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THE TERMS AND CATEGORIES
Accelerated Depreciation: see Depreciation

Account — A record in which the changes for a balance sheet or income
statement item are recorded.

Accounting Income — Income measured according to accounting prin-
ciples. Contrast with Taxable Income.

Accounting Period — A given time period in the life of an operating enter-
prise for which the principal financial statements are prepared (e.g., the in-
come statement). Financial statements may be prepared at weekly, monthly,
quarterly or annual intervals; they record and summarize the results of an
enterprise's operations over that period. In the case of all enterprises it is
standard practice to issue statements at least annually; the most customary
accounting period is therefore one year.

Accounting Price — A price used for accounting purposes (i.e., not a market
price). Often used synonymously with shadow price.

Accounting Principles — The set of basic rules and guidelines by which
accounting practice is governed. In the United States and most developing

countries, these are referred to as generally accepted accounting principles
(GAAP).

Accounts Payable — Amounts outstanding to suppliers for the purchase of
goods or services on credit. Appears on the balance sheet of an enterprise as
a current liability i.e., due within less man one year.

Accounts Receivable — Amounts owed to an enterprise by its customers for
the purchase of goods or services provided on credit. Appears on the bal-
ance sheet of the enterprise as a current asset.

Accrual Accounting — Requires that revenues be recorded in financial
statements for the period in which they are earned (or realized) and that
expenses be recorded in the period incurred, regardless of whether the cor-
responding cost transaction took place previously or subsequently. Accrual
basis accounting contrasts with cash accounting, which records transactions
only when cash payments are actually made. In most independent revenue-
producing entities, accounting is done on the accrual basis. In some small
businesses and in government, however, cash accounting is used. Govern-
ment enterprises normally follow the accrual principle.

Accrued Expense — Another term for Accrued liability. Note that this is a
liability account, not an expense account.

Accrued Liability — A liability that arises because an expense occurs in a
period prior to the related cash payment. Example: accrued wages payable.



Accumulated Depreciation — The cumulative amount of depreciation
charged against fixed assets over a series of accounting periods. Accumulated
depreciation appears on the asset side of the balance sheet immediately below
fixed assets from which amount it is subtracted to give net fixed assets.

Acid Test — A ratio of the total of cash, receivables and marketable securi-
ties to total current liabilities. Sometimes referred to as the "quick ratio," it
is one measure of an enterprise's liquidity, that is to say of the ability of the
enterprise to meet claims (current liabilities) from its quick assets. By ex-
cluding inventories from current assets, the acid test is a more stringent test
of enterprise liquidity than the current ratio.

Adjusting Entry — An entry changing the original final figures is the balance
sheet to show correctly receipts and expenses for the accounting period.

Advances From Customers — A liability account showing the amount due
customers who have paid for goods or services in advance of their delivery.
Sometimes called Deferred revenue or Precollected revenue.

Allocative Efficiency — Efficiency resulting from more productive and rea-
sonable use of resources which are freely reallocated to dynamic sectors of
the economy at the expense of declining sectors with low profitability.

Allowance for Doubtful Accounts — The amount of estimated bad debts
that is included in accounts receivable. This amount is subtracted from ac-
counts receivable on the balance sheet.

Amortization — The gradual writing off of an intangible asset such as
goodwill or royalties and patent. The same term in a different sense also
refers to the repayment of debt periodically during debt service schedule.
The write-down of insurance or bond premiums may also be referred to as
amortization. Depreciation conceptually is a form of amortization applied to
the write-down of fixed assets, and the term amortization (literally “to kill”’)
is used also for depreciation in Romance languages.

Annuity — A series, or one of a series, of equal payments due at regular
intervals. Originally this term meant payments due at intervals of one year,
but may now apply to intervals of any length, e.g., quarterly, monthly, etc.
Common types of annuities are insurance premiums, real estate rental pay-
ments, and pensions.

Appreciation — A rise in the value of an asset the opposite of which is de-
preciation. An asset may appreciate in value because its priece and hence its
market value has risen because of inflation or a change in demand for the
asset which leads to increased scarcity value (see Currency Appreciation).

Arm's Length Price — Price between corporations under fully competitive
conditions (the opposite to transfer price).



Arm's Length Transaction — A transaction between independent entities
(enterprises) (see Arm's Length Price).

Asset Acquisition — Means of effecting a buy-out by purchase of certain
desired assets rather than shares of the target company.

Assets — Items such as cash, accounts receivable, goods in inventory and
fixed assets and other property owned by the enterprise. There are basically
three kinds of assets: (i) Current Assets, which consist of cash and items
expected to be converted into cash in the reasonably near future (usually
less than one year); (ii) Fixed Assets, which, on the other hand, are durable
items of relatively long life to be used by the enterprise in the production of
goods and services rather than held for fairly prompt resale. Property, plant
and equipment, together with land are the most common fixed assets; (iii)
thirdly, there are Other Assets, which include Intangible Assets such as pa-
tents and trademarks having no physical existence but of value to the enter-
prise, investments in other companies or in long-term securities, deferred
expenses, such as start-up expenses for a new project to be charged over
several accounting periods, and miscellaneous other assets peculiar to par-
ticular types of enterprise and must be of measurable value.

Auditing — A review of accounting records by independent, outside public
accountants.

Authorized Stock (Authorized Share Capital) — The total number of
shares of stock that a corporation is permitted to issue. The total number
actually issued is usually a smaller amount.

Available for Sale — The sum of beginning inventory and purchases during
the period.

Average Collection Period — The average speed (normally expressed in
number of days) in which a company collects its receivables.

Average Cost — Total cost of producing a given output divided by the num-
ber of units of output; it can also be calculated as the sum of average fixed
costs and average variable costs. Also called cost per unit, total average
cost, unit cost.

Average Cost Method — Finding cost of sales by taking the average cost
per unit of the beginning inventory plus purchases.

Bad Debt Expense — The estimated amount of bad debts applicable to an
accounting period.

Bad Debts — Estimated amount of receivables that will never be collected.

Balance Sheet — In practice, an enterprises's financial situation is constantly
changing as operations continue. However, in order to give a representative



picture at regular intervals (and at least once a year), it is assumed that op-
erations come momentarily to a standstill and a balance sheet is compiled
on a particular day. The balance sheet normally lists the assets of the enter-
prise in one column (left in the U.S., right in U.K. and its liabilities and
owners' equity on the opposite side. These two columns are always in bal-
ance, therefore the accounting equation: Assets - Liabilities + Owners' Equi-
ty must always hold true.

Balloon Loan — A loan repayment scheme, under which the last repayment
is larger than the previous repayments. In some cases, the term is used to
refer to a scheme, under which the whole loan is repaid at maturity.

Bankruptcy — A situation of a company whose liabilities exceed its assets
where a legal petition has been filed and accepted under the bankruptcy law.
A bankruptcy petition may be filed to a court of law by the debtor or by his
creditors requesting a receiving order. If the court declares the debtor bank-
rupt, the debtor's assets are then realized and distributed among his creditors
either by the receiver or by a trustee.

Barriers to Entry — Economic or technical factors that prevent or make it
difficult for new firms from entering a market or industry and competing
with existing suppliers. Absolute cost advantage of an established firm, ex-
istence of economies of scale, product differentiation, and collusion on pric-
ing and restrictive practices can raise the cost of entry and may exclude
newcomers. Barriers to entry may allow established firms to charge prices
higher than the level they would obtain in the absence of these barriers (see
Freedom of Entry).

Bases of Comparison — Data on the basis of which comparison analysis is
conducted. Comparison can be made with the performance for the previous
period, with other economic entities or with generally accepted rates.

Bearer Security — A security that can be sold between owners without reg-
istration with the company issuing the security (see Registered Security).

Bid (Price) — The price offered for a security or commodity by a prospec-
tive buyer.

Bilateral Monopoly — A market in which a monopoly (a single seller) is
confronted with a monopsony (a single buyer). Given these circumstances,
the determination of price and output will be uncertain and will be affected
by the interdependence of the monopoly and monopsony.

Black Economy — Underground economic activity which is not declared for
taxation purposes and not included in official statistics. By definition im-
possible to measure accurately, the black economy is probably mostly con-
centrated in personal services and repair work carried ; out by the self-



employed. It should not be confused with a black market which is illicit
trade in goods in most cases produced legitimately.

Black Market — A situation in which goods or currencies.are sold illegally
at prices juid rates that violate considerably the government price ceiling.

Bond - Fixed interest, long-term corporate or government securities issued
under formal legal procedure. Bonds usually pay interest at regular intervals
(generally semi-annually) on the outstanding balance until fully repaid.

Bond Rating — Method of evaluating the possibility of default by a bond
issues. Standard & Poor's Moody's Investors Service, and Fitch's Investors
Service analyze the financial strength of each bond's issuer, whether a cor-
poration or a government body. Their ratings range from AAA (highly un-
likely to default) to D (in default). Institutions that invest other people's
money may not under most state laws buy Bonds rated B or below.

Bond Ratio — Leverage ratio measuring the percentage of a company's ca-
pitalization represented by bonds. It is calculated by dividing the total bonds
due after one year by the same figure plus all equity. A bond ratio over 33%
indicates high leverage - except in utilities, where higher bond ratios are
normal (see also Debt-Equity Ratio, Leverage).

Bonus Shares — Shares issued to existing shareholders without further
payment on their part, usually in place of a cash dividend payment; also
may be called a scrip issue, a capitalization issue or a stock dividend. They
are a means by which retained earnings are transferred into the capital stock
of the enterprise.

Book Value — The net amount at which an asset appears on the books of
account. Usually cost less accumulated depreciation.

Book Value of a Fixed Asset — The monetary worth of a fixed asset at a
particular point in time as stated in the balance sheet. It usually represents
the acquisition cost less accumulated depreciation.

Book Value (of shares) — The value of owners' equity (paid-in-share capital
plus retained earnings) per share of common stock. This value is the total
balance sheet amount of owners' equity at a given point in time divided by
the number of shares outstanding. It is neither the share par value, nor the
share market price paid initially, nor the amount that would be realized in
liquidation of the enterprise.

Break-Even Point (BEP) — It is that volume or level of operation at which
total revenues and total costs are equal, the point at which there are neither
profits nor losses. Break-even analysis (or cost-volume-profit analysis) is an
analytical technique for studying the relationship between costs and reve-



nues at different levels of production and is thus a very useful tool in project
preparation and analysis and for project management. The profit break-even
point is expressed as the volume of sales required to cover all operating
expenses), including depreciation; the "cash" break-even point can be ob-
tained by substituting loan amortization (repayment) for depreciation.

Business Finance — The provision of money for commercial use. The capi-
tal requirements of company may be divided into short and long term. The
main sources of short and long term capital can be subdivided into internal
and external. Main institutional sources of business finance are commercial
banks, credit unions, savings and loan associations, factoring companies,
discount houses, finance houses, and investment banks. Pension funds and
insurance companies hold a large amount of all quoted securities.

Business Plan — Document prepared by buy-out managers, possibly in con-
junction with their professional advisers, for potential financial hardness
detailing the past, present and intended future of the proposed buy-out. . It
will contain a thorough analysis of the managerial, physical, labor, product
and financial resources of the target plus the background of the company,
and its previous trading record and its current market position. The Business
Plan will contain detailed profit, balance sheet and cash flow projects for
one to three years ahead and less detailed information into the longer term.
The Business Plan will have crystallized and focused the buy-out team's
ideas. It will explain their strategies, set objectives and be used to monitor
their subsequent performance.

Buy-Back — Where managers of the firm institute a program to repurchase a
proportion of the company's shares. Such a move has to be approved by
shareholders. It may be undertaken in respect of a quoted company as a
means of take-over defence or alternatively used as a buy-out exit route by
institutional investors (see also Treasury Stock).

By-product — A joint product from a process designed for the production of
some other product. It is a normal outcome of the production process and
cannot be avoided. By products are allocated a share of joint costs such that
the expected gain or loss upon their sale is zero.

Calendar Year — The year that ends on the last day of the calendar, De-
cember 31. The accounting period for many entities is the calendar year, but
some use the Natural business year.

Call — An unpaid portion of the price of a share. This may arise when an
applicant for a new share issue pays only part of the price of the share on
application and the remainder on allotment or when the issued shares of a
company are not fully paid up (see Paid-in Capital).



Call Option — A contract giving a right to buy shares from the dealer mak-
ing the contract at the price ruling at the time within a specified future period,
usually three months. Call options carry a COMMISSION to the dealer on the
price of the shares traded. The opposite of put option (see Option).

Called-Up (Share) Capital — British terminology for paid-in share capital.

Capital — The total funds provided by lenders in the form of term loans
(borrowed capital) and by owners or shareholders (owners' equity) for use
in the business. Referred to in financial ratios as capitalization.

Capital Asset Pricing Model (CAPM) — A mathematical model that at-
tempts to explain how securities should be priced, based on their relative
riskiness in combination with the return on risk-free assets, (relationship of
expected risk and return). The model is based on the assumption, that inves-
tors require higher return on higher risk (risk premium).

Capital Base — Total capital of an organization, i.e. capital plus capital re-
serves (see Capital Reserves).

Capital Budgeting — The process of choosing investment projects for a
company by considering the present value of future cash flows and deciding
how to raise funds required by the investment. Actual and planned cash
flows and capital expenditures are compared in this process.

Capital Gains — Appreciation in the value of owners' equity arising from
the reinvestment of retained earnings. This may be realized in the increased
market value of shares rather than in the form of dividends received. Capital
gains may also be realized from the sale of non-producing assets such as
land, which have increased in value due to speculation or scarcity.

Capital Goods — Means of production (plant and equipment).

Capital-Intensive — Characterize a company that has a large capital in-
vestment in relation to its sales revenue.

Capital Issue — Issue of securities to finance capital outlays.

Capital Lease — An item the entity controls by a lease agreement that ex-
tends over almost the whole life of the item. A capital lease is an asset.

Capital Loss — Amount by which the proceeds from the sale of a capital
asset are less than the cost of acquiring it (see Tax Loss Carryback, Carrry-
forward).

Capital Market — The market for buying and selling medium- and long-
term loanable funds, in the forms of bonds, mortgages and the like. Unlike
the money market, where short-term funds are traded, the capital market
tends to center on well-organized institutions such as the stock exchanges.



Most commonly term loans for a year or more are obtained at the capital
market and loans for less than a year at the money market. Thus capital
market loans are generally used by business, financial institutions and gov-
ernments to buy capital goods whereas money-market loans generally fill a
temporary need for working capital (seec Money Market).

Capital Reserves — That portion of the owners' equity that is neither paid-in
capital nor retained earnings, consisting of such items as: (a) payments by
shareholders in excess of par value for new shares issued, (b) revaluation sur-
plus, and (c) bonus shares, value transferred to capital from retained earnings.

Capital Structure — Corporation's financial framework, including long-
term debt, preferred stock and net worth. It is distinguished from financial
structure, which includes additional sources of capital such as short-term
debt, accounts payable, and other liabilities (see Debt-Equity Ratio).

Capitalization — Total authorized par value of the stocks and bonds of a
corporation (see Capital)

Capitalize — To record expenditures as an asset, rather than as a current
expense, the asset then to be expensed in a future period when the corres-
ponding revenue (benefit) will be realized.

Capital Stock — A balance sheet account showing the amount that the
shareholder contributed in exchange for stock. This plus retained earnings
equals equities in a corporation (see Equity Capital)

Capital Turnover — A ratio obtained by dividing annual sales by the
amount of permanent capital.

Carryback, Carryforward: see Tax Loss Carryback, Carryforward
Carryover: see Tax Loss Carryback, Carryforward
Cash — Money, negotiable money orders and checks-classified as a current asset.

Cash Basis Accounting — A method of recording accounting transactions
only when cash receipts or expenditures occur, as distinguished from ac-
crual accounting.

Cashflow — 1. Cash receipts minus disbursements to or from a firm for a
given period. Expenditure is sometimes referred to as a negative cash flow.
The gross cash flow of a firm is the gross profit plus depreciation provisions
in any trading period. The net cash flow is retained earnings and deprecia-
tion provisions before or after tax. Net cash flows of a project are usually
defined as those arising after taxes have been paid, expenditure on mainten-
ance and repairs carried out, any necessary adjustment made to working capi-
tal, and account is taken of any residual value of assets at the end of a particu-
lar project's life or other miscellaneous income accruing to the project or
business. Cash flow for a period is shown in funds (cash) flow statement.



2. In a larger financial sense, an analysis of all the changes that affect the
cash account during an accounting period. Cash flows from operations is
one factor in a breakdown usually shown as sources of cash and uses of
cash. When more cash come in than goes out, we speak of a positive cash
flow; the opposite is negative cash flows. Companies with assets well in
excess of liabilities may nevertheless go bankrupt because they cannot gen-
erate enough cash to meet current obligation.

Cash Flow Statement — A financial statement reporting the sources and
uses of cash during an accounting period (see Cash Flows, Funds Flow
Statement).

Cash-In-Bank — The balance of money on deposit with a bank, available
for unconditional withdrawal.

Cash Ratio — The proportion of a firm's current liabilities that are ac-
counted for by cash in hand, including bank deposits and payments due
from customers.

Certificate of Deposit (CD) — Certificate issued by a bank as evidence of
an interest-bearing time deposit. CDs are securities which are purchased for
less than their face value, which is the bank's promise to repay the deposit
and offer a yield to maturity. In the inter-bank market, there is a secondary
market in CDs. CDs were first issued by US banks in 1961 (in 1966 in the
Euromarket); maturity is usually from 3 months to 5 years.

Certificate of Incorporation — A document issued by the registrar of com-
panies certifying the legal existence of a company after certain legal re-
quirements for registration have been met.

Check (Cheque) — An order written by the drawer upon a bank or banking
house purporting to be drawn upon a deposit of funds for the payment at all
events of a certain sum of money to a certain person therein named or to
him or his order or to bearer and payable instantly on demand. Checks can-
not be withdrawn and need not to be accepted. Checks need not be dated,
although they usually are.

CIF (Cost, Insurance and Freight) — A term indicating that the quoted
price of an object of sale or purchase includes charges for handling, insur-
ance and freight up to delivery to an overseas port, that is, overseas with
reference to country of origin. The name of the delivery port is usually spe-
cified, hence. CIF Bombay or CIF Lagos.

Claim — Amount owed to creditors or others who have provided money or
have extended credit to a business.

Claw-Back Provisions — Clauses in the sale agreement which give the ven-
dor the right to receive a proportion of subsequent gains on, for example,



property disposal. As with price ratchet, earn-out and equity stub (see be-
low) this is a mechanism to protect vendor shareholders from the transfer of
assets into the buy-out at less than their fair value when an undervaluation
may only become apparent at a later date.

Closed Economy — A national economy that does not have trading or fi-
nancial relationship with the rest of the world, as opposed to open economy,
in which a high proportion of output is absorbed by exports and similarly
domestic expenditure by imports.

Closed-End (Investment) Fund, Company (CEIC) — U.S. term for an
investment company with a fixed number of shares outstanding. The shares
represent an interest in the fund's portfolio. New shares may hot be issued
(see Investment Company Fund).

Closing Entries — Journal entries that transfer the balance sin revenue and
expense accounts for a period to owners' equity.

Collateral — Real or personal property pledged as part or full security gua-
ranteeing repayment of the loan; An asset pledged as security for a loan.

Commodity — In general usage, a primary product such as coffee, cotton
and rubber. In economic theory, commodities are marketable items pro-
duced to satisfy wants. Commodities may be either goods, which are tangi-
ble, or services, which are intangible.

Commodity Exchange — An organized market in which commodities are
bought and sold. Physical exchange of commodities is not necessary; only
ownership rights need be.

The market not only enables commodities to be sold spot (immediate or
short delivery time) or for delivery at some specified time and place, but it
also includes a market in futures.

Common Stock — U.S. (Ordinary Shares-U.K.) — Stock whose owners are
not entitled to preferential treatment with regard to dividends or to the dis-
tribution of assets in die event of liquidation. Its book value is not related to
its market value. The portion of a paid-in share capital of an enterprise
representing the lowest class of claims on its income and assets after consi-
dering all claims of creditors and the rights attached to preferred shares, if
any.

Company (U.K.) — Usually a joint stock company is meant which is a legal
entity and is established for commercial or production activities with its
capital divided into shares (stocks) owned by shareholders. Shareholders
control the activities of a company and have the right to vote at the annual
shareholders' meeting to elect the Board of Directors who are responsible



for every day management of the company (see Limited Liability, Private
Company; Public Company).

Company Law — The law regulates the establishment and conduct of in-
corporated business enterprises. Compared with the sole proprietor and the
partnership, incorporation confers advantages for financing and taxation, in
addition to limited liability where appropriate.

Competition Policy — A set of government measures aiming to stimulate
competition and protect consumers against monopoly. The measures of
competition policy include (a) control of anticompetitive acts, such as pre-
datory pricing, (b) control of dominant firms by regulation, (c) control of
mergers and acquisitions to prevent industries becoming monopolized.

Compound Interest — Interest earned on principal plus interest that was
earned earlier. If 100 roubles is deposited in a bank account at 10%, the
deposition will be credited with 110 roubles at the end of the first year and
121 roubles at the end of the second year. That extra 1 rouble, which was
earned on the 10 roubles interest from the first year is the compound inter-
est. This example involves interest compounded annually; interest can also
be compounded on a daily, quarterly, half-yearly, or other basis.

Concentration — The extent to which a few firms account for a high pro-
portions of sales or another dimension of economic importance in an indus-
try. Concentration is said to be high, for instance, if 85 percent of industry
sales is accounted for by four firms. Industry concentration, which is meas-
ured by the concentration ratio, is key element in market structure and an
important determinant of nature and performance of competition. The ex-
treme cases for concentration are monopoly, in which there is a single sel-
ler, monopsony, in which there is a single buyer. Most markets in developed
countries have the characteristics of oligopoly and monopolistic competition
(see Concentration Ratio).

Concentration Ratio — The ratio calculated to show the fraction of an in-
dustry dominated by a small number of large firms. Many ratios may be
calculated, for example, based on turnover, employment, and capital em-
ployed. There is a comprehensive index, the Herfindahl index, which is given
by the sum of squares of the market shares of each firm in the industry.

Conservatism (Concept) — Conservatism constrains accountants from
overestimating income and underestimating potential losses, and also from
overestimating the value of assets and underestimating liabilities. Conser-
vatism may be illustrated by the premise “record no gains till actually rea-
lized, but record losses as soon as recognized”. Conservatism, however,
does not accept the accumulation of secret or hidden reserves in the form of



exaggerated expenses. Carried to extreme, this principle may conflict with
the the overriding principle of objectivity.

Consistency — This principle requires that, for a given type of transaction,
the same accounting method should be used from one accounting period to
the next. Any inconsistency must be disclosed in footnotes to the financial
statements and evaluated in the auditor's opinion. For example, a change from
the straight-line to an accelerated method of depreciation or from the FIFO
(first-in, first-out) or the LIFO (last-in, first-out) method of inventory costing
would be a change requiring disclosure and once adopted should be consis-
tently followed for a reasonable length of time. A change in conditions neces-
sitating an accounting change, such as a change in the estimated useful life of
fixed assets, does not create an inconsistency in accounting principles.

Consolidated Balance Sheet — A balance sheet in which the assets and liabilities
of a parent enterprise are combined with the corresponding items of the subsidi-
aries it owns or controls in such a manner as to disclose the financial position of
the combined enterprises as though they were a single operating unit.

Consolidated Income Statement — A statement combining the income
statements of two or more associated enterprises, usually a parent company
and its subsidiaries as a single operating unit.

Consolidated Statements — Financial statements prepared for a whole, cor-
porate family as an entity. The family consists of a Parent and its Subsidiaries.

Consumer Good — An economic good purchased by households for final
consumption. Consumer goods include both durable goods such as refrige-
rator and undurable goods, for instance bread and chocolate, consumed im-
mediately. A car, or a computer, bought for the home is a consumer good,
but the same commodity bought for an enterprise is a producer good.

Consumers' Preference — Attitude that determines consumer choice be-
tween alternative goods and services. When a good, say banana, is preferred
to another one, say apple, it will have greater utility to the buyer, so that the
allocation of expenditure between these alternatives will be determined by
consumer preference and their relative prices, in a free-market economy. In
conjunction with the production function and the prices of the production
factors, these preferences will determine the allocation of scarce resources
to the production of various goods.

Contingency Asset — An asset the existence, value and ownership of which
depend upon the occurrence or nonoccurrence of some specific future event, for
example, value of an insurance policy is a contingent asset to the beneficiary.

Contingent Liability — A liability which is contingent on some event which
may or may not happen, for example the loss of a lawsuit resulting in the



obligation (liability) to pay an amount for its settlement and for the costs of
the legal process.

Conversion Cost — The labor and overhead costs of converting raw materi-
al into finished products.

Convertible Redeemable Participating Preferred Ordinary Shares
(CRPPOSs) — Shares commonly subscribed for by financial institution in
buy-outs. Conditions attached to such shares enable institutions to obtain a
regular dividend, a share in capital gains, and to increase or decrease man-
agement's equity stake. The holder has a prior right to a fixed, and usually
cumulative, dividend as well as a participating dividend in remaining prof-
its. The shares may be converted into ordinary shares or redeemed accord-
ing to predetermined criteria. Their redemption in part or in whole may be a
means by which an equity ratchet increases management's equity interest
(see Equity Ratcher).

Corporate Raider; Raider — Person who acquires a significant portion of a
company's stock, with a view to takeover.

Corporate Restructuring — A broad term covering the kind of changers to
the ownership, financing and administration of corporate assets.

Corporation (U.S.) — Legal entity, chartered by a U.S. state or by the fed-
eral government, and separate and distinct from the persons who own it; it
may own property, incur debts, sue, or be sued. It has three chief distin-
guishing features: 1) limited liability; owners can lose only what they in-
vest, 2) easy transfer of ownership through the sale of shares of stock,
3) continuity of existence. Other factors helping to explain the popularity of
the corporate ownership, and the shareholders' ability to profit from the
growth of the business.

Corporatization — Establishment of enterprises hi the form of corporation,
a phase in privatization process (see Company, Corporation).

Cost — The value of inputs which must be given up to produce output. Cost is the
sacrifice, measured by the price paid or required to be paid, to acquire goods or
services. A monetary measure of the amount of resources used for some purpose.

Cost Accounting (Costing) and Cost Control — Procedures by which the
expenditure of 1 firm is related to units of output. Cost accounting (costing),
a subset of managerial accounting, includes classifying, summarizing, re-
cording, reporting, and allocating current or predicted costs. Cost accounts,
while they can be related to financial accounts, are rather concerned with
the detailed elements of cost in identifiable output for purposes of pricing,
control of manufacturing methods, departmental budgeting, labor and ma-
terial usage for these products.



Cost-Benefit Analysis — A technique for evaluating an investment project
which includes all social and financial costs and benefits accruing to the
project. Valuation in money terms of social or welfare costs and benefits
presents some special problems in some cases, such as valuation of the loss
of an outstanding natural beauty due to the construction of a railway, and
market prices prevailing may not be appropriate in other cases such as the
real cost of labor may be lower than the current wage rate because of high
unemployment. The opportunity cost is lower and, therefore an accounting
or a shadow price is used to represent this low opportunity cost (see Ac-
counting Price, Opportunity Cost, Shadow Price).

Cost Concept — Accounting focuses on the cost of assets, rather than on
their market value.

Cost of Capital — The rate of interest paid on the capital employed in a
business. Since capital will be usually drawn from a variety of sources it
will be an average cost derived from weighing the cost of each source, in-
cluding equity capital, by its proportion of the total.

Cost of Goods Sold — Same as Cost of Sales

Cost of Sales — Cost of the same products whose revenues are included in
sales revenue.

Cost-Plus — A technique of price-fixing in which the contractor charges the
actual cost of the goods supplied or the work carried plus either a percen-
tage or an agreed absolute amount for his services. This method usually is
used for certain kind of work, for instance development projects in ad-
vanced techniques, it is not possible to estimate cost in advance. Cost-plus
system is also used in competitive business as a method for calculating pric-
es by adding a gross margin or mark-up to the buying cost of goods and
where there may be no simple alternative. However, competitive structure
of the market is always tending to equate marginal cost to marginal revenue
(see Marginal Cost, Marginal Revenue, Mark-up Pricing).

Cost Schedule — A table expressing the total costs of production at different
level of output and from which marginal costs and average costs can be
calculated and cost curves drawn. In practice, cost schedule and similarly
price schedule are not easily constructed, especially over wide ranges of
output where the production function may not be linear.

Covenant — Requirement placed on the buy-out to achieve and maintain spe-
cified targets such as levels of cash flow and/or balance sheet ratios and/or
specified capital expenditure levels in order to retain financing facilities.

Credit (noun) — The right-hand side of an account or an amount entered on
the right-hand side of an account. Abbreviated as Cr.



Credit (verb) — To make an entry on the right-hand side of an account.

Creditor — A person or entity to whom money or goods are owed; one who
extends credit.

Critical Path Analysis — A method of network planning and analysis in
which normal duration time is estimated for each activity within a project. In
a project, there is a mix of separate pieces of work some of which can be done
simultaneously and some of which must be done in sequence. The critical
path identifies the shortest completion period based on the most time-
consuming sequence activities from the beginning to the end of the network.

Cross-Price Elasticity of Demand — A measure of the responsiveness of the
quantity of a commodity demanded to changes in price of a related commodity,
defined by the percentage change in the quantity demanded of a good in re-
sponse to a 1 percent change in the price of another good. If the two goods such
as car and tire are complementary, this elasticity is negative, whereas if the
goods such as butter and margarine are substitutes, this elasticity is positive.

Cross Subsidization — Financing of low-profit or losing divisions (sectors)
by reallocating resources from profitable divisions (sectors).

Currency Appreciation — An increase in the exchange rate of one currency in
terms of other currencies in a flexible exchange rate system. In a fixed exchange
rate system, upward changes in the exchange rate are called revaluation. For
example, the dollar appreciated from DM1.5 to DM1.7 (see Appreciation).

Currency Depreciation — A fall in the exchange rate of one currency in
terms of other currencies in a floating (flexible) exchange rate system.
Downward changes in the exchange rate in a fixed exchange rate system are
called devaluation.

Current Assets — Cash and assets that are expected to be converted into
cash or used up in the near future, usually within one year.

Current Liabilities — Obligations that become due within a short period of
time, usually one year.

Current Ratio — Ratio of current assets to current liabilities; a general
measure of liquidity (see Acid Test).

Day's Receivables — The number of days of sales that are tied up in ac-
counts receivable as of the end of the accounting period. Sales per day is
found by diving annual credit sales by 365, and accounts receivable is di-
vided by sales per days to find the days's receivables.

Debentures — Fixed-interest securities, a specific type of bond, issued by a
company borrower as evidence of its obligation under a term loan agree-
ment, (a) Fixed Debentures are secured by a mortgage or lien on certain of



the enterprise's fixed assets, (b) Floating Debentures, on the other hand, are
secured against the total fixed assets of the enterprise, (c) Convertible De-
bentures are securities that can be converted into common shares up until a
given future date at a given set price, thus making holders of such deben-
tures potential future common shareholders in the enterprise.

Debit (noun) — The left-hand side of an account or an amount entered on
the left-hand side of an account. Abbreviated as Dr.

Debit (verb) — to make an entry on the left-hand side of an account

Debt — An amount of money or other property owed by one person or or-
ganization to another. The general name for notes, bonds, mortgages, and
the like that are evidence of amounts owed and have definite payment dates.
From an enterprise's point of view, that portion of its money capital that is
borrowed rather than subscribed by shareholders. Debt servicing consists of
interest payments on a debt and principal falling due on a loan during any
given accounting period.

Debt Capital — The capital raised by the issuance of debt securities, usually bonds.
Debt Capitalization — Conversion of debt into stocks.

Debt Defeasance, Collateralized (Debt) Defeasance — Extinguishing debt
through the provision of a financial asset (e.g. zero coupon bond) to be held
in a trust account as collateral against the principal of the debt. The face 1'
value and maturity of the collateral instruments are designed to match those
of the debt being defeased so that the proceeds of the collateral instruments
at maturity may be used to fully repay the principal in a single balloon pay-
ment (see Face Value, Balloon Loan).

Debt-Equity Ratio — Term debt as a percentage of total capital term debt
plus owners' equity); or owners' equity as a percentage of total capital,
usually expressed as relationship between the two percentages, e.g. 50:50.

Debtors — British term for account receivable, amounts owing to the company.
Debt Restructuring — Changing the maturity and/or terms of a loan.

Debt Service — The amount of interest and principal falling due on a loan
during any given accounting period.

Debt Service Schedule — Timetable for the repayment of interest and prin-
cipal on an outstanding loan or loans.

Debt Workout — The process of moving towards a satisfactory method of
paying off a debt by a debtor country, including restructuring, adjustment,
obtaining new money and servicing existing debt.



Deduction Method — Finding cost of sales by adding the beginning inven-
tory and purchases and subtracting the ending inventory.

Deferred Income Taxes — The difference between the actual income tax
for the period and income tax expense.

Deferred Payment — An element of the agreed price that is paid at some
pre-determined future date (see Earn-outs, below).

Deferred Revenue: see Advances From Customers

Demand — Desire and ability to purchase a commaodity or service. The rela-
tionship between the quantity of a commodity (or service) that buyers wish
to purchase per period of time and the price of that commodity.

Depletion — The process of writing off the cost of a wasting asset, such as
natural gas, coal, oil, or other minerals.

Depreciable Cost — The difference between the cost of a plant asset and its
estimated residual value.

Depreciation — In accounting this refers to the process of allocating a por-
tion of the original costs of a fixed asset to each accounting period so that
the value is gradually used up (written off) during the course of the asset's
estimated useful life. Allowance may be made for the ultimate estimated
resale value of the fixed asset (its salvage value) to remain at the end of its
“useful life” to the enterprise. There are two principal types of depreciation
methods: (a) straight-line depreciation, which allocates the cost of a fixed
asset in equal amounts for reach accounting period; and (b) accelerated de-
preciation, which allocates larger proportions of the original cost to earlier
accounting periods and smaller proportions to later periods (see Double-
Declining-Balance Depreciation Method, Straight-Line Depreciation,
Sum-of-the-Years'-Digits Method).

Depreciation Rate — The percentage of the cost of an asset that is an ex-
pense each year. In the straight-line method the rate is 1 divided by the ser-
vice life (see Depreciation).

Devaluation — A reduction in the official value of a currency by govern-
ment action under a fixed exchange rate system.

Direct Costs — Cost which can be identified direct with a particular activity
or product.

Direct Labor or Materials — The labor or material that is used directly on a
product.

Discounted Cash Flows — Value of future expected cash receipts and ex-
penditures at a common date, which is calculated using net present value or



internal rate of return and is a factor in analyses of both capital investments
and securities investments. The net present value method applies a rate of
discount (interest rate) based on the marginal cost of capital to future cash
flows to bring them back to the present. The internal rate of return on in-
vestment earned through the life of the investment. It determines the dis-
count rate that equates the present value of future cash flows to the cost of
the investment (see Internal Rate of Return, Net Present Value).

Discounting — 1. Application of a discount or rate of interest to a capital
amount or title to such an amount. Calculations of the price or present value
of a bill before maturity, by discounting at the current appropriate rate of
interest. 2. The pledging of amounts owed by debtors (accounts receivable)
as collateral against a loan. 3. An adjustment of present prices in line with
expected future changes in commodity prices, security prices, or exchange
rates due to the anticipated change in profits or some other events.

Discounting Future Income — The process of converting future income
into an equivalent present value. This process takes a future monetary
amount and reduces it by a discount factor that reflects the appropriate in-
terest rate. For example, if someone promises you 121 roubles in 2 years,
and the appropriate interest rate or discount rate is 10 percent per year, then
we can calculate the present value by discounting the 121 roubles by a dis-
count factor of (1.10)°. The rate of which future incomes are discounted is
called the discount rate (see Present Value).

Discount Rate: See Discounting

Diversification — 1. Holding of a wide variety of different financial assets,
each with its own set of risks, in order to reduce the overall riskiness of
one's portfolio. 2. In general business practice, extending the range of goods
and services and/or of geographic region, with a desire to spread the risk
and to reduce dependence upon cyclical activities.

Divestiture — This term is used in the meaning of transfer and/or liquidation
of state owned enterprises, i.e. their assets and investments through sale, em-
ployees buy-out etc. May be viewed as a narrower concept of privatization.

Divestment — General term referring to the sale of part of a larger group to
either its managers (a management buy-out), to a new management team (a
management buy-in or another company (a sell-off).

Dividend Pay-Out (Cover) — The proportion of income per share paid out
in dividends per share. The inverse of this ratio indicates the degree to
which profits are retained as equity for reinvestment in the enterprise.

Dividend Policy — A company's policy on how to divide its profits between
distributions to shareholders (dividends) and reinvestments (retained earnings).



Dividends — The proportion and amount of income designated by the Board
of Directors for distribution to the shareholders of an incorporated company
in proportion to their holding of shares of the company, having due regard
for the respective rights of various classes of shareholders. Dividends are
not an expense, as their payment is part of profit distribution.

Dividend Yield — The ordinary dividend distributed by a firm in a given
accounting period (usually a year) as a percentage of the market value, book
value, or par value of a share of that company's common stock. A commonly
used partial indicator of the return to shareholders on their investment; the
remaining return on owners' equity is in the form of retained earnings.

Double-Dedining-Balance Depredation Method (DDB) — Method of ac-
celerated depreciation permitting twice the rate of annual depreciation as the
straight-line method. Assuming an asset with total cost of $1000, a useful
life of four years, and no salvage value with straight-line depreciation the
annual charge will be $250, or 25% a year. DDB permits twice the straight-
line annual percentage rate — 50% in this case — to be applied each year to
the predated under value of the asset. Hence: 50% x $1000 = $500 the first
year, 50% x $500 = $250 the second year (& 750 for two years) and so on.
A switch to straight-line depreciation is permitted once in the asset's life —
logically, at the third year in our example (see Depreciation).

Double-Entry Bookkeeping — The double entry system of bookkeeping
whereby every accounting transaction has a simultaneous counterpart and
balancing transaction. The double-entry system uses the terminology of
“debits” and “credits”; for each debit there is a corresponding credit, the
technicalities of which are the specialized subject of bookkeeping.

Dual-Aspect Concept — The total assets of an entity always are equal to its
total liabilities and equities.

Due Diligence — Process of detailed independent investigation, on behalf of
investors into the target company's management team, resources and trading
performance. This includes rigorous testing of the Business Plan assumptions
and the verification of material facts (e.g. existing accounts) and opinions.

Dumping — In international trade, the practice of selling a commodity at a
lower price in the export market than in the domestic market for reasons,
such as to eliminate the competition and gain a monopoly or to dispose of
temporary surpluses, that are not related to differences in cost of servicing
the two markets. The imposition of special import duties (countervailing
duties) to counteract such a dumping policy is allowed by the General
Agreement on Tariffs and Trade (GATT).

Duopoly — A market that contains only two sellers of a good or service.
Depending on assumptions about the market and each seller's responses,



price equilibrium may occur at any point between that of a monopolist and
that of perfect competition.

Duopsony — A market that contains only two buyers of a good or service.
Earnest Money — Money deposited to show seriousness in bidding on some asset.

Earnings Before Interest and Taxes (EBIT) — An amount used in calcu-
lating return on permanent capital.

Earnings Per Share (EPS) — The amount of earnings per share of common stock.
Earnings, Profits — These terms are interchangable (see Profits).

Earnings Yield — The ratio of earnings per share of common stock to the
market price per share of common stock; the reciprocal of the price-
earnings ratio multiplied by 100.

Earn-Out — A procedure whereby the final price to be paid to the vendor is
dependet upon the attainment of future profit targets. Facilitates the buy out
agreement as the vendor shares in future success (see also Claw-Back Pro-
visions, Equity Stub, Price Ratchet).

Economic Life — The period during which a fixed asset is capable of yield-
ing services useful to its owner; contrasts with physical life, a period often
longer, during which a fixed asset can continue to function notwithstanding
its acquired obsolescence, reflected in inefficient operation, high cost of
maintenance or obsolete product. Economic life is a common basis for de-
termining depreciation.

Economic Regulation: (see Regulation).

Economies of Scale — Reduction of costs per unit of output resulting from
an increase in output. There is a negatively sloped long-run average cost
curve, if there are factors that cause the average cost of producing a com-
modity to fall as output of the commodity rises. There are two types of
economies of scale: internal and external. The internal economies of scale,
which generally result from technological factors that ensure the optimal
size of production is large, accrue to the individual firm regardless of the
size of its industry. The external economies of scale arise because the de-
velopment of an industry can lead to the development of ancillary services
of benefit to all firms.

Employee Buy-Out — One of the methods of privatization. If there is no
mention to the contrary employees comprise both workers and management
(see Management Buy-Out).

Employee Stock Ownership Plan (ESOP) — A trust which is established to
acquire shares in a company for subsequent allocation to employees over a



period of time. Several possibilities are available for structuring the operation
of an ESOP. Essentially either the company makes payment to the trust,
which the trust uses to purchase shares, or the trust, having previously bor-
rowed to acquire shares, may use the payments from the company to repay
loans. The latter form may be referred to as a Leveraged ESOP and may be
used as a means of providing part of the funding required to effect the buy-out.

Enterprise — A firm or company under common ownership - or control - ir-
respective of whether that is exercised by private shareholders or government.
Should be distinguished from the farm budget meaning, which is any crop or
productive activity under the management of the farm (see entity below).

Entity — A business or other organization for which a set of accounts is kept.

Entity Concept — Accounts are kept for business entities rather than for the
person who own, manage or are otherwise employed by them. An entity
represents a group of assets subject to common control. There are basically
two types of business entities: (a) legal entities, e.g., corporations and trusts,
and (b) non-legal entities, e.g., proprietorships and partnerships. In account-
ing, it is the entity (rather than its owners) which is viewed as owner of the
assets and the recipient of income. The entity is in turn owned by its pro-
prietors or shareholders. The entity's manager is steward for the owners.

Entrepreneur — An economic agent who perceives market opportunities
and organizes, manages, and assumes the risk of an enterprise or business. In
addition to risk-taking, basic functions of an entrepreneur are provision of risk
capital, invention, and management. In large enterprises, the entrepreneurial
functions are divided between the shareholders and the management.

Entry — The accounting record made for a single transaction.

Equity (or Equities) — 1. Capital supplied by (1) equity investors and (2) the
entity's retained earnings. The residual value (net worth) of a company's assets
that remains after deducting its liabilities. The difference between a firms as-
sets and its liabilities. Also, claims of equity investors to share in the net in-
come and the assets of a firm. Also common stock and preferred stock.

Equity Capital — The issued share capital which is neither limited nor pre-
ferred in its participation in the distribution of its profits nor in the ultimate
distribution of its assets. It is the capital supplied by owners, who are called
equity investors. Equity capital is sometimes used as a synonym for stock-
holders' equity. The amount of outstanding shares and authorized share cap-
ital are usually shown on the balance sheet.

Equity Financing, Equity Investment — Investment that confers whole or
partial ownership in an enterprise and entitles the investor to share in the
profits from its operation.



Equity Joint Venture — A company created by other companies, with each
owning a proportion of the shares.

Equity Ratchet — Incentive device to enable buy-out managements' equity-
holding to increase if specified performance targets (e.g. cumulative profits
over a particular period, market capitalization on exit with a specified time
period, redemption of financing instruments) are met. Alternatively in some
case the equity ratchet provides for a reduction in buy-out managements'
equity if targets are not met.

Equity Stub — A financing instrument that enables vendor shareholders to
participate in future capital gains in addition to any cash they receive at the
time of the buy-out. Such participation in the future may be introduced to
counter vendor concern regarding management's inside knowledge to pur-
chase the company for less than its true worth.

Escalator Clause — A clause inserted in a purchase contract which permits, un-
der specified conditions, adjustment of price as allowance for increases in cost.

Estimated Tax Liability — Amount due to the Government budget as taxes,
estimated as of the end of the year and shown on a balance sheet.

Excess Capacity — 1. The difference between the actual output and the
highest possible output in a firm, industry, sector, or economy. 2. The
amount by which actual output falls short of maximum capacity output
which corresponds to the minimum short-run average total cost. In perfect
competition, excess capacity may only exist in the short term, whereas sus-
tained excess capacity is a feature of firms in monopolistic competition.

Excess Demand — The situation of a market for a commodity in which
quantity demanded exceeds quantity supplied at the prevailing price. Also
called a shortage.

Excess Supply — The situation of a market for a commodity in which quantity
supplied exceeds quantity demanded at the prevailing price. Also called a surplus.

Exchange of Shares — A method of business combination that may take two
forms. In the first form, the companies retain their separate identities, but ex-
change a quantity of shares so that each company holds shares in the other and
usually some directors sit on both boards. In the second form, two companies
merge, with the shares of one company being exchanged (with or without a
cash adjustment) for the whole of the issued capital stock of the other.

Exit, Realization — The means by which the investors in a buy-out realize
all or part of their investment. The usual exit routes are flotation on a stock
market or trade sale. Other options such as secondary buy-outs and recapita-
lisations, (see below) are becoming more common.



Expenditure — In the language of accounting, an expenditure (as opposed
to an expense) refers to a cash outlay made or a liability incurred to obtain
an asset or service, the benefits of which may extend beyond the current
accounting period. In accordance with the matching principle, an expendi-
ture only becomes an expense in the accounting period in which delivery to
the customer takes place of the goods or services in the production of which
the asset so obtained was employed. An expenditure incurred in one period
may be an expense in the same or a later period or charged to expense over
a series of periods as in the case of depreciation. Some expenditures do not
become expenses (e.g., purchase of securities) (see Expense).

Expense — A cost incurred in the process of producing the goods and ser-
vices delivered in order to earn revenue attributed to a given accounting
period. Includes both direct costs overheads, and non-operating expenses
(e.g., interest). A decrease in equities resulting from operations during an
accounting period; that is resources used up or consumed during an ac-
counting period (see Expenditure).

Expensing — The process of charging the cost of an asset to expense (see
Expenditure Expense).

Expired Cost — Another name for Expense.

External Privatization — A method of privatization when assets of an en-
terprise are sold (or given away) to external owners (e.g. individuals, organ-
izations, foreign investors).

Externalities — Consequences for welfare or opportunity costs not fully
accounted for in the price and market system. External diseconomies of
production include traffic congestion and pollution created by a manufactur-
ing plant. These cause reduction in the welfare of people living near the
factory and perhaps increased costs to adjacent factories which might need
to purify water taken from a river bordering both plants. External economies
of production may arise where the existence of several factories stimulates
the availability of skilled labor, shopping facilities or component supplies.

Extraordinary Gain (Loss) — A large, unusual, and nonrecurring gain or loss.

FIFO (First-In, First-Out) — A method of inventory valuation for balance
sheet and income statement purposes in which it is assumed that goods in
inventory are consumed in the order in which they are acquired until they
are exhausted. It is the cost of the oldest stocks that are used in calculating
production expenses (or cost-of-goods sold), and only subsequently the cost
of newer stocks.



FOB (followed by a named location) — Literally “Free on Board” at the
point of embarkation, indicates that the cost of transportation, handling, and
insurance costs to final destination must be added (see CIF).

FOB Price — When used without further qualification, refers to the price
charged at a designated location, i.e., farm, factory, well head, mine mouth,
mill warehouse, or port where the goods were produced, extracted, fabri-
cated, stored or shipped.

Face Amount — The total amount of a loan that must be repaid, specified on
the face of a bond.

Face Value; Par Value — The principal or nominal value (as distinct from
market value) appearing on a bond, note, coupon, piece of money, or other
instrument.

Factoring — The business activity in which a company takes over the respon-
sibility for the collecting of the debts of another. It is a service primarily in-
tended to meet the needs of small and medium-size firms. Typically, the client
debits all his sales to the factor and receives immediate payment from him
less a charge of about 2-3 percent and interest for the period of trade credit
given to the customer, thus improving the client's cash flow considerably.

Factors of Production — Resources needed to produce goods and services,
such as labor, land and capital.

Fairness Opinion — View given by investment bankers as to whether a
transaction such as a buy-out or leveraged recapitalization represents a fair
value to a firm's existing shareholders.

Fiduciary Duties (of Directors or Fund Managers) — Requirement for
directors to act in the interest of their company. Where management at-
tempts to buy-out the company there is a need to make clear that they are
not transgressing such duties in seeking to obtain benefits which properly
belong to the company and its shareholders.

Final Goods and Services — Goods and services which are produced for
consumption and which are the end products of the productive process, in
contrast to intermediate goods and services. In order to avoid double count-
ing of the output, only final consumption is included in the totals of national
income accounts (see Intermediate Goods).

Financial Accounting Income — Income as measured according to ac-
counting principles (not on the basis of tax regulations).

Financial Assistance — The giving of security to lenders on the assets of the
company to enable the company to purchase its own shares to effect a buy-out.



Financial Intermediaries — Institutions that hold money balances of, or
borrow from the public, in order to make loans and other investments. In
standing between them, intermediaries serve the purpose of channeling
funds from lenders to borrowers, often at little or no cost compared with
direct investment. Financial intermediaries may be classified as depository
institutions (commercial banks, savings and loan associations, mutual sav-
ings banks, and credit unions), contractual savings institutions (insurance
companies and pension funds), and investment intermediaries (mutual
funds, money market mutual funds, and finance companies).

Financial Market — Market for the exchange of capital and credit in the
economy. It is divided into money market and capital market (see Capital
Market, Money Market).

Financial Ratios — 1. Calculations based on company accounts and other
sources, designed to show a corporation's financial structure. Financial ra-
tios fall into four groups: leverage, liquidity, profitability, and market value.
2. Measures of creditworthiness to indicate the asset or income cover avail-
able to the supplier of capital to the business. Main measures are the current
ratio and the net worth ratio.

Financial Statements — Statements showing an enterprise's financial position
(balance sheet), its revenues, expenses and net income for a period (income
statement) and its sources and uses of funds over a period (funds flow statement).

Fixed Assets: see Assets.

Fixed Costs — Costs unaffected by variation in volume of output, for exam-
ple, rent on factory or office space.

Fixed Liabilities: see Liabilities.

Fixed Income Secuities: sce Bond.

Floatation: Method of exit by which the buy-out is floated on the stock
market, usually allowing management and institutions to realize some of

their investment and also allowing new funds to be raised for the company
to replace borrowings and/or redeem preference shares.

Floating Capital: see Working Capital.

Flow Report — Statement on the flow of resources for a given accounting
period; statement on the charges in financial position.

Forward Contract — Purchase or sale of a specific quantity of a commodity
government security, foreign currency.or other financial instrument at the
current or spot price, with delivery and settlement at a specified future date.
Because it is a completed contract as opposed to an options contract, where



the owner has the choice of completing or not completing a forward con-
tract can be a cover for the sale of a futures contract (see Hedging).

Free Market — A market in which demand and supply are not subject to
any government intervention and regulation.

Free Market Economy — An economic system in which the allocation of
the resources is determined by the decisions of individual households and
firms as distinct from the government.

Freedom of Entry — Absence of entry barriers that prevent new suppliers
entering into a market. It is one of the assumptions of perfect competition.

Fundamental Accounting Equation — Assets = Liabilities + Equities.

Funding — 1. Conversion of short-term debt into long term, refinancing.
That is replacing short-term liabilities with long term debt by the sale of
long-term securities and using the funds raised to pay off short-term debt.
2. Raising resources to finance a project.

Funds Flow Statement — (Also referred to as a funds statement, sources
and uses of funds statement, sources and applications of funds statement
and frequently, but somewhat erroneously, cash flow statement). A state-
ment showing sources of funds such as the new issues of shares, new loan
proceeds, etc. and the uses of funds (such as purchase of new fixed assets,
increase in inventories and total debt service) of an enterprise during a given
accounting period or several accounting periods. The funds flow statement
is derived from accrual accounting, whereas the cash flow statement is,
strictly speaking, derived from cash accounting. Statement of cash flow is a
schedule of cash receipts and payments, classified by operating, investment
and financing activities.

Funds from Operations: see Internally Generated Funds and Net Benefits.

Futures Contract — Agreement to buy or sell a specific amount of a com-
modity or financial instrument at a particular price on a stipulated future date.
The price is established between buyer and seller on the floor of a commodity
exchange, using the open outcry system. A futures contract obligates the buy-
er to purchase the underlying commodity and the seller to sell it, unless the
contract is sold to another before settlement date, which may happen if a trad-
er waits to take a profit or cut a loss. This contrasts with options trading, in
which the option buyer may choose whether or not to exercise the option by
the exercise date (see also Forward Contract, Futures Market).

Futures Market — Commodity exchange where Futures Contracts are
traded. Different exchanges specialize in particular kinds of contracts (see
Spot Market).



Gain or Loss on Disposition of Plant — Gain or loss on the sale of assets of
an enterprise or of the whole enterprise. A difference between the book val-
ue and the amount actually received for the sale of fixed assets elements
(e.g. equipment).

Galloping Inflation: see Inflation.
Gearing (Ratio): see Leverage (Ratio).

General Partner — A partner with unlimited liability. In full partnership all
partners are general, in limited partnership there is at least one general part-
ner (see Limited Partner Partnership).

Going Concern Concept — In accounting, it is assumed that the accounting
entity is a going concern, that is to say, that it will continue to operate indefinite-
ly. The main objective of non-financial enterprises is to earn income from the
sale and delivery of goods and services. An enterprise can only be terminated
through liquidation (i.e., bankruptcy) or through merger with another concern,
and this is not normally the objective of its establishment and operations.

Goods Available for Sale — The sum of the beginning inventory plus pur-
chases during the period.

Goods-in-Process — Goods still in the process of being produced and in-
cluded in inventories on the date of a financial statement.

Goodwill — Represents (on a balance sheet) an amount actually paid to
another enterprise at the time of purchase or merger in excess of the value
of its total assets, in recognition of intangible advantages inherent to the
particular firm, such as a favorable location, a good reputation with its cus-
tomers, an established market, etc.

Gross Margin (Sales Margin) — The margin earned by a retail firm on the sale
of a particular good or service; gross margin is equivalent to the resale price
charged less the price paid for a good by the retail business (see Gross Profit).

Gross Margin Percentage — Gross margins as a percentage of sales revenue.

Gross Profit — Total sales revenues less direct costs incurred in the produc-
tion of goods sold. This makes no allowance for non-operating expenses such
as interest and taxes. Depreciation on fixed assets used in production theoreti-
cally should be included in direct costs, but often is not included in practice.

Guarantee — An undertaking to prove that a debt or obligation of another
will be paid or performed. May relate either to a specific debt or a series of
transactions such as a guarantee of a bank overdraft.

Hands On/Hands Off — Extent to which investor in a buy-out becomes
involved in its management. A hands-on investor typically nominates a non-



executive director to the buy-out company's board. A hands-off investor has
little active involvement in the management of the buy-out.

Hedge/Hedging — A strategy used to offset investment risk. A perfect
hedge is one eliminating the possibility of future gain or loss. Investors of-
ten try to hedge against inflation by purchasing assets that will rise in value
fast than inflation. Large commercial firms that want to be assured of the
price they will receive or pay for a commodity will hedge their position by
buying and selling simultaneously in the futures market. For example, a
chocolate company will hedge its supplies of coco in the futures market to
limit the rise in cocoa prices.

High Quality Borrower: see Prime Borrower.
Highly Leveraged: see Leveraged.

Historic or Historical Cost — Cost of an asset to the owner at the time of
acquisition. An asset in the balance sheet at historical cost is shown at the
price actually paid for it, even though it might be worth more or cost more
to replace (see Depreciation).

Holding Company — A company engaged principally in holding on con-
trolling interest in the shares of one or more other companies, usually in
different sectors.

Homogeneous Products — Goods or services that are identical from pro-
ducer to producer and that consumers consider to be perfect substitutes.

Horizontal Integration: see Integration, Vertical & Horizontal.
Horizontal Merger: see Merger.

Human Capital — The productive knowledge, skills, and training embodied
in individuals. Usually refers to the value derived from expenditures on
education, training, and health improvements.

Hyperinflation: see Inflation.

Iliquidity — Deficiency in liquid assets. A situation in which assets cannot
be quickly and easily turned into money.

Imperfect Market — A market in which the demand and supply forces that
tend to ensure economic efficiency (productive and allocative efficiency)
are frustrated. A market situation in which buyers or sellers have some in-
fluence on the prices.

Income — Net profit after taxes. “The bottom line”. The amount by which
equities increased as a result of operations during a period of time.



Income Statement — A statement of revenues and expenses, and the differ-
ence between them, for an accounting period; a flow report. It explains the
changes in equities associated with operations of the period.

Income Summary — A temporary ledger account made-up for a given pe-
riod and used 1 to calculate net income.

Income Tax — A tax levied as a percentage of taxable income (see Taxable
Income).

Incorporation — The action of forming into a legal corporation.

Indemnities — Protection of the manager of a firm against liabilities which
might incur while acting in good faith on behalf of the company.

Inertial Inflation — A process of steady inflation that occurs when inflation
is expected to persist and the ongoing rate of inflation is built into contracts
and people's expectations.

Inflation (Inflation Rate) — The inflation rate is the percentage annual in-
crease in a general price level. Hyperinflation is inflation at extremely high
rates (say, 1000, 1 million, or even 1 billion percent a year). Galloping in-
flation is a rate of SO or 100 or 200 percent annually. Moderate inflation is
a price-level rise that does not distort relative prices or incomes severely.

Inflation Accounting — Accounting based on historical cost valuations meas-
ured in constant money. Methods of keeping a record of financial transactions
and analyzing them in a way which allows for changes in the purchasing
power of money over time. Synonymous with constant dollar accounting.

Infrastructure — The basic installations and facilities (especially transpor-
tation, communications, sewage and water systems, and power generation
systems) on which the growth of a community or an economy depends.

Initial Public Offering (IPO) — A firm's first offering of stock to the public.
Inputs: See Factors of Production.

Institutional Investor — An organization, as opposed to an individual that
trades large volumes of securities and 1 whose primary purpose is to invest
its own assets or those held in trust by it for others, I i.e. pension funds, in-
surance companies, investment companies, banks and universities.

Instrument — Any type of financial obligation.

Intangible Assets (Intangibles) — An asset that has no physical substance',
such as the protection provided by an insurance policy or goodwill (see Assets).

Integration, Vertical & Horizontal — The production process is one of
stages -e.g., iron ore into steel ingots, steel ingots into rolled steel sheets,
rolled steel sheets into an automobile body. Vertical integration is the com-
bination in a single firm of two or more different stages of this process (e.g.,



iron ore with steel ingots). Horizontal integration is the combination in a
single firm of different units that operate at the same stage of production.

Intercompany Transactions — Transactions between the corporations in a
consolidated family. These transactions are eliminated in preparing consoli-
dated financial statements.

Interest — The charge for the use of money or capital paid at agreed inter-
vals by the user, and commonly expressed as an annual percentage of the
outstanding principal.

Interest Cover — The extent to which periodic interest commitments on borrow-
ings are exceeded by periodic profits, that is the ratio of pre-interest profits to
interest payments. In highly leveraged buy-outs, the ratio may also be expressed
as the net cash flow in the period divided by the amount of interest payable.

Interest During Construction — Interest on long-term obligations during
the period of construction of buildings and equipment, often included as
part of the construction cost and capitalized.

Interest Expense — The entity's cost of using borrowed funds during an
accounting period.

Interest Revenue — Revenue earned from permitting someone to use the
entity's money. Revenue from the “rental” of money. Often but erroneously
called interest income.

Interim Statements — Financial statements prepared for a period shorter
than one year, such as a month or a quarter.

Intermediate Goods/Products — Goods that have undergone some manu-
facturing or processing but have not yet reached the stage of becoming final
products. For example, steel and cotton yarn are intermediate goods.

Internal Privatization — A method of privatization under which ownership
is transferred to the employees (workers or managers) of the enterprise, e.g.
through a buy-out.

Internal Rate of Return (IRR) — Discount rate at which the present value
of the future cash flows of an investment equal the cost of the investment. It
is found by a process of trial and error; when the net present value of cash
outflows (the cost of the investment) and cash inflows (returns on the in-
vestment) equals zero, the rate of discount being used is the IRR. When IRR
is greater than the required return the investment is acceptable.

Internally Generated Funds — Operating profit (profit before interest and
taxes) plus depreciation. Also call funds from operations and net benefits.



Inventories — For a manufacturing company, consist of raw materials,
work-in-progress, finished goods, and spare parts. Inventories (or stock-in-
trade in British terminology) are valued at the lower of cost or market value.

Inventory Turnover — The rate at which inventories are sold; commonly
computed by dividing the cost of sales for a given period by the cost of the
average inventory carried during that period.

Investment Appraisal — The evaluation of the prospective costs and reve-
nues generated by an investment in a capital project over its expected life.
Such appraisal includes the assessment of the risks of, and the sensitivity of
the project's viability to, forecasting errors. The appraisal enables a judge-
ment to be made whether to commit resources to the project (see Dis-
counted Cash Flow; Internal Rate of Return; Present Value).

Investment Bank (U.S.), Merchant Bank (U.K.) — Institution that accepts
new issues of stocks from a corporation and attempts to sell them to the public
at a profit. In the U.S. they have a separate legal status from commercial banks.

Investment Company, Fund — Company that uses its capital to invest in
other companies. The two kinds are open-end investment company and
closed-end investment company, the former being by far the most frequent
(see Closed-End Investment Company, Open-End Investment Company).

Investments — Securities that are held for a relatively long period of time
and are purchased for reasons other than the temporary use of excess cash.
They are non-current assets.

Issued Share Capital —The share capital that has been actually subscribed by
shareholders. Both common and preferred shareholdings are included in this total.

Issued Stock — The shares of stock that have been issued. Issued stock less
Treasury Stock equals Outstanding Stock.

Issuing House (U.K.): see Investment Bank.

Joint-Stock Company — A company consisting of individuals organized to
conduct a business for profit and having a joint stock of capital represented
by shares owned individually by the stockholders and transferable without
the consent of the group. In such a business enterprise, the capital is divided
into small units permitting a number of investors to contribute varying
amounts to the total, profits being divided between the shareholders in pro-
portion to the number of shares they own. Shareholders control the activities
of the company participating in the vote at the annual shareholders meetings
and choose the Board of Directors, who actually manage the everyday activ-
ities of the company (see Limited Liability).



Journal — A record in which transactions are recorded in chronological
order. It shows the accounts to be debited or credited and the amount of
each debit and credit. Transactions are Posted to the ledger.

LIFO (Last-in, First-out) — A method of inventory valuation in which it is
assumed that goods in inventory are consumed in reverse order to their ac-
quisition, the most recently obtained (hence usually the most costly) being
used first (see FIFO).

Labor — A factor of production usually defined to include all physical and
mental contributions to economic activity provided by people.

Labor Intensive — A method of production that uses a relatively larger amount
of labor than other factors of production to produce a given quantity of output.

Labor Market — A market in which wages and conditions of employment
are determined by the supply and demand of labor.

Lead Investor — In syndicated deals, normally the investor who originates,
structures and subsequently plays the major monitoring role. Very large
buy-outs may involve a lead equity and a lead debt investor.

Lease — A fixed-term contract permitting the use of an asset in return for
payment by the user of a periodic rental. Ownership of the asset remains
with the lessor. Rental of buildings and equipment under contract, of cargo
holds and of trucks are examples of leasing.

Ledger — A group of accounts. Entries are posted to the ledger from the journal.

Leverage (Ratio), (U.S.) Gearing (Ratio) (U.K.) — The effect on an enter-
prise's earnings of carrying borrowed funds, which by having a fixed
charge, provide leverage to the shareholders, in as much as all profits accrue
to them on their share of the total capital. Leverage is calculated as the ratio
of debt to equity or debt to total capital employed. The more long-term debt
is, the greater the financial leverage. Shareholders benefit from financial
leverage to the extent that return on the borrowed money exceeds the inter-
est costs and the market value of their shares rises. With the use of bor-
rowed money market value of stock goes up.

Leveraged (Highly) — Having a high debt-equity ratio.

Leveraged Buy-Out (LBO) — Privatization method in which a company is
purchased by a small group of investors, often including management, mostly
with borrowed funds. Assets of the purchased company are often used as a
collateral for the debt of investors or a purchasing company. The debt is
usually repaid from the company's cash flow or from the sale of assets.



Leveraged Management/Employee Buy-Out (LMEO) — Purchase of a
corporation by the employees, using borrowed funds. One of the privatiza-
tion methods.

Liabilities — The claims against the assets of the enterprise held by credi-
tors, or in other words, the enterprise's outstanding debts. There are two
types of liabilities, (i) Current Liabilities, which consist of debt falling due
within a year, such as accounts payable, short-term loans, current maturities
due on term loans and income taxes; and (ii) Long-term Liabilities, which
are debts that become payable after one year from the date of the balance
sheet, and may consist of such items as medium- and long-term loans
(usually secured by bonds) and suppliers credits.

Limited Liability — The limitation of the financial responsibility of an
owner (shareholder) of a corporation to the amount of money he has actual-
ly made available to the firm by purchasing its shares. In other words,
shareholders of the corporation are not personally liable for its debts.

Limited Partner — A partner with limited liability. In a limited partnership
the liability of such a partner is limited by the amount of his/her invest-
ments, and his/her role in partnership management is minor (see General
Partner, Limited Partnership, Partnership).

Limited Partnership — Organization made up of one or several general
partners, who manage a project, and limited partners, who invest money but
have limited liability, are not involved in day-to-day management, and
usually cannot lose more that their capital contribution (see Partnership,
General Partner, Limited Partner).

Liquid — 1. An asset is liquid if it consists of or is capable of ready conver-
sion into cash at little or no cost. Assets possess degrees of liquidity accord-
ing to their nearness to cash. 2. Said of a business with a substantial amount
of working capital.

Liquidation — 1. The process of converting securities or other assets into
cash. 2. Sale of assets in closing down a business or a segment thereof. The
dissolution, termination or winding up of a company, with cash remaining
after sale of its assets and payment of all indebtedness being distributed to
the shareholders.

Liquidity — Cash or nearness to cash in terms of convertibility to cash at
little loss. An entity's ability to meet its current obligations. Often measured
by the current ratio.

Liquidity Ratio — 1.The ratio of liquid assets to the current liabilities of a
company. Synonymous with cash ratio (see Liquid).



Liquidity Ratios — Ratios which reflect a borrower's ability to meet his
short-term obligations. They include the current ratio and the acid-test ratio.

Listed Company — A company whose shares are listed on a stock exchange.

Loan Note — A form of vendor finance deferred payment. The purchaser
may agree to make payments to the holder of the loan note at specified fu-
ture dates. The holder may be able to obtain cash at an earlier date by sell-
ing at a discount to a financing institution which will collect on maturity.

Lock-Out Agreement — An agreement giving the buy-out team a period in
which to negotiate the deal free of competing pressures from other bidders.

Long-Term Debt — Liability due in a year or more. Normally, interest is
paid periodically over the term of the loan, and the principal amount is pay-
able as notes or bonds mature. Also, a long bond with maturity of 10 years
or more (see Bond, Note).

Losses — Expenses resulting from assets whose future benefit has expired
during a period (for example, from fire or theft), and liabilities occurring in
a period (for example, from lawsuits).

Management Buy-In (MBI) — The transfer of ownership of a firm whereby
management control is gained by a manager or management team who have
not been working for the company before and who have not necessarily
worked together before. The transaction normally involves the purchase of
an equity stake by the incoming management and their financial backers.
MBIs are distinct from corporate acquisitions and reverse take-overs where
it is the purchasing company rather than the individual managers who are
taking the risk.

Management Buy-Out (MBO) — The transfer of ownership of an entity
from its current owners to a new set of owners in which the existing man-
agement and employees are a significant element. In smaller MBOs in par-
ticular, management may expect to obtain a majority of the equity, either at
purchase or on achieving pre-set targets. In larger buy-outs, managers are
unlikely to have more than a small minority share due to the scale of the
transaction. In some ! cases the opportunity to purchase shares may be ex-
tended from the small group of the most senior managers to lower tier man-
agers. Where the offer to hold shares is extended to all employees, the term
employee buy-out is more appropriate (sce Employee Buy-Out).

Management Team — The group of managers who initiate and lead the
buy-out, usually taking the largest share of equity.

Managerial Accounting (or Management Accountancy) — Accounting
practice designed to enhance the ability of management to do its job of de-
cision making, planning, and control as opposed to financial accounting.



Manufacturing Company — A company that converts raw materials into
finished, salable products and then sells these products.

Manufacturing Overhead: see Production Overhead Cost.

Margin — In economics, “at the margin” means at the point where the last
unit is produced or consumed.

Marginal — A marginal unit is the extra unit of something, as with marginal
cost, marginal utility etc. (see Marginal Cost, Marginal Utility).

Marginal Cost — The extra cost of producing an extra unit of output. Mar-
ginal cost cannot be affected by the level of fixed costs. Quite simply, if an
extra unit of output is produced fixed costs do not change and hence extra
fixed costs must be zero. It follows that the marginal cost is determined by
variable costs only.

Marginal Cost of Funds Schedule — The schedule detailing the true cost of
financial capital to the enterprise. In an imperfect capital market the true
cost will exceed the interest rate. Firms can raise money to finance invest-
ment from many sources and the cost of finance will vary with the source.
The least expensive source for finance may be the firms retained profits or
its depreciation fund. More expensive will be a rights issue or a new issue
of equities or borrowing on fixed interest (see Cost of Capital).

Marginal Efficiency of Capital — That unique rate of discount which would
make the present value of the expected net returns from a capital asset just
equal to its supply price when there is no rise in the supply price of the asset.
The term originates with keyness and is sometimes known incorrectly as the
internal rate of return. This latter concept is distinct in that it takes specific
account of the fact that the supply price of capital assets will rise in the short
run as all firms simultaneously seek to increase the size of their capital stock.

Marginal Efficiency of Investment (also known as the internal rate of
return) — That rate of discount which would make the present value of the
expected net returns from the capital asset just equal to its supply price
where it is recognized that this price will rise in the short-run (see Marginal
Efficiency of Capital).

Marginal Product — The extra output obtained by employing one extra unit
of a given input (factor of production). Thus the term should be qualified
with respect to which input is in question — e.g. the marginal product of la-
bor, the marginal product of capital, etc.

Marginal Revenue — The increase in the total revenue received by a firm
from the sale of one extra unit of its output. For a small firm which cannot
influence market price (perfect competition), the extra revenue gained is
equal to the price of the sale. For a firm with a large share of the total mar-



ket, (monopoly), however, putting an extra item on sale drives down the
market price slightly, so that the revenue gain equals the cash gained on the
new sale minus die loss that occurs on all the sales that would otherwise
have been made at the previously higher price (see Market Power, Mono-
poly, Perfect Competition).

Marginal Revenue Product — The revenue gained by a firm when it sells
the output generated by the employment of one additional unit of a factor of
production. It is influenced by three factors: (a) the physical output of the
extra factor; (b) the sale price of the product made; (c) the rate at which that
price falls when the extra supply of the new factor is put on to the market.
To calculate it marginal product must be multiplied by marginal revenue
(see Marginal Product, Marginal Revenue).

Marginal Utility (MU) — The additional or extra satisfaction yielded from
consuming one additional unit of a commodity, with amounts of all other
goods consumed held constant.

Market — An arrangement whereby buyers and sellers interact to determine
the prices and quantities of a commodity. Some markets (such as the stock
market or a flea market) take place in physical locations; other markets are
conducted over the telephone or are organized by computers.

Marketable Securities — Interest-earning, readily saleable stocks and bonds
purchased by an enterprise to maximize use of its cash by earning interest
on it until cash is needed for other purposes. Securities that are expected to
be converted into cash with a year; a current asset.

Market Capitalization — The total value of all of a firm's outstanding
common shares, calculated by multiplying the market price per share times
the total number of shares outstanding.

Market Economy — An economy in which the what, how, and for whom
questions concerning resource allocation are primarily determined by
supply and demand in markets. In this form of economic organization,
firms, motivated by the desire to maximize profits, buy inputs. Households,
armed with their factor income, go to markets and determine the demand for
commodities. The interaction of firms supply and households demand then
determines the prices and quantities of goods.

Market Failure — The failure of unregulated market mechanism to yield an
efficient or socially-desirable outcome due to negative externalities, market
imperfections, or market impediments (see Externalities).

Market Forces — The impact of demand and supply that determine price
and allocation of resources in a free-market economy.



Market Power — The degree of control that a firm or group of firms has
over the price and production decisions in an industry. In a monopoly, the
firm has a high degree of market power; firms in perfectly competitive in-
dustries have no market power. Concentration ratios are the most widely
used measures of market power (see Concentration Ratio).

Market Share — That fraction of an industry's output accounted for by an
individual firm or group of firms.

Market Structure — Characteristics of market organization likely to affect
the nature of competition and pricing, the behavior and performance of
firms, such as the number and size of sellers, the extent of available infor-
mation, and the degree of freedom of entry.

Market Value — The amount for which an asset can be sold in the marketplace.

Marketing — In business, the functions of sales, advertising, distribution,
product planning and market research.

Markup Pricing — The pricing method used by many firms in situations of
imperfect competition; under this method they estimate average cost and
then add some fixed percentage to that cost in order to reach the price they
charge (see Imperfect Market; Perfect Competition).

Matching Concept — Costs that are associated with the revenues of a period
are expenses of that period.

Materiality Concept — Disregard trivial matters, but disclose all important matters.

Merchandising Company — A company that sells goods that it has ac-
quired from other businesses; a retail store, a wholesaler.

Merchant Bank (U.K.): see Investment Bank.

Merger — The fusion (combining of assets) of two separate firms to form a
single new firm. It entails the purchase of either the physical assets or the
controlling share ownership of one company by another.

Important examples are (1) vertical mergers, which occur when the two
firms are at different stages of a production process (e.g., iron ore and steel),
(2) horizontal mergers, which occur when the two firms produce in the
same market (e.g., two automobile manufacturers), and (3) conglomerate
mergers, which occur when the two firms operate in unrelated markets (e.g.,
shoelaces and oil refining).

Minority Interest — The equity of those shareholders in a subsidiary other
than the equity of the parent. Reported as an equity item on the consolidated
balance sheet.



Mixed Economy — An economy in which some decisions about the allocation
of resources are made by private firms and households and some by the gov-
ernment. In other words, an economy that relies partly on a command me-
chanism and partly on a market mechanism to coordinate economic activity.

Moderate Inflation: see Inflation.

Mondragon — Type Enterprise — A type of enterprise named after the city
of Mondragon in the Basque region of Spain. Co-op enterprise fully owned
by its employees.

Monetary Assets — Cash and promises by an outside party to pay the entity
a specified amount of money.

Money Market — The market for short-term debt instruments, such as cer-
tificates of deposit, commercial papers, banker's acceptances, Treasury bills,
discount notes and others These instruments are all liquid and tend to be
safe (see Capital Market, Financial Market).

Money-Measurement Concept — Accounting records report only facts that
can be expressed in monetary amounts. Accounting therefore does not give
a complete record of an entity.

Monitoring — The process by which investors attempt to oversee manage-
ment action towards the achievement of buy-out objectives such as finance
servicing and meeting repayment targets. Monitoring methods include
board representation, regular reports and meetings, and enable investors to
recognize shortcomings at an early stage so that corrective action can be
taken. It also gives management access to new ideas, contracts and help
from the investing institutions.

Monopolistic Competition — A market structure in which there are many
sellers who are supplying goods that are close, but not perfect, substitutes.
In such a market, each firm can exercise some effect on its product's price.

Monopoly — A market in which there is only one seller (or a group of sel-
lers making joint decisions) of a good.

Monopsony — A market situation in which there is only one buyer or a
group of buyers making joint decisions.

Mortgage — A legal agreement conveying conditional ownership of assets
as security for a loan and becoming void when the debt is repaid. Building
societies and insurance companies loan a proportion of the purchase price of
houses to individuals or companies, the property being mortgaged to the
lender until the loan is repaid.

Mortgage Payable — The liability for a loan that is secured by a mortgage.



Multi-Product Firm — An enterprise producing two or more different
goods or services.

Mutual Fund — Fund operated by an investment company that raises mon-
ey from sharcholders and invest it in stocks, bonds, commodities, financial
instruments etc. (see Open-End Investment Company).

Natural Business Year — A year that ends on the day that activities are at a
relatively low level. For some entities, the accounting period is the natural
business year, rather than the calendar year.

Natural Monopoly — An industry, where the most effective producer is a
monopoly which is usually connected with special natural conditions. Natural
monopoly is more often formed in utilities industry and in similar industries.

Net Benefits — Internally generated funds (operating profit plus depreciation).
Net Book Value: see Book Value.
Net Cash Flows — Net income after payment of dividends plus depreciation.

Net Income — The amount by which total revenues exceed total expenses
for an account period; the “bottom line”.

Net Income Percentage — Net income expressed as a percentage of sales revenue.

Net Loss — The amount by which total expenses exceed total revenues in an
accounting period; negative net income.

Net Present Value (NPV) — The present value of future internally generat-
ed funds from an enterprise's operations, net of related expenditures calcu-
lated by discounting at a given rate of interest.

This method is used in evaluating investments whereby the net present val-
ue of all cash outflows (such as the cost of the investment) and cash inflows
(returns) is calculated using a given discount rate, usually a required rate of
return. Present value of all expected cash inflows minus present value of all
expected cash outflows during the life of the investments. An investment is
acceptable if the NPV is positive (see Discounted Cash Flow, Internal
Rate of Return, Present Value).

Net Working Capital: see Working Capital.

Net Worth — The balance sheet value of an enterprise to its owners, after all
liabilities (creditors' claims) have been allowed for. The term owners' equity is
generally preferred in American usage. May be calculated either as (a) total
assets less total liabilities, or (b) the sum of paid-in capital and retained earnings.

New Money — In the field of debt restructuring, additional finance provided by
lending institutions, as opposed to rollover of existing financing (see Roll-Over).



Newco — Term given to the new company established by management and
their financial supporters to effect the purchase of the target company or the
necessary assets.

Non-Business Organizations — Municipalities, hospitals, religious organi-
zations, and other organizations that are not operated for the purpose of
earning a profit.

Non-Current Asset — An asset that is expected to be of use to the'entity for
longer than one year.

Non-Current Liability — A claim that does not fall due within one year.
Similar to Debt Capital.

Non-Executive Director — A director of a company independent of execu-
tive directors and without responsibilities for the day-to-day operation of the
firm. In a buy-out, the financial backers may often nominate a non-
executive director (frequently on their staff) to oversee their interest who
may be chosen for his/her particular technical skills in the buy-out compa-
ny's market sector.

No-Par-Value Stock — Common stock that does not have a par value. It is
recorded at its Stated value.

Note — Written promise to pay a specified amount to a certain entity on de-
mand or on a specified date.

Note Payable — A liability evidenced by a written promise to pay.

Note Receivable — An amount owed to the entity that is evidenced by a
promissory note.

Objectivity Concept — Principle stating that, to the extent practicable, ac-
counting should be based upon facts as shown by completed transactions.
When estimation is required (as in the case of depreciation, bad debts, etc.)
the accountant is admonished to be objective in his calculations.

Obsolescence — A loss in the usefulness of an asset because of the devel-
opment of improved equipment, changes in style, or other causes not related
to the physical condition of the asset. It is one cause of depreciation; the
other cause is wearing out.

Oligopoly — A market structure in which a small number of rival 