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Unit 1 Bank Overdraft

A bank overdraft is an arrangement where the bank agrees to allow a business to overdraw its
account to a specified amount called the “overdraft limit”. The business then has the freedom to
overdraw the account up to the overdraft limit as and if it requires, and to replenish the account
when funds become available. Interest is calculated on daily outstanding balances and is charged to
customers twice a year. In addition to charging interest on overdrawn balances, a low interest charge
is often made on the ynused balance, especially when there is a large difference between the over-
drawn balance and the overdraft limit. This charge, called the “unused limit fee” is levied to recom-
pense the bank for ensuring that funds are available even though they may not be required.

Besides eharging interest on overdrafts, banks charge an establishment fee when the overdraft
facility is first set up and service fees while the arrangement continues.

Overdrafts are repayable at call. In other words. the bank can require the balance of an over-
drawn account to be repaid at any time. Banks do not act capriciously, however, and a business may
normally maintain an overdrawn balance without fear of repayment being required, on condition that
its finances are sound and the bank has been kept informed of its ﬁwthrough the pro-
vision of financial statements and other relevant information such as cash budgets.Some form of se-
curity is usually required to support overdraft arrangements, the tybe of which will depend on the
circumstances of each case. Directors of newly established companies will usually be required to pro-
vide personai guarantees or charges over personally owned assets. Established businesses may give a
mortgage over land and buildings or, in the case that they are already mortgaged, a floating «i. rge

over certain assets such as inventories.

New Words
overdraft n. &X service fee % 9%
overdraft limit 237 FR#A repayable a. NIEEATE), OEEEMH
specified a. HEH capriciously  ad. REXEM, £4]
replenish vt. &5, &M s
outstanding a.  RITEHY financial standing W %R
unused limit fee & FHFR %G 3% relevant a.  FXHY, WHIHY
levy vt. fEHC provision n. R
recompense vt.  fhE, WEEE inventory n.

establishment fee FFiitkrF %



Phrases & Expressions
at call —W{EER, BfEEEH B on condition (that) #FKi&FR

inform of &4

| Exercises
swer the folléwing questions:
. What is a bank overdraft?
."Why is an “unused limit fee” charged on the unused balance?
. When do banks charge an establishment fee?

I.

. In what circumstances ‘can a business maintain a normal overdrawn balance?

u\&w'x\a»—-g

. What is usually required to support overdraft arrangements?

Il . Choose the best answer for each of the following:

1. The bank charges service fees

a. when it agrees a business to overdraft the account
b. when a business continues a bank overdraft
c. when a business overdraws the overdraft limit
d. when a business sets up the overdraft facility
2. If there occurs a large difference between the overdrawn balance and the overdraft limit, the

bank levies

a. an establishment fee on overdraft

b. an unused limit fee on the unused balance

c. an interest on the unused balance

d. a service fee on draft
3. Overdrafts should be repaid

a. twice a year

b. during the overdraft period
c. whenever the bank requires
d. when the business fails to provide its financial statements

4. A floating charge over certain assets isa form of security charged over

a. established businesses who mortgage land
b. established companies who provide personal guarantees
c.established businesses whose personally owned assets are charged
d. established businesses whose land and buildings are already mortgaged
5. Which statement is mentioned in the passage?
a. Bank overdraft is the most important means of short — term finance.
b. With a bank overdraft, the business can freely overdraw the account without paying

interest.



c. The rate charged on overdrafts is determined by market prices.
d. Established businesses may mortgage land and buildings to support overdraft

arrangements.

. Translate the following sentences into English:
1. BT 8 B MRFTEFBBA L, HEREFEREXT—RK,
2. BITHE Xk AT FER WA T A BT L b,
3. BT AP MEMERE PR B KA LR ES,
4. PITEFRERFEMEANHFSAUBEREZLF,
5. EAEXHEN—MER, BTEXERFELAANEFRENS AFIE,



Unit 2 Debentures and Unsecured Notes

Debentures and unsecured notes can be discerned from other forms of debt finance in that these
funds are sought from the public at large. In contrast, other forms of debt finance need the company
to approach individual lending institutions to obtain the funds. As with a public issue of shares, rais-
ing finance through a debenture or note issue requires the preparation of a prospectus. Lenders will
be advised about the terms and conditions of the issue, the maturity date and interest rates. It is
common for interest to be paid semi — annually, although some finance companies choose to pay
quarterly.

Interes: is usually a fixed sum calculated on the par or nominal value of the security and will be
paid throughout the term of the issue , without regard to changes in market rates of interest. The
amount regularly paid as interest is known as the “coupon rate”, which will be close to the market
or effective rate of interest at the time of issue. Interest rates may fluctuate over the term of issue.
When these changes occur. the market will discount future “coupon rate” payments at the market’s
required rate of return to determine the price of the security. This required rate of return is called
the "vield to maturity”.

Debentures and unsecured notes differ in terms of the security given. The debenture holder is a
secured creditor, but the unsecured note holder is an unsecured creditor. The security arranged for
debenture holders can be of two types:

! dixed charge over specific assets; or

2. Nloating charge over unpledged assets.

Where a fixed charge over specific assets is used, debenture holders may seek satisfaction for
their debt in the event of default by selling the secured asset. If insufficient funds are recovered
through the sale of the specified assets, the debenture holders will rank with the unsecured creditors
for the remainder of the debt. With a floating charge debenture, the debenture holders have a prion-

ty claim on the unpledged assets of the company before the unsecured creditors.

New Words
debenture n. fHi% - discount vt. T (FT) #fdn
unsecured note  JCH fRIEFH rate of return #3E H
finance n. E% wield to maturity AW H
at large T KA fixed charge [& € % FH
semi — annually 4 2 4 1 floating charge i3l % H
nominal value 4% XM {H yunpledged a. JEHLIR Y
term n.  #, BiHE default n. &Y, FBEA
coupon rate B RFIE insufficient a. AE/, FAEH

cffective rate  SEFRFIHR



remainder n. F&KY, FRIES satisfaction n.  BEEE
priority n. e,

Phrases & Expressions
in contrast &---Xftb, H--XE . in the event of fIR--- K&
choose to BE

Exercises

I. Answer the following questions;

[ I VS I S

1.

. What’ s the difference between debentures and other forms of debt finance?

. What does raising finance through a debenture or note issue require?

. How is interest usually calculated and paid?

In terms of security given, how can we distinguish debentures from unsecured notes?

. What are the types of the security arranged for debenture holders?

Choose the best ‘answer for each of the following;

1. Debentures and unsecured notes raise funds from

a. companies b. masses at large
c. institutions d. lenders
2. Which statement is not true according to the passage’

a. Companies using other forms of debt finance should obtain the funds from individual lend-
ing institutions.

b. Some finance companies like to pay the interest quarterly.

c. The lenders will buy a prospectus to know the terms and conditions of the issue.

d. The maturity date and interest rates are usually included in the prospectus prepared by
the company.

3. Interest rate

a.will be decided according to the market rates of interest
b.will be paid in coupon rate

c.will be the same as market or effective rate

d.may have changes over the term of the issue

4. The security arranged for debenture holders is

a. discounted by “yield to maturity”

o

. decided by the interest rate
c. paid over the term of issue
d. determined by a secured creditor

5. When a floating charge over unpledged assets is used,

a. the debenture holders will rank with the unsecured creditors
b. the debenture holders will have a privilege to claim on the unpledged assets of a company
5



c¢. the debenture holders will get all of their satisfaction of the debt
d. the debenture holders won't get anything for their debt

Il . Translate the following sentences into English;

1. AFREPLSERVBFIEHRTHHER . RIT&REG. 2B URARSE,
ERBFHEIRTHAIMNOAE, —RAEETHAZE,
CEREWRIES T, FEMEHAIEFRE RN,

4. RERIEFFAEREHRRA, MHESFFEERBRBRA
5. mRERABERTWEERM, BFFFEITRIARFHRES,

[FS I W8



Unit 3 Capital Accumulation

In the world of today, industrially advanced countries have larger capital stock per capita than
developing countries. It is also true that the larger the capital stock for any given population, the
higher the possible ratc of economic growth. This is basically one of the foundations for many of the
foreign aid programs in which developed countries have engaged. It is no doubt that a necessary pre-
requisite for economic development is a large capital stock—machines and other durable goods that
can be used to aid in the production of consumption goods and more capital goods in the future. The
developed nations have attempted to give developing countries capital so that they too, might
grow. Nevertheless, the amount of capital that they have actually given to the developing nations is
quite small. How does a developing nation accumulate capital? The answer is that it must save and
invest those accumulated savings profitably . Saving means not consuming . Resources must be released
from consumer goods prdduction in order to be used for investment.

It is often said that people in developing countries cannot save because they are only just
subsisting. This is not actually true.Many anthropological studies have revealed that saving is, in
fact, going on in the impoverished countries, but it takes forms that we don’t recognize in our
money economy. In some places, saving may involve storing some goods that can later be traded for
other goods. Some researchers even speculate that saving in developing countries takes the form of
bringing up children who then feel a moral obligation to support their parents during the latter’s
retirement. In any event, saving does take place indeed in the most poverty-stricken areas. Generally

speaking, there is no obvious relationship between the percentage of income saved and the level of

income.
New Words

advanced a. TEHEHM, EHH profitably ad. A FHL, FKFM
capital stock FA & resource n. IR, YH
population n. AMO release v,  HUH, BEAL
per capita A1j subsist v.  HFF, HEFLE
basically ad.  FEAH anthropological a.  AK¥H
foundation n. A reveal v. EH, BR
durable a. THHAK involve v. f1&, 8K
engage v. fEMET impoverished a. #HE/K
nevertheless conj. R, A3t poverty-stricken a. BAEM, RFMW



.

Phrases & Expressions

in fact FHZ L in any event ACERE, TR
take the form of LA---JE3K

Exercises

. Answer the following questions;
1.
2.

What do industrially advanced countries have more than developing countries?
What is one of the foundations for many of the foreign aid programs in which developed

countries have engaged?

3. How does a developing nation accumulate capital?

4. What have many anthropological studies revealed?

5. How do some developing countries save capital?

. Tell whether each of the following statements is true or false according to the passage:
1.
2.

Undoubtedly a large capital stock is an essential prerequisite for economic development.
The developed nations have attempted to give developing countries a large amount of capital

to help them to grow.

. Il developing countries want to accumulate capital, they have to save from consumer goods

to use for investmernt.

. In some places people usually use a way we don’t recognize in our money economy to save

capital.

. Many people think that saving in some countries is only rearing children.

Translate the following sentences into English:

1

2
3
4
5

ELESME L, —FAONRACEEE, SEFHRKRURTEGESE,
LS F AT Y SR B A R TR AE T RN BR AR ERR,
EXEAFRMERPEREMSBHESR,
RBEFEFHAMMIEEFEE B AGIINE T RGEREFORERAERKN,
FEMRENNEEFHIBRA T ESRAKEZBEHARBORER.



Unit 4 The International Monetary Fund

The IMF, like the World Bank, grew out of the 1944 Bretton Woods conferences. It hoped to
secure the advantages of the gold standard and avoid its disadvantages. Exchange rates then were also
hoped to be relatively stable.But there were to be orderly ways to unpeg parties that represented
clear undervaluation or overvaluation. International cooperation was to take the place of the previous
automatic mechanism. Also, countries were to be spared the need to make adjustments by painfully
deflating themselves into drastic unemployment. And the IMF still hopes to lessen the need for im-
port controls. How do IMF operations work? Here's one case.

Ordinarily, a country pays for its imports by means of its exports or long-term
borrowing. Suppose a country, say, Spain, is in need of short-term credit from the IMF. How ex-
actly does the IMF enable such a debtor country to get hold of dollars? It does this by extending
“purchase rights.” It simply lets the Spaniards to buy with Spanish currency some of the Fund’s
own holdings of dollars. After the Spanish balance of payments has improved, Spain is expected to
buy back with gold or dollars (or, as we'll see, with SDRsor “paper gold”) the Spanish currency
it has sold to the Fund. :

From 1945 until 1971 when the Bretton Woods éystem collapsed forever, the IMF developed
the illusion that it could keep exchange rates pegged most of the time.Only under the extreme pres-
sure of fundamental disequilibria persisting in a country’s balance of payments would the IMF expect
that country to depreciate its exchange rate.

The IMF and its leading members put up a courageous but hopeless fight to make stable ex-
change rates work.

As will be seen, after 1971 the Bretton Woods system of pegged exchange rates broke down

permanently and was replaced by a system of “managed floatingexchange rates.”

New Words
gold standard £ &AL lessen v. WA, @R
orderly a. HHRHEH short-term credit FEHA X
unpeg v. (fiEsF . BR) BE balance of payment B BRI
undervaluation n.  fifh SDR = Special Drawing Right 1 548 &
ovrvaluation n. =14 734
automatic a. BZIHY, PLEW paper gold #K#¥ &
adjustment n. P, B illusion n. 5%, 448
spare v. Sk, 448, #£F peg vt. [EE, BRH
deflate v. P&, /b disequilibria n. REFH
drastic a. BREHH courageous a. BHA, EEK



