor 
to a share in the profits of the company. These profits can be conveyed via dividends 

(i.e. a periodic fixed or discretionary payment) or capital appreciation (i.e. a rise in 
the share price), or both. Shares can be issued as common stock or preferred stock.  

 
Пояснения к тексту: 
 

sole proprietorship – единоличная собственность 
pool – зд. фонд 

tenet – принцип, норма 
discretionary – произвольный 

capital appreciation – повышение стоимости капитала 
 

 
INSTRUMENT  CHARACTERISTICS 

 
Debt comes in many varieties, each with unique characteristics. Now we‟ll 

describe the features of the main types of loans and bonds, with a caveat that many 
other variations exist. We can classify debt instruments by focusing on the liability 
portion of a typical corporate balance sheet. In many accounting regimes liabilities 

are segregated by maturity, ranging from short-term (sub-1 year), to medium-term 
(1–5 years) and long-term (over 5 years); this is consistent with the current- and 

noncurrent liability classification. Each maturity sector features its own types of 
instruments. 

Short-term liabilities include debt obligations that provide a company with 
short-term credit or cash to meet liquidity needs, seasonal cash flow aberrations, or 

emergency payments, or to serve as a temporary „„bridge‟‟ until longer -term 
financing can be arranged. Short-term financing needs are a function of a company‟s 

liquidity position, seasonal supply and demand forces, expected short-term cash 
inflows and outflows, and the perceived need to maintain a buffer for emergency 
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purposes. Medium- and long-term liabilities include obligations that provide funding 
for semi-permanent expansion and investment requirements, such as 

purchase/upgrade of factories or financing of long-term research and development. 
Since this medium/long-term funding covers a multi-year period, it isn‟t intended to 
be drawn and repaid repeatedly. Accordingly, it is best suited for capital 

projects/investments, rather than seasonal or emergency financing. Medium- and 
long-term financing requirements are typically a function of a company‟s expected 

growth plans, economic/industry sector outlook, competitive pressures, customer 
demand, inflation, and interest rates. Each may have a bearing on how much debt is 

required and desirable. Semi-permanent debt financing is often supplemented by the 
external and internal equity financing.  

 
Пояснения к тексту: 

 
caveat – зд. оговорка 

current liability – краткосрочное обязательство 
noncurrent liability – отсроченное обязательство 

aberration – отклонение 
buffer – зд. резервный запас 
 

I. Study the key words chain:    
 

Debt, liability, short-term, seasonal financing, long-term, capital investment. 
 

II. Make up sentences, using the key words chain. 
 

III. Make up a plan of the text, using the key words. 
 

IV. Retell the text. 
 

 
KEY  CHARACTERISTICS 

 

Securities and loans are characterized by a number of key features, all of which 
are negotiated in advance of borrowing. These include deal size, coupon/rate, 

maturity, repayment schedule, placement/borrowing mechanism, optionality, market, 
and seniority. 

-Size: The amount being placed with investors or borrowed from banks or other 
creditors. This can range from less than $1 million to well over $1 billion, depending 

on the borrower, its needs, investor appetite, and market circumstances.  
-Coupon/rate: The specific interest rate being paid for the funds, which is a 

reflection of the borrowing costs discussed above. The coupon may be set in fixed or 
floating rate terms: fixed rates remain unchanged for the life of the financing; floating 
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rates reset periodically, generally every 3, 6, or 12 months, meaning a borrower‟s 
funding cost will change. A company may also issue a zero coupon bond, selling the 

security at a deep discount but paying no interest; the bond redeems at par value (100 
percent) at maturity, meaning the investor earns an „„implied‟‟ interest rate.  

-Maturity: The specific term of the liability. As noted above, the maturity may 

be short-, medium-, or long-term. The decision on optimal maturity depends on a 
company‟s goals (i.e. whether it is attempting to manage liquidity or a capital 

investment program) and overall market conditions (i.e. whether the yield curve is 
relatively flat, suggesting an opportunity to lock-in cheaper long-term funding, or 

very steep, indicating a short-term rollover strategy may be preferable).  
-Repayment schedule: The manner in which the principal amount of the bond or 

loan is to be repaid. Common mechanisms include amortizing repayment (where the 
borrower repays a portion of the principal on every interest payment date, so that 

there is no large principal payment due at maturity), bullet repayment (where the 
borrower makes no principal payment until the final maturity), and balloon 

repayment (where the borrower makes small principal payments for the first few 
years of the borrowing, followed by a large payment at maturity). When bullets or 

balloons are used, lenders/investors may still want the borrower to set aside some 
amount of funds every year to make sure the principal amount can be safely repaid at 
maturity; this is done through a sinking fund, which is a special account created to 

accept and hold periodic principal payments. 
-Placement/borrowing mechanism: The manner in which funds are placed with 

investors or drawn from banks. Bonds can be placed on a public or private placement 
basis. Public bonds are securities registered with regulators that are accompanied by 

detailed information on the issuer (i.e. financial statements and projections) and the 
deal (i.e. terms and conditions). They are often listed on a national exchange, though 

secondary trading tends to occur in the over-the-counter (OTC) market. Private 
placements, in contrast, are exempt from regulatory registration and may not feature 

much disclosure. These deals are designed for sophisticated institutional investors 
that can bear more risk than the average individual investor. Private placements need 

not be listed on an exchange and have limited resaleability, meaning investors 
originally buying the securities often hold them until maturity. 

-Optionality: The inclusion of issuer or investor options in bonds that enhance 

yield or lower funding costs. During some market cycles it can be attractive to float a 
callable bond, or a bond that grants the issuer the right to call (buy back) the bond 

from investors; this option gives investors an enhanced yield. Alternatively, it may be 
wise for a firm to issue a puttable bond, or a bond that gives investors the right to put 

(sell) the bond back to the issuer; this gives the issuer a lower funding cost.  
-Market: The specific marketplace being accessed. This feature is especially 

relevant for bonds, which may be issued in the domestic (onshore) market, where 
funds are raised from resident investors, or the international (offshore, or Euro) 

market, where funds are raised from non-resident investors. The selection of a market 
depends on various factors, including cost (i.e. where a company can borrow on the 
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best terms), availability (i.e. where investors are willing to supply capital), overall 
market conditions (i.e. where market stability (volatility) may attract (repel) capital), 

and regulatory restrictions (i.e. where barriers may impede domestic or offshore 
access). Loans can also be raised in a domestic or offshore setting.  

-Seniority: The priority of the liability regarding claims on the borrower‟s assets. 

We know that the seniority of claims dictates the priority of payments to creditors 
and equity investors should a debtor company declare bankruptcy. Equity investors, 

bearing the first loss, are the most junior in the capital structure, ranking below all 
forms of debt capital. Loans or bonds that are secured by a company‟s assets (such as 

receivables, cash/securities, or hard assets, like plant and equipment) receive first 
repayment priority; in fact, the source of repayment for such secured creditors is the 

very asset being held as collateral. Within the general class of unsecured creditors, 
loans or bonds that are accorded senior status are repaid before those with a junior 

ranking. Because junior creditors are exposed to greater losses (i.e. insufficient funds 
in liquidation to repay junior liabilities at the same level as senior liabilities), the 

return they expect is higher. This treatment is consistent with the general risk/return 
tradeoff we‟ve discussed. The general sequence of seniority, from senior (lowest risk) 

to junior (highest risk) is: 
-Senior, secured (with specific assets used to collateralize the liability). 
-Senior, unsecured. 

-Junior, unsecured. 
-Subordinated. 

-Junior, subordinated. 
When considering the seniority of a transaction and the creation of payment 

priority in default, we can look to historical statistics on recovery rates to see that 
senior, secured creditors receive, on average, 60-80 percent of their capital upon 

default, senior, unsecured creditors may receive 40-60 percent, and the broad class of 
junior creditors as little as 10-30 percent. Priority in the capital structure does, indeed, 

matter. 
 

Пояснения к тексту: 
 
par value – номинальная стоимость 

bullet repayment – единовременное погашение 
sinking fund – фонд погашения задолженности 

OTC market – внебиржевой рынок ценных бумаг 
callable bond – облигация, которую можно выкупить досрочно 

volatility – волатильность, изменчивость 
collateral – залог  

recovery rate – коэффициент возврата 
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KEY  INSTRUMENTS 
 

The key short-term debt instruments (< 1 year) include: 
-Accounts payable: These accounts comprise the general class of trade credit. 

Trade credit serves as a de facto short-term loan, because if a company borrows from 

its suppliers and chooses not to take advantage of a discount by paying within an 
allotted time frame, it begins accruing a finance charge – just as it might under a 

revolving loan facility. Accounts payable can extend out to 360 days, though 
maturities in the 30–180 day sector are more common. 

-Commercial paper (CP) and Euro commercial paper (ECP). These instruments 
are senior, unsecured, discount instruments issued almost exclusively by the very best 

companies. CP/ECP facilities must typically be rated by one or more of the rating 
agencies, and may be supported by bank lines that allow the issuer to replace its 

funding if notes cannot be rolled over at maturity. In the US market CP has  a 
maximum maturity of 270 days (to avoid registration requirements), while in the non- 

US domestic markets and the Euromarkets maturities can extend to 360 days. In 
practice most issuance occurs in the 14-30 day sector, with outstanding notes rolled 

over on each maturity date. Though the instruments can be traded on a secondary 
basis, many investors purchase and hold the securities until maturity, rolling them 
into new issues on a continuous basis. CP and ECP are institutional instruments, with 

minimum denominations of $100,000. 
-Certificates of deposit (CDs): CDs are unsecured, discount or coupon 

instruments issued exclusively by banks; coupon-bearing CDs may have fixed or 
floating coupons. CDs are marketable bank deposits that are routinely traded on a 

secondary basis. CDs can be issued in various currencies in the domestic or offshore 
markets. The instruments have maturities ranging from 1 week to 1 year (though 

certain 1-5 year instruments are also available, and would thus form part of the 
medium-term funding noted below) and are available in both small and large 

denominations (e.g. $1,000 to $100,000+).  
-Repurchase agreements: Repurchase agreements (repos) are a popular form of 

secured financing for securities firms and other financial institutions that deal actively 
in portfolios of government and corporate bonds. Repos are collateralized 
borrowings, where the financial institution sells securities to another party for cash 

(the borrowing), agreeing simultaneously to repurchase them at a future time, which 
can range from overnight to one year; the securities sold serve as collateral against 

the cash loan. Though repos are generally designed to be held until maturity, they can 
be sold in the secondary market, particularly when the underlying collateral is based 

on high-quality government bonds, such as US Treasuries, gilts, or Japanese 
Government Bonds. 

-Short-term loans: Short-term loans, with maturities ranging from 3 to 12 
months, are interest-bearing liabilities used by companies requiring additional 

liquidity. The facilities may be secured or unsecured, fixed or floating rate, and are 
typically of large size (e.g. millions of dollars).  
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The primary medium-term (1-5 year) and long-term (5 years+) debt instruments 
include: 

-Medium-term notes (MTNs) and euro medium-term notes (EMTNs): These 
securities, which can be likened to long-term versions of the CP and ECP described 
above, have become a popular form of financing as they can be launched very 

quickly, from shelf registered programs that require only a minimum amount of 
documentation. MTNs and EMTNs feature maturities ranging from 1 to 30 years, and 

can be structured with fixed or floating rate coupons and callable or puttable features. 
Issues are generally unsecured and can be floated in a variety of currencies. Issuance 

is generally targeted towards institutional investors with minimum denominations of 
$100,000; secondary trading tends to be quite active.  

-Bonds and Eurobonds: Standard fixed and floating rate bonds and Eurobonds 
are similar to MTNs and EMTNs – featuring 1 to 30 year maturities, fixed or floating 

rate coupons, and callable/puttable options – except that the issues are floated on a 
„„one time‟‟ basis rather than through a shelf program. This means registration and 

disclosure are generally required for each new issue (though the Eurobond market has 
less formal standards than many domestic bond markets). Bonds issued by the best 

quality companies are considered high-grade securities; those issued by sub-
investment grade companies form part of the high yield (or junk) bond market. 
Secondary trading in many issues is extremely active. 

-Convertible bonds: Convertibles are hybrid debt/equity instruments that can be 
considered debt or equity, depending on the dominant characteristics of the security 

at any point in time. Convertibles pay a minimum coupon, generally on a fixed rate 
basis, and allow investors the option of converting the bond into common shares if a 

conversion level is reached. Once (or if) converted, the bond is extinguished and 
bondholders become equity investors. The conversion premium, or the level at which 

investors can exchange their bonds for stock, is often set in the range of 15–30 
percent above the market price at launch. This means the company‟s stock has to rise 

by that amount before the investor will convert. Convertibles carry maturities of 1 to 
30 years, and can be issued in the domestic or offshore markets. The securities are 

institutional investments with large minimum denominations and are actively traded 
in the secondary market by both bond and stock investors. 

-Medium- and long-term loans: Medium- and long-term loans, with maturities 

ranging from 1 to 30 years, are interest-bearing liabilities used by companies 
requiring semi-permanent financing. The facilities may be secured or unsecured, 

fixed or floating rate, and are typically of large size. Loans can be structured as 
conventional term loans or revolving credit facilities with multiple 

drawdown/repayment opportunities. As we‟ve noted, principal repayment may be on 
an amortizing, bullet, or balloon basis. Though banks often hold loans until they are 

repaid, there is a growing market for transferable loans, which can be traded by 
institutions in the secondary market. 

-Leases: Leases are liability financing contracts, which, depending on 
accounting convention and product type, may appear on or off the balance sheet. 
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However, even when a lease appears off balance sheet it acts as a form of debt, and 
any reasonable analysis of a company‟s liabilities must incorporate its  effect. A lease 

is a private transaction between the lessor, who owns an underlying asset (e.g. 
computer, factory, airplane), and the lessee, who wishes to use/rent the asset in 
exchange for lease payments. At the end of the lease contract the lessee returns the 

leased asset (though they may be given the option to purchase the asset at a pre-
defined residual value); the asset‟s ownership is never transferred from lessor to 

lessee. The lessee thus obtains „„financing‟‟ from the lessor in exchange for period ic 
payments that are similar to interest payments on a loan. The lessee benefits from not 

having to borrow and make an investment to buy the underlying asset being used; the 
lessor benefits from the tax advantages that accrue from depreciating the asset. A 

lease can be structured as an operating lease or capital lease. The operating lease has 
a maturity of less than five years and is generally cancelable by the lessee; 

maintenance and repairs are the responsibility of the lessor and the contract is 
generally shown off balance sheet. The capital lease, in turn, is a long-term, non-

cancelable, contract, where the lessee is responsible for maintenance and repairs; in 
many jurisdictions the capital lease must be shown directly on the balance sheet. 

Other forms of leases are available, including the sale and leaseback (the lessee sells 
the lessor an asset and then leases it back), and the leveraged lease (the lessor 
borrows to buy the asset, which it then leases to the lessee); each of these has unique 

tax and depreciation features. In addition to the securities noted above, there exists a 
thriving market for structured bonds that are created by combining pools of assets and 

issuing securities to finance the pools. The resulting bonds are not specific to a single 
company or issuer, but serve as a reference to a broader portfolio of borrowers. 

Common securitized bonds include mortgage-backed securities (backed by pools of 
home or commercial mortgages), asset-backed securities (backed by auto loans, 

credit card receivables), and collateralized debt obligations (backed by other bonds 
and loans). 

 
Пояснения к тексту: 

 
accruing – накапливание, нарастание 
CP – коммерческий вексель 

ECP – еврокоммерческий вексель 
CD – зд. депозитный сертификат 

Repo – соглашение о покупке ценных бумаг с последующим выкупом по 
обусловленной цене 

US Treasuries – ценные бумаги казначейства США 
Gilt – первоклассная гарантированная фондовая бумага 

EMTN – среднесрочная евронота 
junk bond market – рынок облигаций без обеспечения 

convertible bond – конвертируемая облигация 
revolving credit facilities – источники возобновляемого кредита 
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transferable loan – обращающийся (переуступаемый) кредит 
lessor – сдающий внаем, лизингодатель 

 lessee – лизингополучатель  
underlying asset – реальный актив 
operating lease – краткосрочный лизинг 

capital lease – долгосрочный лизинг 
leaseback – возвратный лизинг 

leveraged lease – приобретение имущества за счет заемных средств для его 
последующей сдачи в аренду 

mortgage-backed security – ценная бумага, обеспеченная закладной 
asset-backed security – ценная бумага, обеспеченная активами 

 
 

USES  OF  INVESTMENT  FUNDS 
 

We know that an investor buying securities supplies capital in exchange for a 
return. Each individual stock or bond that the investor purchases represents a separate 

exposure to the stock or bond issuer. The investor holds a concentrated position in the 
risk of the issuer, and if something goes wrong – perhaps the issuing company 
sustains large financial losses or even falls into bankruptcy – some amount of 

invested capital may be lost. While the return the investor earns is supposed to 
compensate for such risks, there are times when it may prove insufficient. Naturally, 

many investors are comfortable bearing this „„concentrated‟‟ risk, especially when 
they feel the returns are appropriate. Some, however, are less willing to do so – 

particularly if they feel that they lack the knowledge needed to properly evaluate 
potential risks and returns. In these cases they may prefer allocating capital across 

many stocks or bonds. This spreads the risk: if one of the issuing companies has 
trouble and the others remain sound, the investor continues to earn an acceptable 

return. To facilitate this process investors can use investment funds, or conduits that 
purchase a wide range of securities on behalf of investors. In fact, the market for 

investment funds has grown at a fast pace over the past few decades, and now 
represents several trillion dollars‟ worth of investable assets. The investment fund 
framework involves various parties. Investors provide capital to a portfolio manager, 

who then purchases relevant securities; the returns generated by the underlying 
securities are paid to investors periodically. In exchange for performing the 

management function, the portfolio manager charges a fee. A separate trustee 
oversees the process and ensures safekeeping of securities. Note that once investors 

give capital to the portfolio manager, they have no say in the actual purchase/sale of 
securities in the fund‟s portfolio; the manager has complete discretion to invest as he 

or she sees fit (within the confines of the investment mandate). The only recourse 
available to an investor who disagrees with the investment decisions (or is otherwise 

dissatisfied with a fund‟s performance) is to exit by selling the position in the fund. 
While diversification is perhaps the most important characteristic of many investment 
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funds, the product also features other advantages. Some investors are drawn to funds 
because they provide for continuous, professional management of capital. Seasoned 

portfolio managers constantly monitor the performance of their funds, buying and 
selling securities based on the strategies that they have developed. Investors therefore 
needn‟t depend on their own research skills and monitoring efforts. Funds are also 

efficient transactions. While an investor can create a diversified portfolio by buying a 
large number of individual stocks or bonds, the process can be tedious, time-

consuming, and expensive. Buying shares in a fund that is already based on a desired 
portfolio is much easier. Let‟s note at this stage that certain investment funds are 

created primarily to provide investors with the possibility of enhanced returns – and 
not necessarily to reduce risk through diversification techniques. Some funds 

specialize in particular market sectors (e.g. by industry, country, and so forth) and 
thus take a greater degree of concentrated risk. Other classes of funds often thrive on 

risk: they deliberately assume a great deal of exposure in hopes of creating very large 
returns for investors. These specialized investment funds, known as hedge funds, are 

intended only for the most sophisticated investors – those that can stand to lose a 
significant amount of their capital should markets or positions turn against them.  

 
Пояснения к тексту: 
 

exposure – подвергание (финансовому) риску 
portfolio manager – управляющий инвестициями (брокер, ответственный за 

управление капиталовложениями клиента) 
within the confines of the investment mandate – в пределах инвестиционного 

мандата 
diversified portfolio – диверсифицированный портфель (ценных бумаг) 

hedge fund – хеджевый фонд (инвестиционный фонд, использующий 
технику хеджирования для ограничения риска потерь; обычно имеются в виду 

спекулятивные фонды, использующие производные финансовые инструменты 
и нацеленные на получение максимальной прибыли при любых условиях) 

 
 

THE  ROLE  OF  PARTICIPANTS 

 
Macro-finance, which involves the study of finance at the systemic level, is 

concerned with both participants and marketplaces. We‟ll consider participants here, 
and reinforce the discussion with an overview of marketplaces and financial market 

variables. Both, as we‟ll discover, are integral to a complete understanding of 
finance. The concepts, tools, instruments, and transactions we‟ve discussed form the 

backbone of micro-based finance. They are the essential ingredients that allow 
companies to make decisions about how to optimize their operations and to put in 

motion strategies that lead to the best possible funding, risk management, liquidity, 
and enterprise value solutions. Such micro-level financial concepts and instruments 
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exist because of, and on behalf of, a range of participants. If these participants didn‟t 
exist, or were uninterested in the overarching corporate goals, there would be little 

point in studying finance. And if they didn‟t exist there would be no need to develop 
the tools, products, and transactions we‟ve considered. Fortunately, these participants 
exist, and are able to fill the crucial roles required in creating a financial process. 

Understanding their specific roles is important in gaining a perspective on the macro-
financial framework. More specifically, we are interested in understanding how key 

financial participants rely on financial dealings to conduct their activities, the specific 
functions they play in supporting the financial „„life cycle,‟‟ and the motivations that 

drive them to participate. This framework allows us to tie together many of the 
individual tools, concepts, instruments, and transactions we‟ve already discussed. 

 
I. Study the key words chain: 

 
Macro-finance, a system, micro-finance, a financial participant, a function.  

 
II. Make up sentences, using the key words chain.  

 
III. Make up a plan of the text, using the key words. 

 

IV. Retell the text. 
 

 
KEY  PARTICIPANTS  AND  THEIR  OBJECTIVES 

 
To build the macro-finance picture we need to divide our discussion into three 

broad categories: intermediaries, end-users, and regulators. We can then atomize 
these classifications to gain greater insight into specific roles and responsibilities.  

INTERMEDIARIES 
Our review begins with intermediaries, or institutions that intermediate (stand 

between) those providing and those using capital, those acquiring and those 
purchasing assets, and those transferring and those accepting risks. Though the 
intermediation function might sound rather simple (i.e. matching up two different 

parties), it is actually quite complex; the function in its most developed form features 
product development, risk-taking, and advisory services. To understand the full scope 

of intermediation we consider the different functions that intermediaries perform and 
the types of intermediaries that are active in the financial markets. Let‟s first consider 

the functions that intermediaries, as a group, perform. Though the depth and 
sophistication of these services varies considerably across national systems, 

intermediaries operating in the world‟s most advanced financial sectors are able to 
offer most, if not all, of the services described below. 

-Capital raising and lending: While all services provided by intermediaries may 
be considered important, none is perhaps quite as vital in creating enterprise value as 
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capital raising. Intermediaries arrange capital/loan products every day on behalf of 
clients. In fact, intermediaries are uniquely positioned to provide this essential 

service: they have access to investors and other banks that are willing to supply 
capital, they have rosters of corporate clients that need to raise capital, and they have 
the market knowledge required to properly arrange and execute all manner of fund 

raisings. If intermediaries did not exist to perform this function, individual companies 
would be left trying to raise their own funds in an inefficient, and almost certainly 

more expensive, manner. 
-Trading and liquidity provision: Intermediaries are often active in trading 

securities and other assets, either as agent or principal. When an intermediary acts as 
an agent it simply matches buyers and sellers of securities, taking a small spread as 

commission (but taking no risk itself). When it acts as a principal it assumes risk by 
taking one side of the transaction (e.g. purchasing a security) and then retains the risk, 

hedges the position, or separately arranges an offsetting deal (e.g. selling the security 
it purchased). When acting as a principal the intermediary provides liquidity to the 

market at large. If intermediaries did not perform this function the secondary markets  
for trading of securities and other assets would be far less liquid (if not completely 

illiquid), meaning investors would be unable to quickly sell or rebalance their 
portfolios without suffering significant losses.  

-Corporate finance advice. Intermediaries play a leading role in uncovering and 

arranging such opportunities. They are again uniquely positioned to serve as an 
important advisor in such matters, as they have strong market and industry 

knowledge regarding potential corporate financing opportunities, and they have the 
expertise to evaluate the fair value of any transaction being contemplated. 

Furthermore, they are often able to offer clients a „„package‟‟ that includes corporate 
finance advice and any associated financing that might be required to conclude a deal 

(e.g. advice on a takeover and then a stock issue to finance the takeover). If 
intermediaries did not provide this advice, companies seeking expansion or merger 

opportunities or some other form of restructuring would again be unable to do so 
efficiently. 

-Risk management advice: We have described the importance of risk and the use 
of derivatives and insurance in managing risk. Not surprisingly, since many 
intermediaries are in the business of taking and managing risk, they are well placed to 

provide risk management services to their clients. By analyzing a client‟s financial 
risk picture an intermediary can craft a risk management/hedging program that meets 

stated risk/return and risk transfer goals. In addition, the financial engineering 
capabilities of major intermediaries permit them to offer clients unique, and 

sometimes complex, solutions. Again, if intermediaries did not perform this role 
clients would be forced to analyze, and then manage, their financial and operating 

risks directly; for many this would be costly, inefficient, and potentially inaccurate.  
-Asset management. Some intermediaries focus on creating asset management 

strategies for clients on a customized basis. Others provide similar services to 
investors at large, allowing a broad base of clients to benefit from the intermediary‟s 
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research and portfolio risk management expertise. If intermediaries did not provide 
such asset management functions, client investors would be responsible for 

identifying potential investment opportunities and creating their own investment 
portfolios, which would be a difficult, time-consuming, and potentially expensive 
task for all but the most sophisticated. 

-Custody: The financial business is founded on trust and reputation, and the 
safekeeping of financial assets is a cornerstone of the process. Many intermediaries, 

serving as trusted advisors, provide clients with custody services that include asset 
safekeeping, valuation and reporting, and principal, interest, and dividend collection. 

These services are especially important to institutional clients that have very large 
portfolios of assets and who do not wish to replicate the operational infrastructure 

needed to ensure integrity. Again, if intermediaries did not supply this service, clients 
would be forced to create their own processes, which would be costly. One of the 

recurring themes in our brief descriptions above relates to costs: though 
intermediaries charge fees, premiums, or spreads for the services they provide, any 

attempt by clients to replicate the same services (if even possible) would almost 
certainly come at a much higher price. Accordingly, by providing economically 

rational alternatives, intermediaries indirectly help corporate clients achieve their 
enterprise value maximization goals. With that background in hand, let‟s now 
consider the different types of intermediaries that comprise an advanced financial 

system. 
 

Пояснения к тексту: 
 

roster – перечень, реестр, список 
principal – комитент (лицо, дающее поручение другому лицу, 

комиссионеру, заключить определенную сделку или ряд сделок от имени 
последнего, но за счет комитента) 

derivative – производная ценная бумага, производный (финансовый) 
инструмент, дериватив (финансовый инструмент, стоимость которого зависит 

от цены базового актива, валюты или другого финансового инструмента, напр., 
опцион, фьючерс) 

custody – контроль (над какими-либо капиталовложениями или 

производством) 
 

 
INTERMEDIARIES  OF  AN  ADVANCED  FINANCIAL  SYSTEM 

 
-Commercial banks: Commercial banks are regulated banking institutions that 

accept deposits from retail and institutional customers and use those funds primarily 
to grant commercial and industrial loans and residential mortgages. This is, of course, 

a „„traditional‟‟ banking model that focuses heavily on the creation of credit. 
Commercial banks generally feature clients from across the spectrum: individuals 
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seeking mortgage loans or short-term credits, middle-market companies interested in 
working capital loans, and large companies interested in revolving credit facilities, 

leases, and medium-to-long-term acquisition loans. Though commercial banks may 
also be involved with securities and asset management, such business lines comprise 
a smaller portion of activities. Investment banks/securities firms: Investment banks 

and securities firms are involved primarily in the capital markets business, including 
issuance and trading of securities and corporate finance advisory services. These 

institutions focus heavily on primary issuance of debt and equity securities, along 
with secondary trading and market-making, and maintain extensive client 

relationships in both the retail and institutional sectors so that they can 
distribute/place securities. Within the advisory sector the most sophisticated 

investment banks offer corporate finance advice; they may also act as principals in 
private equity investments in support of such transactions. Some are also active in 

providing hedging services and derivative-based risk management advice. Many 
large investment banks also run asset management units that are involved in creating 

investment funds for retail and institutional investors. Apart from the very largest 
investment banks, however, most offer little in the way of traditional loan products – 

leaving that business to commercial and universal banks and thrifts. 
-Universal banks: Universal banks can be considered a hybrid of the commercial 

and investment bank platforms. These institutions, which are usually constituted as 

very large international financial conglomerates, provide clients with the broadest 
range of financing and advisory products and services. Most are involved with the 

issuance and trading of securities, development and execution of risk management, 
investment management, and corporate finance programs, and extension of shortand 

long-term credit. Major universal banks tend to offer traditional retail banking 
services as well as more exclusive, higher margin, private banking services. 

-Thrifts/building societies: Thrift institutions, also known as savings and loan 
institutions and building societies, are active primarily in the residential mortgage 

market. Thrifts accept retail deposits, mainly from individuals, and use the funds to 
grant residential home mortgages. Though they may provide additional forms of 

credit to individuals and may even grant commercial mortgages to middle-market 
enterprises or property developers, most keep quite a strict focus on the residential 
market. Thrifts can thus be regarded as specialized forms of commercial banks, 

though they may be governed by different rules and regulations to reflect their unique 
retail focus. 

-Insurance companies: Insurance companies provide individual and institutional 
customers with risk transfer advice and policies/products, including the full range of 

insurance contracts. The largest insurers operate on a global basis, insuring risks 
across national boundaries through one or more subsidiaries. Nat ional or local 

insurers, in contrast, concentrate their business within a particular country. Some 
insurers are focused on life and health coverage, others on property and casualty 

coverage, and still others on the entire range of insurable risks. Insurers  may also 
offer customers annuities and other savings/investment products. 
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-Reinsurance companies: Reinsurance companies act as insurers of insurers, 
providing risk transfer coverage to insurers that are writing primary coverage to their 

individual and corporate clients. In fact, reinsurers can be regarded as wholesale 
institutions, as they have no dealings with individual customers on a primary basis; 
their business focus is strictly on the professional insurance market, where they 

provide different classes of reinsurance. Since reinsurers deal at the institutional 
level, they tend to operate with a fairly broad geographic focus, reinsuring risks 

across borders and exposure classes. 
-Bancassurance companies: Bancassurance companies, which are essentially 

combinations of universal banks and insurance companies, offer the broadest mix of 
financial services. Though relatively limited in number, the primary bancassurance 

firms provide the full range of commercial and investment banking services and 
insurance services, generally on a global basis. In order to deal with different forms 

of regulation, bancassurance firms tend to operate through a holding company 
structure where individual corporate entities provide specific types of products and 

services. Thus, one unit may be incorporated as a commercial bank, offering deposits 
and loans, while another unit may be established as a regulated insurer, writing 

insurance coverage.  
What motivates financial intermediaries to provide the products and services 

noted above? We can point to two general objectives: maximization of profits and 

management of risks. Maximization of profits is simply a reiteration of our familiar 
theme: financial intermediaries are constituted as corporations and seek to generate as 

much income for their shareholders as possible, within the confines of their business 
models and risk-taking abilities. Commercial and investment banks, universal banks, 

and insurers are in business to generate fees, premiums, spreads, and commissions, 
and their shareholders will benefit as long as they can offer useful products and 

services. Management of risk is a second key objective. By linking diverse pools of 
clients that have different views and requirements and developing new financial 

products, intermediaries can manage their own risks more effectively. For instance, if 
one firm seeks to raise capital through the issuance of bonds, an investment bank can 

supply the required capital, earning a fee in the process. However, at this stage the 
investment bank still holds the company‟s bonds, meaning it is fully exposed to credit 
risk. By using its investor distribution network or certain derivative contracts it can 

lower its risk profile dramatically – while still locking in some amount of 
profitability. 

 
Пояснения к тексту: 

 
asset management – управление активами 

thrifts – сберегательные учреждения, cберегательные банки, а также ссудо-
сберегательные ассоциации [savings and loan association ], большая часть 

капитала которых, в отличие от коммерческих банков, составлена из денег 
вкладчиков на их текущих и сберегательных счетах 
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annuity – соглашение или контракт, по которому физическое лицо 
(аннуитент) с помощью внесения единовременного или ряда периодических 

платежей приобретает право регулярно получать равные платежи в течение 
определенного периода или пожизненно; многие формы страхования основаны 
на этом принципе, в частности, пенсионное страхование 

 
 

END-USERS 
 

If intermediaries symbolize the supply of financial services, then end-users 
represent the demand for those services. To consider the demand side of the equation, 

we describe major classes of end-users and the kinds of financial transactions they are 
most likely to be involved in.  

-Industrial and service companies: Industrial and service companies represent 
the key corporate sector that is so vital in defining demand for financial services. 

Large capitalization and middle-market companies from virtually all sectors (e.g. 
technology, automotive, energy, pharmaceuticals, consumer goods, and so on) rely on 

access to financial services to manage their business affairs. These companies 
regularly borrow funds from commercial/universal banks and issue debt/equity 
securities via investment banks in order to fund their expansion plans; the significant 

amount of capital financing companies require is a key source of primary and 
secondary activity for intermediaries, and also allows the investment demand of 

investors (noted immediately following) to be met. Large firms are often active users 
of M&A and risk advisory/hedging services; this allows them to efficiently 

incorporate acquisition, spin-off, or other corporate restructurings into their strategic 
plans, and to hedge or transfer financial and operating risks via derivatives and 

insurance. Companies often „„outsource‟‟ their retirement benefit programs to 
intermediaries offering professional asset management capabilities as well. 

Obviously, if these corporate end-users did not borrow funds or issue securities, the 
global financial markets would be considerably smaller; similarly, if they didn‟t avail 

themselves of M&A services, expansion or restructuring opportunities would be 
limited. 

-Institutional/professional investors: Institutional investors, which we may 

define to include open- and closed-end funds, hedge funds, pension funds, as well as 
the investment or trust operations of insurance companies and banks, are significant 

users of specific types of financial services, including primary and secondary 
investments and risk management services. Institutional investors are the single 

largest group of capital providers in the financial system. They routinely absorb the 
greatest amount of debt and equity capital securities issued on a primary basis, and 

are also active buyers and sellers of securities on a secondary basis. In recent years 
they have also become important players in the secondary loan market, buying 

portions of loans originated by banks for their clients. The intent of all of these asset 
purchases is, of course, to generate returns for their own clients, including other 
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institutional investors, individual investors, and pensioners. If institutional investors 
didn‟t provide capital to the financial system, corporate end-users (as well as 

financial institutions) would be unable to fund their balance sheets appropriately. In 
addition to acquiring capital instruments institutional investors often use risk 
management solutions and products developed by intermediaries in order to hedge or 

augment particular risk exposures. 
-Sovereigns and government agencies: Governments are important borrowers in 

the debt market and they are periodically active in the corporate finance market 
through privatization of state-owned assets. Governments and their central banks 

regularly issue securities to meet various goals. For instance, they may issue short-
term securities (e.g. treasury bills) to meet liquidity needs and help manage aspects of 

monetary policy. They may also issue medium- and long-term securities: since 
nations may have significant expense and investment programs that cannot be 

adequately funded with tax-based revenues, they may be required to issue medium- 
or long-term securities. In practice most governments use intermediaries to raise 

capital; though many could issue directly to investors, the use of intermediaries (so 
called primary dealers) is an efficient and effective distribution mechanism. 

Government agencies are also periodic sellers of state-owned assets that they wish to 
place into the private sector. Intermediaries may conduct private or public sales of 
these assets in order to help an agency maximize value.  

-Individuals: We have deliberately excluded discussion of individuals in the 
financial process in order to maintain our corporate focus. It is clear, however, that 

individuals are an important element of the marketplace, acting as small-scale 
investors and borrowers. Though each transaction arranged by a single customer may 

appear small, the collective portfolio of transactions across all individuals can quickly 
become very significant – meaning that individuals are an influential market force. 

Individuals invest in debt and equity securities and investment fund shares via their 
savings and retirement accounts. If individuals didn‟t participate, capital issuers and 

borrowers would face periodic capital supply shortages and/or would place excessive 
demands on the institutional investor base. Individuals are also active in the risk 

management area, primarily through health, home, auto, and/or life insurance policies 
that transfer unwanted risks to the insurance sector. They are also frequent borrowers 
through consumer/credit card debt and home mortgages. 

What motivates end-users to participate in the financial marketplace? First, end-
users need capital in order to fund public (government) or private (corporate) 

operations or, at an individual level, to make significant purchases (e.g. homes, 
automobiles). Access to this supply of capital is essential, and can only be gained by 

tapping into the financial marketplace. In fact, if end-users were unable to access the 
capital and loan markets, their ability to grow would be severely curtailed. Second, 

end-users that have an excess of capital to invest require access to conduits that 
provide the opportunity of creating real returns. Simply put, it would be impossible 

for this base of end-users to generate profits on their resources if they were unable to 
access capital instruments. Third, end-users want to be able to efficiently manage 
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their risks. This, as we have noted, can be accomplished by using a professional risk 
transfer mechanism, where the benefits of diversification can lead to lower premiums 

and fees. 
 
Пояснения к тексту: 

 
to augment – увеличивать(ся), прибавлять(ся) 

primary dealer – первичный дилер: дилер, имеющий право на 
осуществление операций по первичному размещению государственных ценных 

бумаг, т. е. на совершение прямых сделок по государственным ценным бумагам 
с центральным банком и казначейством 

 
 

REGULATORS 
 

Those dealing in the financial marketplace cannot generally do so without some 
level of guidance and oversight from government related regulators. Most modern 

financial systems have some type of regulatory „„watchdog‟‟ to keep an eye on 
activities. The intent, in virtually all cases, is to provide end-users with an appropriate 
level of protection so that they don‟t become victims of unintentional losses or fraud. 

The most effective and efficient way of providing end-user protection is to set 
minimum standards for those supplying financial services. A regulator has greater 

confidence that the end-user, whether an individual or an institution, will be properly 
protected if this can be accomplished successfully. Standards may relate to the 

minimum required financial position/strength of an institution supplying services, the 
minimum level of disclosure that must accompany deals or offerings, or the 

maximum amount that can be charged for specific services. The national regulatory 
system can be arranged in different ways, depending on the depth and breadth of the 

local financial services base. In the most advanced systems, however, we can point to 
at least three classes of regulatory oversight: 

-Bank regulator: The bank regulator, which may be associated with the 
country‟s central bank, is responsible for ensuring that all financial institutions in the 
local system (either domestic institutions or domestic branches of foreign institutions) 

operate in a prudent manner by maintaining a minimum level of capital and reserves, 
minimum standards of asset quality, and maximum amount of leverage. The bank 

regulator may also require banking institutions to contribute to an insurance fund that 
provides depositors with protection against losses. Some countries feature regulators 

for individual segments of the banking sector. Thus, one body may be responsible for 
regulating commercial banks, another for regulating thrifts/building societies, and 

still another for reviewing non-bank financial institutions (e.g. consumer finance 
companies, leasing companies).  

-Insurance regulator: The insurance regulator may operate at a state/provincial 
level, a national level, or both. The insurance regulator reviews the skills and 
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capabilities of insurers writing specific classes of insurance and ensures that all 
participating firms maintain a minimum level of statutory reserves/capital. It also 

makes certain that insurers conduct their dealings with policyholders in a fair and 
equitable manner when settling loss claims. 

-Securities/exchange regulator: The securities or exchange regulator, which may 

again have some relationship to a country‟s central bank, is typically charged with 
overseeing the financial soundness and operations of local stock and/or derivative 

exchanges. The intent is to make sure that market-making, trading, execution, and 
settlement occur in a transparent and orderly fashion so that investors (especially 

individuals) are adequately protected. Securities regulators are often responsible for 
establishing minimum levels of disclosure for stock and bond issues that are to be 

floated in the public markets, and may also be responsible for the activities of 
investment banks and securities firms, helping ensure that they remain properly 

capitalized and keep leverage at prudent levels. In some countries, such as the UK, 
bank and securities regulators are combined under a single umbrella. Regardless of 

the specific structural organization, regulators are critical in ensuring that 
intermediaries (and marketplaces for intermediation) adhere to minimum standards of 

financial and professional conduct so that end-users are not prejudiced or financially 
damaged. 

 

Пояснения к тексту: 
 

Fraud – обман, мошенничество 
Leverage – левередж, рычаг (использование заемных средств для 

финансирования деятельности компании или конкретного инвестиционного 
проекта; характеризуется соотношением заемного и собственного капитала), 

увеличение дохода или стоимости без увеличения капиталовложений 
Statutory reserves –  резервы, установленные законом; узаконенные резервы 

Policyholder – застрахованное лицо, держатель страхового полиса 
Prejudiced – зд. потерпевший ущерб 

 
I. Study the key words chain:    

 

Regulatory system, a standard, protection, a bank regulator, an insurance regulator, a 
securities regulator. 

 
II. Make up sentences, using the key words chain.  

 
III. Make up a plan of the text, using the key words. 

 
IV. Retell the text. 



 

42 

Список использованной литературы: 

 

1. Голованев, В. В. Английский для экономистов : учеб. пособие для 
студентов вузов / В. В. Голованев. – Минск : Тетрасистемс, 2005. – 144 с. 

 

2. Мэскалл, Б. Ключевые слова в бизнесе : пособие по английскому языку / Б. 
Мэскалл ; русское предисл. Т. Б. Назаровой. – Москва : ООО 

«Издательство Астрель» : ООО «Издательство АСТ», 2002. – 224 с. 
 

3. Романова, Л. И. Английская лексика в тестах, / Л. И. Романова. – 2-е изд. – 
Москва : Айрис-пресс, 2004. – 336 с. 

 
4. Banks, E. The Financial Lexicon / E. Banks. – London : PalgraveMacmillan, 

2005. 
 

5. Fridson, M. Financial Statement Analysis, 2
nd

 edition / M. Fridson. – NewYork : 
John Wiley&Sons, 1995. 

 
6. Hill, L. A. Stories for Reading Comprehension / L. А. Hill. – Longman, 2002. 
 

7. Levich, R. International Financial Markets: Prices and Policies, 2
nd

 edition /     
R. Levich. – New York : McGraw-Hill, 2001. 

 
8. MacKenzie, I. English for business studies / I. MacKenzie. – Cambridge 

University Press, 2002. 
 

9. Saunders, A. Financial Institutions and Markets, 2
nd

 edition / A. Saunders. – 
New York : McGraw-Hill, 2003. 

 
10. White, G. The Analysis and Use of Financial Statements / G. White, A. Sondhi, 

D. Fried. – New York: JohnWiley&Sons, 1994. 


