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UNIT 1 MONEY
Answer the following questions:

Neithera borrowernora lender be.
From 'Hamletby Wiliam Shakespeare

1. Have you ever borrowed money from anyone?

2. Who from? How much?

3. Have you ever lent money to anyone?

4. Who to? How much?

5. Are you in debt atthe moment? (i.e. Do. you owe anyone any money?)
6. Does anyone owe you any money?

7. Who? How much?

Annualincome twenty pounds, annual expenditure nineteen and six, resulthappiness.
Annualincome twenty pounds, annual expenditure twenty pounds and six, result misery,
from 'David Copperfield' by Charles Dickens

1. Do you spend more than you earn, or less than you earn?
2. Do you have a budget for your money?
3. Do you keep a record of your expenses?

Text 1.1 INTRODUCTION

(1) Money is one of man's greatest inventions and the fact that all but the least developed of
human societies use money indicates that it is an essential tool of civilization. In the absence
of some form of money, exchange may take the form of barter which is the direct exchange of
goods and services for goods and services. Barter will serve man's requirements quite adequately
when he provides most of his needs directly and relies upon market exchanges for very few of the
things he wants. As the extent of specialisation increases, the barter system proves very inefficient
and frustrating. In the simplest societies each family will provide by its own efforts most of its needs
and perhaps some small surpluses. A farmer will exchange any small surplus of food, wool or
hides for the surpluses of other producers. But this system of exchange becomes very
cumbersome as economic activities become more specialised. A specialist metal worker must
seek out a large number of other specialists in order to obtain, by barter, the variety of goods he
needs to satisfy his daily wants. The great disadvantage of barter is the fact that it depends
upon a 'double coincidence of wants'. A hunter who wants to exchange his skins for com must
find, not merely a person who wants skins, but someone who wants skin and has a surplus of
com for disposal. The alternative is to exchange his skins for some other article and they carry
out a series of similar exchanges until he finally gets his com. Time and energy which could be
devoted to production is spent on a laborious system of exchange.

(2) Quite eariy in his history man discovered a much more convenient arrangement. The
use of some commodity as a medium of exchange makes exchange triangular and removes
the major difficulty of the barter system. If a commodity is generally acceptable in exchange for
goods and services, it is money. A producer now exchanges his goods for money and the
money can be exchanged for whatever goods and services he requires.

(3) The functions of money.

1. A medium of exchange.

As we have already explained, the use of money as a medium of exchange makes possible
a great extenuation of the principle of specialisation. In an advanced society the use of money
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allows us to exchange hours of labour for an amazing variety of goods and services. We can
exchange, for example, two weeks' labour for a holiday abroad just as easily as we can
exchange it for a piece of furniture or a year's rent on a television set. Such exchanges are
taken for granted yet they would be inconvenient without the use of money.

2. A measure of value.

The first step in the use of money was probably the adoption of some commodity as a unit of
account or measure of value. Money, most likely, came into use within the barter system as a
means whereby the values of different goods could be compared. The direct exchange of goods
for goods would raise all sorts of problems regarding valuation. For example 'How many bushels of
com are equal in value to one sheep, if twenty sheep exchange for three cows and one cow
exchanges for ten bushels of com? The problem of exchange rates is easily solved when all other
commodities are valued in terms of a single commodity which then acts as a standard of value.
Money now serves as such a standard and when all economic goods are given money values (i.e.
prices), we know, immediately, the value of one commodity in terms of any other commodity.

3. A store of value.

Once a commodity becomes universally acceptable in exchange for goods and services, it
is possible to store wealth by holding a stock of this commodity. It is a great convenience to
hold wealth in the form of money. Consider the problems of holding wealth in the form of some
other commodity, say wheat. It may deteriorate, it is costly to store, may be insured, and there
will be significant handling costs in accumulating and distributing it. In addition, its value may
fall when it is being stored. The great disadvantage of holding wealth in the form of money has
become very apparent in recent years — during periods of inflation its exchange value falls.

4. A means of making deferred payments.

An important function of money in the modem world, where so much business is conducted
on the basis of credit, is to serve as a means of deferred payment When goods are supplied
on credit, the buyer has immediate use of them but does not have to make an immediate
payment. The goods can be paid for three, or perhaps six months after delivery. Inthe case of
hire purchase contracts, the buyer takes immediate delivery but pays by means of installments
spread over one, two, or three years.

(4) A complex trading organisation based upon a system of credit can only operate in a
monetary economy. Sellers would be most unlikely to accept promises to pay in the future which
were expressed in terms of commodities other than money. They would have no idea how much of
the commodities they would need in the future, and if they do not want them, they face the trouble
and risks involved in selling them. Sellers will accept promises to pay expressed in terms of money
because, whatever the pattern of their future wants, they can be satisfied by using money.

Text-Based Activities

| Fill in the missing words: granted, convenience, commodity, money, inventions, barter,
valuation, exchange.

1. Money is one of man's greatest....

2. Inthe absence of some form of money, exchange may take the form of....

3. Ifa... is generally acceptable in exchanging for goods and services, itis ...

4. Such exchanges are taken for....

5. The... of goods for goods would raise all sorts of problems regarding....

6. Itis a great... to hold wealth in the form of money.

I Fnd synonyms among the following words. Use them in sentences of your own.

means, form, tool, frustrating, obtain, useless, need, instrument shape, get, medium,
commodity, general, require, labour, store, common, article, work, stock, deteriorate,
significant, spoil, essential, apparent, conduct, purchase, evident, cany out, buy

6



Il Find antonyms among the following words. Make up sentences with them.
absence, increase, major, spread, presence, same, reduce, minor, accumulate, different

IV Fillin the missing prepositions.

1. Monetary policy is concerned with the cost... money.

2. Bank-notes and coins are not the most important form ... money... developed economies.
3. Cheques didn't come... general use... the second half of the seventeenth century.

4. A payment from one person .. another merely requires that the banker reduces the
amount... one deposit and increases it... another.

5. The transmission ... payments ... means ... cheques creates problems when the person
making the payment has an account... a different bank... the person receiving the payment

6. Most countries have a central bank, which is responsible ...the operation ...the banking system.
7. Several merchant banks date back... the nineteenth century.

8. ... recent years there has been a considerable extension... the range... financial services
offered... building societies.

V  Translate the following word combinations.

npsAMoii 06MeH ToBapamu W ycnyrami, ¢ pocToM Cneuuanusauuu, psg nofobHbIX 06MEHOB,
ropasgo 6onee ygo6Hoe CpeAcTBO, OCHOBHAA CMOXHOCTb GApTEPHOIi CUCTEMbI, B Pa3BUTOM
oblecTBe, NpegmeT Mebenn, 6e3 NCnonbL30BaHNsA feHer, Npasblil War, Npobaema 06MeHHbIX
KypcoB, 3anac ToBapoB, 60/bLUOe YA06CTBO, OFPOMHBIA HELOCTATOK, B NEPUOL, MHKAALMIA.

VI Answer the following questions:

What is barter?

When may exchange take the fomi of barter?

When is barter inefficient and frustrating?

What are the main functions of money?

Why has it become unprofitable to hold wealth in the fomrr of money in recent years?
Why is money a perfect means of deferred payments?

How does a complex trading organisation operate in a monetary economy?

NOoO A WD

Text 1.2 HISTORY OF MONEY

Early history: blood-money, bride-money
Stone Age: silver and other precious metals
3rd millennium BC: earliest banking (Babylon)
2200 BC: standardized silver ingots

700 BC: coins (Lydia)

500 BC: international banking

405 BC: cunency debasement (Athens)

300 BC: giro system (Egypt)

118 BC: fiat money (China)

800 AD: printed banknotes (China)

1000 AD: severe inflation (China)

17th century modem bank notes (Amsterdam)

1) There are numerous myths about the origins of money. The concept of money is often
confused with coinage. Coins are a relatively modem form of money. Their first appearance was
probably among the Lydians, in Minor Asia in the 7th century BC. And whether these coins were
used as money in the modem sense has also been questioned.



(2) To determine the earliest use of money, we need to define what we mean by money. We will
return to this issue shortly. But with any reasonable definition the first use of money is as old as
human civilization. The early Persians deposited their grain in state or church granaries. The receipts
of deposit were then used as methods of payment in the economies. Thus, banks were invented
before coins. Ancient Egypt had a similar system, but instead of receipts they used orders of
withdrawal - thus making their system very dose to that of modem checks. In fact, during Alexander
the Great's period, the granaries were linked together, making checks in the 3rd century BC more
convenient than British checks in the 1980s. The Egyptians had in fact invented the first giro system.

(3) However, money is older than written history. Recent anthropological and linguistic research
indicates that not only money is very old, but its origin has little to do with trading, thus contradicting
another common myth. Rather, money was first used in a social setting. Probably at first as a method
of punishment. Dowries were probably also an early use. These early origins have left their traces in
our language - as in ‘pay one’s dues’

(4) Early Stone Age man began the use of precious metals as money. Until the invention of coins,
metals were weighed to determine their value. Counting is of course more practical, the first
standardized ingots appeared around 2200 BC. Other commonplace objects were subsequently used
in the abstract sense, for example miniature axes, nails, swords, etc.

Full standardization arrived with coins, approximately 700 BC. The first printed money
appeared in China, around 800 AD. The first severe inflation was in the 11th century AD.

Text-Based Activities

Decide which of the following statements are correct.
. There are some myths about the origin of money.
. The first appearance of printed-money was among Lydians.
. Inthe modem sense coins were used as money in the 7thcentury BC in Asia Minor.
. The early Persians deposited their grains in state granaries.
. Ancient Egyptians had invented the first giro system.
. The origin of money has little to do with trading.
. Early Stone Age man began the use of valuable papers as money.
. Nails, swords, etc. were used in the sense of money.
. Full standardization arrived with coins in the 12¥.century.

Il Retell the text.

©CONOUTAWN P —

Text 1.3 HYSTORY OF MONEY. COINS

Read the passage and choose a suitable heading for each paragraph from the list below.
1. Superiority of silver and gold coins.
2. History of coins.
3. Qualities of good coinage.
4. Present-day forms of money.

(1) Money means coins, banknotes and cash in the bank account. We use it to make
payments. Nowadays we know that the units of money must have certain qualities to be
successful. They must be:

1. Standard. They must all be of the same kind, look the same, weigh the same, all be of
the same type, shape, size and quality.

2. Durable. They must be strong and long-lasting, so that they are a store of value and do
not wear out easily.

3. Scarce. They must be difficult to come by to keep their value.

4. Acceptable. They must be accepted as a medium of exchange in a society or country
for buying and selling, that is they must be legal tender.
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5. Portable. They must be easy to carry.
6. Divisible. It must be possible to divide the units of money of large value into smaller values.

(3) In the past many things were used as the medium of exchange — com, furs, rice,
tobacco, salt tea, rum — there is no end to them. In lime people realized that metals
were superior to the commodities previously mentioned because coins made from metal
are homogeneous, portable and easily divisible by weight.

(4) The Ancient Britons and Greek used iron, the Romans used copper but gradually silver and
gold replaced them, because they keep indefinitely and provide a greater value in a smaller bulk.
Another advantage is that all gold and silver of a certain weight and fineness is the same.

(5) The advent of coinage is a step forward because coins are free from most of the
disadvantages of earlier forms of money. The first coins are credited to China around about
1.000. B.C. Originally people minted coins locally, gradually the state accepted
responsibility for both the manufacture and the quality of coinage.

Text-Based Activities

| Decide which of the following statements are correct.

1. Money means cash, banknotes and credit cards.

2. Coins are free from all disadvantages of earlier forms of money.
3. A great variety of coins circulated in Europe in the Middle Ages.
4. First coins are about three thousand years old.

5. Silver and gold coins have greater value than their face value.

Text 1.4 HYSTORY OF MONEY. BANK NOTES

Read the passage. Choose a suitable title for the passage from the list below. Support your point.
a) Role of gold and silversmiths
b) Development of paper money
c) Problem of safe keeping money and valuables
d) Beginning of banks

(1) After coins came notes. The hardest problem for anyone with money then was to find
somewhere safe to keep it. It seemed sensible to look around for someone who had vaults and
safes for their own business, and then to ask them to look after the money. Gold and
silversmiths had such safes, because their trade was traffic in coin and bullion, and they
needed somewhere secure to keep their stocks.

(2) So it came about in the seventeenth century that goldsmiths took these deposits for safe
keeping. They issued a receipt which acknowledged the deposit of the money and incorporated a
promise to return it on demand. More and more people came to hold these receipts and they began
to circulate for value among merchants. Gradually it became the practice to issue these deposit
receipts in standard amounts, e.g. 10,50,100. These receipts were very convenient, as they could
be passed on, if one person owed money to another, and change hands many times, and still be
good for payment They came to be trusted and became usual in payment, as easier, lighter and
quicker to handle than a lot of coin. The receipts were now expressed to be payable to bearer.
People stopped calling them receipts, and began to describe them as goldsmiths’ notes. So the
goldsmiths began to exercise some of the functions of a banker. They kept money and valuables on
safe deposit and they issued notes. It was not long before they developed another important
banking function, that of lending.

(3) In the beginning the merchant who deposited his money with the goldsmith expected to
pay a fee, or commission, for having his money kept safe. In time the goldsmith learned that he
need not keep the whole of the money left with him. In other words, some of his receipts were
always out, circulating in the hands of the merchants. So the goldsmith always had some cash
in hand, and he started to lend this out, charging interest. This was the beginning of banks.
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Text-Based Activities

I Discuss what evidence there is in the text for the following statements:
1. Receipts issued in standard amounts were very convenient.
2. Goldsmiths began to exercise some ofthe functions of a banker.

Il Make a list of questions you would ask a goldsmith if you wanted to keep your
valuables safe with him.

Il Enact the imaginary conversation with the goldsmith.

Text 1.5 THE U.S. MONEY SUPPLY

(1) A nation's money supply is based on either the production of a commodity or
governmental fiat. Commodity money typically is based on valuable metals, particularly gold or
silver. When a nation uses commodity money, the size of the money supply is determined by
the cost of producing the commodity and the rate of production. During the late 1800s and early
1900s, U.S. currency was based on the gold standard, which is to say that the United States
promised to redeem its currency for a specified amount of gold.

(2) Fiat money, on the other hand, does not have intrinsic value. It has value because people are
willing to accept it. To increase a fiat money's acceptability, a government may make the currency
legal tender, which means people are required by law to accept the money at its face value. Today
the United States is on a fiat money system, in which the national government through its central
bank, the Federal Reserve System, controls the money supply. U.S. currency is legal tender.

(3) Yetthe money supply in the United States consists of more than just coins and paper money.
Checking account deposits are considered a form of money because they are spent when people
write checks. In fact, in the United States, about three-fourths of all payments are made by check.
When commercial banks make loans, they can create checking deposit money by giving the
borrowers additional credit in their deposit accounts. The Federal Reserve System maintains control
over this money creation by administering reserve requirements, rules which require that commercial
banks hold currency in their vaults — or deposits with Federal Reserve Banks — in a set minimum
proportion to their deposit liabilities. By controlling the dollar amount of the reserves, the Federal
Reserve thus controls the dollar volume of bank loans.

(4) Economists measure the money supply in several ways that differ according to which
assets are included in the measurements. One measure includes deposits in all interest-bearing
accounts that can be used like checking accounts. Another includes savings accounts that
cannot automatically be converted to make purchases. Banks can require advance notice of
withdrawals from these accounts.

(5) When the money supply increases, people have more money to spend, and demand for
goods and services increases. As demand increases, businesses hire additional workers to
increase output. This is an economic growth scenario. But, if output does not keep pace with
demand, prices increase. When prices rise continuously, inflation results.

Text-Based Activities

| Answer the following questions:

1 What is commodity money?

2. What is fiat money?

3. What are the forms of money in the United States?

4. What is the role of the Federal Reserve System in money creation?
5. How do economists measure the money supply?

6. Can you describe the money supply in Belarus?
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Text 1.6 MONITARYAND FISCAL POLICY

Read the text and answer the following question.
What goals does fiscal policy promote?

(1) The government can also use its own spending and taxing activities to achieve specific
objectives. This is called fiscal policy. By increasing or decreasing its spending or taxing programs,
the federal government may reduce or increase demand for goods and services. If the government
reduces its own spending, it buys less from businesses, reducing sales and earnings, and people
have less money to spend. Similarly, if the government raises taxes, people have less money to
spend. Moreover, spending and taxing policies work together to increase or decrease aggregate
demand. For example, if the government taxes to a greater extent than it spends, it causes a net
reduction in the flow of income to people and businesses. Because this reduces aggregate
demand for goods and services, it is a method for fighting inflation.

(2) Fiscal policy uses budget deficits or surpluses to promote economic stability and growth.
In the United States, some fiscal policy tools work automatically — without action being taken
by the president or Congress. The progressive income tax, for example, is generally
considered to promote stability automatically, it tends to reduce the government's collection of
revenue when personal and business incomes are declining, and thus helps offset the
cutbacks in spending that accompany declining incomes. During business expansions, however,
federal tax collection tends to rise fairly quickly and thus reduce inflationary pressures. During
postwar business declines, Congress has sometimes legislated emergency spending
measures, such as temporary increases in public works expenditures, as additional means of
offsetting cutbacks in private spending and preventing unemployment.

(3) Yet there are also problems associated with the use of fiscal policy. Many people object to a
reduction in government spending because this could mean a reduction in funds used to help provide
education, health care and other services. Higher taxes are unpopular with both individuals and
businesses. In addition, the use of fiscal policy to cause a sharp reduction in demand is somewhat
controversial because ittends not only to reduce inflation but also to increase unemployment

Text-Based Activities

| Decide which of the following statements are correct.

. Fiscal policy is the government's spending and taxing policies.

2. The federal government reduces or increases demand for goods and services by
increasing or decreasing its spending or taxing programs.

3. Ifthe government reduces its own spending, it buys more from businesses, and people have
more money to spend.

4. Ifthe government taxes to a greater extent than it spends, it causes an increase in the flow of

income to people and business,

. All fiscal policy tools work automatically in the United States.

. The progressive income tax promotes stability automatically.

. The use of fiscal policy may not only reduce inflation but also increase unemployment.

Answer the following questions:
. What is fiscal policy?
. How may the federal government reduce or increase demand for goods and services?
. What causes a net reduction in the flow of income to people and businesses?
. What does fiscal policy use to promote economic stability and growth?
. How does the progressive income tax work?
. Why do many people object to a reduction in government spending?
. Why are higher taxes unpopular with both individuals and businesses?
. What can the use of fiscal policy cause?
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Il Which of the following expresses the main idea of the text best of all?
1. Fiscal policy and its objectives.

2. Spending and taxing activities of the government.

3. The use of budget deficits or surpluses by fiscal policy.

4. Problems of the use of fiscal policy.

IV Give the main points of the text in 5 — 9 sentences. You may use the following cliches:
The textdeals with....

The textgives a valuable information on....

Attentbn is drawn to the fad that....

... are discussed.

Underlined s the conclusion that....

V' Speak aboutthe use offiscal policy.

UNIT 2 BANKING

Text2.1 INTRODUCTION

(1) Banking is the business of providing financial services to consumers and businesses. A
broader definition of a bank is any financial institution that receives, collects, transfers, pays,
exchanges, lends, invests, or safeguards money for its customers. This broader definition includes
many other financial institutions that are not usually thought of as banks but which nevertheless
provide one or more of these broadly defined banking services. These institutions include finance
companies, investment companies, investment banks, insurance companies, pension funds,
security brokers and dealers, mortgage companies, aid real estate investment trusts.

(2) Although the type of services offered by a bank depends upon the type of bank and the
country, services provided usually include:

- taking deposits from the general public and issuing checking and savings accounts;
- making loans to individuals and businesses;

- cashing cheques;

- facilitating money transactions such as wire transfers and cashiers checks;

- issuing credit cards and debit cards;

- storing valuables, particularly in a safe deposit box.

Types of Bank

(1) Banks' activities can be characterised as retail banking, dealing directly with individuals and small
businesses, and investment banking, relating to activities on the financial markets. Most banks are profit-
making, private enterprises. However, some are owned by government, or are non-profit making.

(2) Central banks are non-commercial bodies or government agencies tasked with responsibility
for controlling interest rates and money supply across the whole economy. They act as Lender of
last resort in event of a crisis.

(3) Commercial bank is the term used for a normal bank to distinguish it from an investment bank.
Since the two no longer have to be under separate ownership, some use the term "commercial
baik" to refer to a bank or a division of a bank that mostly deals with corporations or large
businesses.

(4) Community development banks are regulated banks that provide financial services and credit
to underserved markets or populations.
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(5) Private banks manage the assets of high net worth individuals.

Offshore banks are banks located in jurisdictions with low taxation and regulation. Many offshore
banks are essentially private banks.

(6) Savings banks traditionally accepted savings deposits and issued mortgages. Today, some
countries have broadened the permitted activities of savings banks.

Investment banks "underwrite” (guarantee the sale of) stock and bond issues and advise on
mergers.

(7) Merchant banks were traditionally banks which are engaged in trade financing. The modem
definition, however, refers to banks which provide capital to firms in the form of shares rather than
loans. Unlike Venture capital firms, they tend not to invest in new companies.

(8) Universal banks, more commonly known as a financial services company, engage in several
of these activities. Almost all large financial institutions are diversified and engage in multiple
activities. In Europe and Asia, big banks are much diversified groups that among other services,
distribute also insurance.

(9) Online banks, which usually have no brick and mortar branches, first gained attention by
offering higher rates on deposit products than traditional banks. While that is still true to some extent,
the rate differences are not as significant as in the past. Most bank Web sites have an "About Us"
page that describes the institution. There one can find information regarding the official name, their
charter, address of the bank's headquarters and information about its insurance coverage.

Text-Based Activities

Decide which of the following statements are correct.
Banking is the business of providing financial services to consumers only.
The type of services offered by a bank depends on the type of bank and the country.
Central banks are commercial bodies and the government has no rights to control their
activities.
Private banks manage the assets of rich people.
All countries have broadened the permitted activities of savings banks.
6. Merchant banks were traditionally banks which were engaged in providing capital to new
companies.
In Europe and Asia universal banks also distribute insurance.
Online banks provide their services through the Internet only.

S el
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Answer the following questions:
What kind of business is banking?
What do services provided by a bank depend on?
What do services offered by a bank include?
Does retail banking deal with individuals only?
Why are central banks non-commercial bodies?
What is the term “commercial bank" used for?
Do private banks deal with individuals?
What are the activities of saving banks?
. What kind of a bank is an offshore bank?
10. Are merchant banks engaged in trade financing?
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Dialogue

Andrew White works for a local newspaper. He is a reporter. He interviews people. His interviewee is
a banker. His name is Mr. Smith. Complete Andrew's questions by putting in the missing words.

Andrew. Mr. Smith, what bank you run?
Mr. Smith: ~ What bank do | run? I run a small community bank.
Andrew. Who the bank's foundation?

Mr. Smith:  Small depositors make the bank's strong foundation.

Andrew: What____they find attractive?

Mr. Smith: | believe they find attractive the services we provide and their quality.

Andrew. What services____?

Mr. Smith:  Our bank provides a wide range of services, but as it is a small bank we mostly
serve individual clients.

Andrew: ____the quality of life in your community?

Mr. Smith:  Of course, our bank's activity affects the quality of life in our community,
especially loans we grant to small businesses.

Andrew: ____optimistic about the bank's future?

Mr Smith:  Yes, | am very optimistic about the bank's future. We welcome new clients and
look forward to our mutual business successes.

Andrew. Thank you very much, Mr. Smith

| Make up your own dialogues on the basis of the above dialogue and text.

Text2.2 BANKS IN THE ECONOMY

(1) Banking services are extremely important in a free market economy and serve two
primary purposes. First, by supplying customers with the basic mediums-of-exchange (cash,
checking accounts, and credit cards), banks play a key role in the way goods and services are
purchased. Without these familiar methods of payment, goods could only be exchanged by
barter (trading one good for another), which is extremely time-consuming and inefficient.
Second, by accepting money deposits from savers and then lending the money to borrowers,
banks encourage the flow of money to productive use and investments. This in turn allows the
economy to grow. Without this flow, savings would sit idle in someone's safe or pocket, money
would not be available to borrow, people would not be able to purchase cars or houses, and
businesses would not be able to build the new factories the economy needs to produce more
goods and grow. Enabling the flow of money from savers to investors is called financial
intermediation, and it is extremely important to a free market economy.

(2) A bank raises funds by attracting deposits, borrowing money in the inter-bank market, or
issuing financial instruments in the money market or a capital market. The bank then lends out
most of these funds to borrowers.

However, it would not be prudent for a bank to lend out all of its balance sheet. It must keep
a certain proportion of its funds in reserve so that it can repay depositors who withdraw their
deposits. Bank reserves are typically kept in the form of a deposit with a central bank. This
behaviour is called fractional-reserve banking and it is a central issue of monetary policy.

(3) Banks are susceptible to many forms of risk which have triggered occasional systemic
crises. Risks include liquidity risk (the risk that many depositors will request withdrawals
beyond available funds), credit risk (the risk that those that owe money to the bank will not
repay), and interest rate risk (the risk that the bank will become unprofitable if rising interest
rates force it to pay relatively more on its deposits than it receives on its loans), among others.
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Banking crises have developed many times throughout history when one or more risks
materialize for a banking sector as a whole. Prominent examples include the U.S. Savings and
Loan crisis in 1980s and early 1990s, the Japanese banking crisis during the 1990s.

4) The combination of the instability of banks as well as their important facilitating role in
the economy led to banking being thoroughly regulated. The amount of capital a bank is
required to hold is a function of the amount and quality of its assets. Major banks are subject to
the Basel Capital Accord promulgated by the Bank for International Settlements. In addition,
banks are usually required to purchase deposit insurance to make sure smaller investors are
not wiped out in the event of a bank failure.

Another reason banks are thoroughly regulated is that ultimately, no government can allow
the banking system to fail. There is almost always a lender of last resort—in the event of a
liquidity crisis (where short term obligations exceed short term assets) some element of
government will step in to lend banks enough money to avoid bankruptcy.

Bank Size Information

Here are top five banking groups in the world ranked by tier of their capital in 2005 (m U.S. dollars)

Citigroup — 73 billion

JP Morgan Chase — 69 billion

HSBC-6 7 billion

Bank of America — 64 billion

Royal Bank of Scotland — 43 billion

Text-Based Activities

Answer the following questions:
. What purposes do banking services serve?
. What is called financial intermediation?
. Isitimportant to a free market economy?
. Inwhat way does a bank raise funds?
. What is fractional-reserve banking?
. Are banks susceptible to any form of risk?
. Why are banks thoroughly regulated?

~NOoO O WN R —

Text 2.3 HISTORY OF BANKING

(1) Many of today’s banking services were first practiced in ancient Phoenicia, China, and
Greece, where trade and commerce flourished. The temples in Babylonia made loans from
their treasuries as early as 2000 BC. The temples of ancient Greece served as safe-deposit
vaults for the valuables of worshipers. The Greeks also coined money and developed a system
of credit. The Roman Empire had a highly developed banking system, and its bankers
accepted deposits of money, made loans, and purchased mortgages. Shortly after the fail of
Rome in 476 AD., banking declined in Europe.

(2) The increase of trade in the 13th-century Italy prompted the revival of banking. The
moneychangers of the Italian states developed facilities for exchanging local and foreign
currency. Soon merchants demanded other services, such as lending money, and gradually
bank services were expanded.

(3) The first bank to offer most of the basic banking functions known today was the Bank of
Barcelona in Spain. Founded by merchants in 1401, this bank held deposits, exchanged
currency, and carried out lending operations. It also is believed to have introduced the bank
check. Three other early banks, each managed by a committee of city officials, were the Bank
of Amsterdam (1609), the Bank of Venice (1587), and the Bank of Hamburg (1619). These
institutions laid the foundation for modern banks of deposit and transaction.
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(4) For more than 300 years, banking on the European continent was in the hands of
powerful statesmen and wealthy private bankers, such as the Medici family in Florence. During
the 19th century, members of the Rothschild family became the most influential bankers in all
Europe and probably in the world. This international banking family was founded by German
financier Mayer Amschel Rothschild (1743-1812), but it soon spread to all the major European
financial capitals.

(5) The Bank of France was organized in 1800 by Napoleon. The bank had become the
dominant financial institution in France by the mid-1800s. In Germany, banking experienced a
rapid development about the middle of the 19th century with the establishment of several
strong stock-issuing, or publicly owned banks.

(6) Banking in the British Isles originated with the London goldsmiths of the 16th century.
These men made loans and held valuables for safekeeping. By the 17th century English
goldsmiths created the model for today’s modem fractional reserve banking—that is, the
practice of keeping a fraction of depositors’ money in reserve while extending the remainder to
borrowers in the form of loans. Customers deposited gold and silver with the goldsmiths for
safekeeping and were given deposit receipts verifying their ownership of the gold deposited
with the goldsmith. These receipts could be used as money because they were backed by
gold. But the goldsmiths soon discovered that they could take a chance and issue additional
receipts against the gold to other people who needed to borrow money. This worked as long
as the original depositors did not withdraw ail their gold at one time. Hence, the amount of
receipts or claims on the gold frequently exceeded the actual amount of the gold, and the idea
that bankers could create money was bom.

Text-Based Activities

| Answer the following questions:

1. Where were banking services first practiced?

2. What prompted the revival of banking?

3. What was the name of the first bank that offered the basic functions known today?
4. Who were the most influential banks in Europe in the 19thcentury?

5. When did banking on the British Isles originate?

U

NIT3 CENTRAL BANKING

Text3.1 INTRODUCTION

(1) Governments create central banks to perform a variety of functions. The functions
actually performed vary considerably from country to country. Broadly speaking, central banks
serve as the government's banker, as the banker to the banking system, and as the
policymaker for monetary and financial matters.

(2) As the government's banker, the central bank can act as the repository for government
receipts, as the collection agent for taxes, and as the auctioneer for government debt. It can
also act as a lender to the government and as the government's advisor on financial matters.
As the banker for the country's banks, the central bank can act as the repository for bank
reserves, as the supervisor and regulator of banks, as the facilitator of interbank services such
as check clearing and money transfers, and as a lender when banks need money to honor
deposit withdrawals or other needs for liquidity.
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(3) As the country’s monetary policymaker, the central bank controls the amount of credit and
money available, the level of interest rates, and the exchange rate (the rate at which one nation’s
currency can be exchanged for another nation's). To achieve its monetary policy objectives,
central bankers use a combination of policy tools. For example, the central bank may increase or
decrease the amount of money (coin and currency) in circulation by buying or selling government
debt instruments, such as bonds, on the open market. This policy tool is known as open market
operations. Since interest rates are usually related to how much money and credit are available in
the economy, the central bank can usually lower interest rates by buying bonds from the public
with money. This increases the amount of money in the economy and lowers interest rates. To
raise rates, the authority would sell bonds, thereby reducing the amount of money available to the
public. The central bank could also cause a lowering or raising of interest rates by increasing or
decreasing the amount of money banks must hold as a reserve against their deposits. By
increasing reserves, the central bank forces banks to hold more money in their vaults, which
means they can lend less money. Less money available for loans makes loans harder to get
which, in turn, causes banks and other lenders to raise interest rates on loans.

(4) Central banks can be either privately owned or owned by the government. In Europe,
central banks are owned and operated by the government. In the United States, commercial
banks own the central bank, which is called the Federal Reserve.

Text-Based Activities

Decide which of the following statements are correct.
Governments create central banks to perform a lot of functions.
The functions of central banks are the same in all countries.
A3. The central bank sometimes controls the amount of money available.
>4. The central bank can cause a lowering or raising of interest rates.
5. Central banks can be owned by the government only.

[

jll Answer the following questions:

Why do governments create central banks?

What are the functions of the central bank?

Why does the central bank control the amount of credit and money available?
What are open market operations?

Are central banks privately owned?

SN =

Text3.2 THE FEDERAL RESERVE SYSTEM

(1) The Federal Reserve Act of 1913 created the Federal Reserve System, commonly
referred to as the Fed. Why the Federal Reserve System and not the Federal Reserve Bank?
The Fed was designed as a system because Congress wanted a decentralized central bank.
The decentralization was essentially geographic, reflecting people's desire for regional
monetary independence.

(2) The need for such regional autonomy has since dissipated, but the structure remains
intact. The Fed's structure is simple. It consists of 12 District Federal Reserve Banks, each
serving a region of the country. Under this arrangement, a bank in a specific district would use
its own District Federal Reserve as its central bank. In this way, banks in Omaha Nebraska or
Ocala, Florida would not have to depend upon banjdng depjsigtjsfqac® i(FN$v)fgrk.
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(3) The Federal Reserve System is not owned by the government. Although created by and
responsible to Congress, the Fed pursues an independent monetary policy which at times can
conflict with government's economic policy. For example, the government may be pursuing a
stimulative fiscal policy (lower taxes, increase government spending) while the Fed may be
more interested in controlling inflation.

(4) Who owns the Fed, then, if not the government? Each District Federal Reserve Bank is
owned by its member banks. Each member bank contributes 3 percent of its capital stock to
the Federal Reserve Bank in its district and another 3 percent is subject to call by the Fed.
These are what are known as a bank’s "reserve requirements.” All nationally chartered banks
must be members of the Fed. The state chartered banks can choose to be members. Of the
more than 12,000 banks in the country, fewer than 5,000 are chartered nationally; the rest
remain state-chartered. Even though less than 13 percent of he state-chartered banks are
members of the Federal Reserve System - 971 out of 7,653 banks in 1993 - they, along with
nationally chartered banks hold more than 50 percent of all deposits in the USA’s economy.

(5) The Federal Reserve System's main responsibility is to safeguard the proper functioning
of the money system. It is the watchdog of money supply, interest rates, and the economy's
price level. Obviously, if it's going to do that job at all, it has to monitor the activities of the
nation's financial institutions, anticipate what they will do, prevent them from doing some
things, encourage them to do others, and do all this without interfering too much in the conduct
of private business. Impossible? Some people think so. But these same people are unable to
imagine a modem economy operating without a central bank.

(6) The Fed's organizational structure is not very complicated. The nucleus of the Federal
Reserve System is its Board of Governors, which meets in Washington, D.C. The Board
consists of seven members, appointed by the President and confirmed by the Senate. Each
serves a 14 yearterm. The Chairman is a board member appointed by the President to a four-
year term. Chairmen may be reappointed, but they cannot serve longer than their 14 years on
the Board. Typically, chairmen are reappointed for lengthy periods that overiap Republican and
Democratic presidents. Paul Volcker was appointed by Jimmy Carter and twice reappointed by
Ronald Reagan. Much earlier, William McChesney Martin chaired through the Eisenhower,
Kennedy, and Johnson administrations and even into the eariy Nixon years.

(7) More often than not, Board members are drawn from within the banking industry, either
from commercial banks or from the Fed's District Banks. Such ties to banking experience can
be both helpful and problematic. While members must understand the complexities of banking,
their strong connection to the industry seems to compromise, for some people, their role as
guardians of the public trust.

8) The 12 District Banks make up the second tier of the Fed's structure. Each is managed by a
board of nine directors, six chosen by the member banks of the district, the other three appointed by
the Board of Governors. The President of each district bank is selected by its nine directors.

(9) The nerve center of the Fed is its Federal Open Market Committee. Here, the Fed
exercises monetary control over the economy through its open market operations. The 12
person committee is composed of all seven members of the Board of Governors who each
have one vote, as do the President of the New York Fed, and four District Presidents who
rotate voting on the Committee. Its composition reflects the power of the Board, the unique
position held by the New York District, and the Fed’s commitment to regional representation.
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Text-Based Activities

I Answer the following questions:

1 Why was the Fed designed as a system but not a bank?

2. What is a bank's “reserve requirements”?

3. What is the main responsibility of the Federal Reserve System?
4. Isthe Fed's organizational structure complicated?

5. Does the Board consist of five members?

6. Who appoints Chairman of the Fed?

7. Who selects the President of each district bank?

8. What s the nerve center of the Fed?

Dialogue

Read the dialogue in parts.

Conrad Morgan: I'm remitting by check on your bank an amount due on my note to a bank in

Florida. Will that bank send the check directlytoyou for collection?

Woods Palmer. It could do that. But itll probably send the check through the regular channels.

C M. What does that mean?

W.P.: Well, the bank to which your check is payable will send itto the Federal Reserve Bank in
its Reserve District The transit department of that bank will send it to the Federal
Reserve Bank in our Reserve District From there it's sentto us.

C M. How many Reserve Districts are there?

W.P: There are twelve, with one Reserve Bank in District Also, most of the larger banking
institutions like ours are members of the System, and all checks and other items of
exchange flowing through the System are deared at par.

CM: Parmeans face value?

WP.: Yes. And every bank that handles an item endorses it with recourse.

C.M: Does that mean that if a check isnt honored by the drawee bank, it's finally returned to
the payee, who's held liable for the amount?

W.P: That's right.

CM: To become a member of the System, was your bank required to subscribe to any
stock inthe Reserve Bankinyou District?

W.P.: Yes. And, to explain further, all national banks must be members of the System.

Incorporated state banks, including commercial banks, mutual savings banks, trust
companies, and industrial banks, mayjoin the System.

CM; Otherthan handling items of exchange, what services do Federal Reserve Banks offer
member banks?
W.P.: As fiscal agents of the United States Treasury, they assist in the issue and

redemption of government bonds and the refinancing of bonds that have
reached maturity. They’ll also accept from us any paper that can be
rediscounted, if our cash reserve becomes low.

| Fill inthe missing prepositions: on, for, of, wilti.

1 We are remitting by check... your bank an amount due on my note to a bank in Florida.

2. The Federal Reserve Banks perform a lot of services... us.

3. The Federal Reserve Banks perform as representatives... the agency that controls the currency and
public funds of the United States.

4. Many of our dealings... the Federal Reserve Banks concern the deamg of checks.
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I Fill in the missing words: drawee, endorsed with recourse, face value, fiscal, liable, payee,
rediscounted, refinancing, subscribed, United States Treasury.

1 When we became a member of the Federal Reserve System, we agreed to take a share in
financing the System. W e... to some stock.

2. The Federal Reserve Banks perform a lot of services for us as representatives of the agency that
controls the currency and public funds ofthe United States. This agency is called the....

3. Anything having to do with public funds is a ... matter.

4. These banks assist us in other ways. If our cash reserve becomes low, they'll accept from us any
notes that can be sold at a price less than their value at maturity. They'll accept any notes that can
be... or

5. They help in the issuing of new bonds to replace ones that have matured. They help in ... bonds
that have reaped maturity.

6. Many of our dealings with the Federal Reserve Banks concern the clearing of checks.
Checks flowing through the System are cleared at the value written on the face of the check.
They're cleared at...

7. These checks are endorsed in such away that the parties who endorse them must make payment
if the other parties to the transaction refuse payment. The checks are...

8. A partywho endorses the check is ... for the amount

9. The bank on which the check is drawn is called the....

10. The party to whom a payment is made is called the ...

v Make up 5 sentences using one of the following word combinations:
drawee bank, face value, fiscal agents, fiscal policy, transit department

Text3.3 THE BANK OF ENGLAND

(1) The Bank of England is one of the oldest central banks, founded as a corporate body by
an Act of Parliament in 1694. It started as a commercial bank with private shareholders and
developed a thriving banking business. Although it was not brought into state ownership until
1946 the Bank had by then long behaved as a public institution carrying out public functions.
These included acting as the Government's banker and arranging government borrowing.

(2) Today, the Bank's commercial banking activities are a historical footnote with just over
10,000 private account-holders largely made up of staff and pensioners ofthe Bank itself. The
Bank's principal functions are carried out in pursuit of three objectives:

+ To maintain the value of the nation's money

+ To ensure the soundness of the financial system

* To promote the efficiency and competitiveness of the system.

(3) The Bank has three important groups of customers:

Commercial banks in the clearing system keep accounts at the Bank of England, using
them at the end of each day when money is cleared. They must separately keep an agreed
amount, currently 0.35%, of their sterling deposit base with the Bank in a non-interest bearing
account; this is the capital ratio deposit and provides the main source of income for the Bank.

Government keeps its main banking accounts at the Bank of England so that payments of
taxes to the Government and payments by the Government are ultimately made to and from
the Bank. Surplus funds are invested in the money markets or used to reduce the
Government's short term debt.

Foreign central banks keep accounts and gold at the Bank of England and may conduct
foreign exchange and bullion business in London through the Bank.

(4) The Bank is responsible for arranging government borrowing or repaying debt and for
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managing the National Debt. The Bank's principal role in government finance is to act on the
Treasury's behalf to borrow money in the markets and from the public. The main forms of
borrowing are through Treasury Bills, government bonds (known as gilts of gilt-edged stock)
and occasional foreign exchange borrowings. The Bank is responsible for issuing and
redeeming these securities and maintains a register of gilts.

(5) The Bank is directly involved in executing the Government's monetary policy, thus providing
a framework for non-inflationary economic growth. Unlike some central banks, the Bank of
England cannot act independently of government. However, when determining monetary policy
the Bank has acquired a position which makes it virtually impossible for the Chancellor of the
Exchequer to change interest rates for political rather than economic reasons.

(6) The Banking Act 1987 created a Board of Banking Supervision and increased the Bank's
powers to modify the conduct of banking institutions, to investigate cases of illegal deposit-
taking, to block bank mergers on prudential ground and to require information from banks. The
Bank is also responsible for the supervision of the main wholesale markets in London for
money, foreign exchange and gold bullion. The Bank may intervene in the foreign exchange
markets to check undue fluctuations in the exchange value of sterling.

(7) The Bank has the sole right in England and Wales to issue banknotes which are no
longer backed by gold but by government stock and other securities. Scottish and Northern
Ireland banks have limited rights to issue notes but their issues must be covered by holdings of
Bank of England notes. The responsibility for providing coins lies with the Royal Mint.

(8) The Bank's money market operations are designed to smooth out fluctuations in the flow of
cash between government and the private sector. Shortages of money are offset by the Bank
buying short-dated bills and maturities from the market and lending funds to the market Normally,
the pattern of government and Bank operations results in a shortage of cash in the market each
day with the result that the Bank is the final provider of liquidity in the system and can help to
implement and direct monetary policy by choosing the interest rates at which it provides funds.

(9) The Bank deals with the discount houses rather than directly with the commercial banks.
When the Bank changes its dealing rate the commercial banks tend to follow suit promptly and
change their own base rates from which deposit and lending rates are calculated.

Text-Based Activities
I Complete the following sentences on the basis of the information given in the text

1. The Bank of England was founded by...

2. The Bank of England is responsible for...

3. The principal role of the Bank of England in government finance is...
4. The Bank of England is directly involved in ...

5. Foreign central banks keep accounts and gold at...

6. The Bank of England deals with...

Il Fillin the missing words: redeeming, borrow, terms, monetary, banknotes.

1 The Bank's principal role in government finance is to act on the Treasury's behalf to ...
money in the markets and from the public.

2. The Bank is responsible for issuing and ... these securities and maintains a register of gilts.
3. The Bank of England is directly involved in executing the Government's ... policy, thus
providing a framework for non-inflationary economic growth.

4. The Bank of England is responsible for the supervision of the main wholesale markets in London
for money, foreign exchange and gold bullion underthe... of the Financial Services Act 1986.

5. The Bank of England has the sole right in England and Wales to issue ... which are no
longer backed by gold but by government stock and other securities.
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Il Insertthe prepositions: through, by, in, with, at.

1. The Bank of England is one of the oldest central banks, founded as a corporate body ... an
Act of Parliament in 1694.

2. The Bank's commercial banking activities are a historical footnote ... just over 10,000 private
account-holders largely made up of a staff and pensioners of the Bank itself.

3. Commercial banks... the clearing system keep accounts at the Bank of England.

4. Government keeps its main banking accounts ... the Bank of England.

5. Foreign central banks keep accounts and gold at the Bank of England and may conduct
foreign exchange and bullion business in London... the Bank.

IV Answer the following questions:

1. What bank is the oldest in Britain?

2. When was the Bank of England founded?

3. What are principal functions of the Bank of England?

4. What is the Bank of England responsible for?

5. What is the Bank of England involved in?

6. What Bank has the sole right in England and Wales to issue banknotes?

V' Make up 10 sentences using one of the following word combinations.

the Royal Mint, fluctuations in the flow of cash, shortages of money, short-dated bills, lending
funds, surplus of money, lending rates, short-term loans, to investigate cases of illegal deposit-
taking, wholesale market.

UNIT 4 FINANCIAL INSTITUTIONS

Text4l  INTRODUCTION

(1) Banking institutions include commercial banks, savings and loan associations (SLAS),
savings banks, and credit unions. The major differences between these types of banks involve
how they are owned and how they manage their assets and liabilities.

(2) Commercial banks are so named because they specialize in loans to commercial and
industrial businesses. Commercial banks are owned by private investors, called stockholders,
or by companies called bank holding companies. The vast majority of commercial banks are
owned by bank holding companies. (A holding company is a corporation that exists only to
hold shares in another company.) The bank holding company form of ownership became
increasingly attractive for several reasons. First, holding companies could engage in activities
not permitted in the bank itself—for example, offering investment advice, underwriting
securities, and engaging in other investment banking activities. But these activities were
permitted in the bank if the holding company owned separate companies that offer these
services. Using the holding company form of organization, bankers could then diversify their
product lines and offer services requested by their customers. Second, many states had laws
that restricted a bank from opening branches to within a certain number of miles from the
bank's main branch. By setting up a holding company, a banking firm could locate new banks
around the state and therefore put branches in locations not previously available.

(3) Commercial banks are “for profit” organizations. Their objective is to make a profit. The
profits either can be paid out to bank stockholders or to the holding company in the form of
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dividends, or the profits can be retained to build capital (net worth). Commercial banks
traditionally have the broadest variety of assets and liabilities. Their historical specialties have
been commercial lending to businesses on the asset side and checking accounts for
businesses and individuals on the liability side. However, commercial banks also make
consumer loans for automobiles and other consumer goods as well as real estate (mortgage)
loans for both consumers and businesses.

Commercial banks have traditionally been the largest source of loans to small businesses.
They also make consumer loans, including mortgages, and offer credit cards, deposit products
and checking accounts for everyone from students to seniors.

(4) National banks are chartered, regulated and supervised by the Office of the Comptroller
of the Currency; headquartered in Washington, D.C. National banks have "National” or "N.A."
in their name. State banks are chartered, regulated and supervised by their state's banking
division. The Federal Deposit Insurance Corporation is the federal regulator of state-chartered
banks that don't belong to the Federal Reserve System.

(5) Savings and loan associations (SLAs) are usually owned by stockholders, but they
can be owned by depositors as well. (If owned by depositors, they are called “mutuals.”) If
stock owned, the goal is to earn a profit that can either be paid out as a dividend or retained to
increase capital. If owned by depositors, the objective is to earn a profit that can be used either
to build capital or lower future loan rates or to raise future deposit rates for the depositor-
owners. Traditional savings banks, also known as mutual savings banks (MSBs), on the
contrary, have no stockholders, and their assets are administered for the sole benefit of
depositors. Earnings are paid to depositors after expenses are met and reserves are set aside
to insure the deposits. During the 1980s savings banks were in a great state of flux, and many
began to provide the same kinds of services as commercial banks. Both SLAs and MSBs can
now offer a full range of financial services, including multiple savings instruments; checking
accounts; consumer, commercial, and agricultural loans; and trust and credit card services.

(6) Credit unions are nonprofit, cooperative financial institutions. Traditionally, people with a
common bond have formed them - they work in the same industry or are members of a particular
workers' union, share the same religion, etc. Today, the membership restrictions have softened
significantly. Many credit unions simply require that you live or work in a certain geographic area in
order to become a member. The vast majority of credit unions in the United States are federally
chartered or state chartered credit unions that are federally insured. Credit unions frequently offer
higher interest on deposit products than banks or thrifts; and they have a tendency to offer loans at
lower rates. Credit unions are exempt from federal taxation. Historically, credit unions specialized
in providing automobile and other personal loans and savings deposits for their members.
However, more recently credit unions have offered mortgage bans, credit card loans, and some
commercial loans in addition to checking accounts and time deposits.

Credit unions, SLAs, and savings banks help encourage thriftiness by paying interest to
consumers who put their money in savings deposits. Consequently, credit unions, SLAs, and
savings banks are often referred to as thrift institutions.

Text-Based Activities

I Answer the following questions:

1. What do banking institutions include?

2. Why are commercial banks named so?

3. What is the objective of commercial banks?

4. Have commercial banks been the largest source of loans to small businesses?
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5. Are national banks supervised by the government?

6. Who owns savings and loan associations?

7. What services can SLAs and MSBs offer?

8. Are credit unions offer lower interest on deposit products than banks or thrifts?
9. What have credit unions offered recently?

10. What encourages consumers to put their money in saving deposits?

I Render the text in English.

Mepabiit B CLUA cbeperaTenbHblii GaHK, KOTOpbIM Bafeny BKaZuMku, Obin OTKPBIT B
1816. B TeueHue [0NTOT0 BPeMeHW Takue GaHku perucTpupoBann Tofbko B 18 wratax, B
OCHOBHOM Ha CeBepo-BocToke. K koHuy 1980-x nocne Toro, kak B 1980 Gbinv paspeLueHbl
(hegepanbHas peructpaums coeperaresibHbIX YUPEXAEHUA 1 UX aKunoHupoBatue, B CLUA 6bi10
yXe oKono 1Tbic. cbeperarenbHbix 6aHKoB. MoCTeneHHo pa3BuBasINCh U CCyfo-CcoeperarenbHble
accouuaunm, 06beuHABLLME [NaBHBIM 06pasoM XuTeneii 3anafHbiX LUTATOB, CTPEMMBLUMXCS
nocTpouTh MK NpuobpecT AoM. MHorve cbeperatenbHble 6aHkv Nporopeny B nepuog Benmkoii
Jenpeccun (Great Depression). C 1934 Bknafuuky Nonyyunu BOMOXHOCTb CTpaxoBaTb CBOM
cbepexenns Ha cymmy Ao 40 Thic. [onnapoB B ®efepasbHOii KOpnopauuu CTpaxoBaHus
JenosutoB (Federal Deposit Insurance Corporation) (HbiHe Ao 100 TbiC. 0N1APOB), @ BKAAUMKN
ccypocbeperatenbHblX accouMaunii - B ®defepanbHoil  KOpNopauwu CTpaxoBaHus CCypo-
cbeperatenbHbix accoumauuii (Federal Savings and Loan Insurance Corporation) . HaunHas ¢
1970-x BCneAcTBUE MH(AALMM W KOHKYPEHLMM KOMMEpYEeckux 6aHKoB, MNaTMBLUMX 6GOMbLIANA
MPOLEHT MO BKMaZaM, YnNCo cOeperaTesibHbIX yupexaeHuii cokpatunocs. B 1980-90-x 6onee
1200 13 HUX UCMbITBIBA/IM (DUHAHCOBBIE 3ATPYAHEHUS, U PefepanibHas NMOMOLLb UM NPEeBbICUNa
80 mnpa, ponnapos. B 1989 peleHnem KoHrpecca tyHkuun ®efiepanbHoro coseta 6aHKoB
XunuiHoro kpeputa (Federal Home Loan Bank Board) 6b111 nepefaHbl YnpasieHuo Hazzopa
3a cbeperatenbHbiMu yupexaenuamu (Office of Thrift Supervision) , a o6aHkpoTMBLUIAACA
OefepanbHas kopnopauus CTpaxoBaHus cCyAo-cheperartenbHbIX accoumauuii bbina 3ameHeHa
CrpaxoBbIM (POHAOM cOeperaTenbHbIX accouuauuii (Savings Association Insurance Fund) nog
arnaoii MunnctepcTBa nHaHcos (Department of the Treasury)

Dialogue

Read the dialogue in parts.

Student: What type of bank is this?

Banker We're a commercial bank.

Does that mean that your services are limited?

To some extent For instance, we cant offer the fiduciary services that a trust company can.
What are they?

Well, they have to do with the administration of trusts and estates.

S.. Suppose | wanted to buy or sell some securities. Does your bank handle such
transactions?

B..  Yes, through our brokerage house.

Is your broker a member of the stock exchange?

Yes.

This is a state bank, isnt it?

That's right. Do you offer fewer services than a national bank?

@ v om»n
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B..  No. In general, the only difference is that a state bank gets its charter from the state it's in,
and the national bank gets its charter from the federal government in Washington, D.C.

S.. Are there banks that don't offer regular commercial services?

B..  Oh, yes. For example Savings and Loan Associations and the Federal Land Banks are
only lending institutions.

S Would you say a savings and loan association is a bank?

B..  No. I'd rather call it a financial institution.

S How abouta credit union?

B..  That's not really a bank, either.

S.. And afinance company is something entirely different.

B..  Yes.

| Answer the following questions:
1. What regular services does a commercial bank offer to its customers?
2. What is the difference between a national bank and a state bank?
3. Which institutions deal with fiduciary services?
4. What do you understand by fiduciary services?
5. What is the job of a broker?
6. Where are brokerage transactions concluded?
7. What services are offered by:
- Savings and Loan Associations;
- Federal Land Banks;
- credit unions?

Text4.2 J.P. MORGAN CHASE & CO
(1) J.P. Morgan Chase & Co. operates in six major businesses. We are a leader in all of them.
Retail Financial Services
Asset & Wealth Management
Treasury & Securities Services
Card Services
Investment Banking
Commercial Banking
(2) Retail Financial Services
Retail Financial Services includes Consumer Banking, Small Business Banking, Auto and
Education Finance, Insurance, and Home Finance. Our extensive branch network of 2,400
retail banking centers in 17 states makes us the fourth-largest retail bank in the United States.
We are one of the industry's leading providers of mortgages and home equity loans and, with
more than 3 million accounts; we are the largest U.S. bank originator of auto loans and leases.
(3) Asset & Wealth Management
Asset & Wealth Management provides investment and wealth management services to
institutional, high net worth and retail investors and their advisors. For wealthy individuals and
families, we offer personalized financial solutions that integrate investment management,
capital markets, trust and banking products. We also provide retirement plan services and
brokerage for retail clients. With combined assets under supervision in excess of $1 trillion, we
are one of the largest asset and wealth managers in the world.
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(4) Treasury & Securities Services

With $5.8 billion in revenue, Treasury & Securities Services is a global leader in providing
transaction, investment and information services to support the needs of CFOs, treasurers,
issuers and investors worldwide. We are the largest cash management provider, among other
things processing $2.3 trillion in U.S. dollar transfers daily, and one of the world’s largest
custodians, with $7.9 trillion in assets under custody. We provide transaction services for $4.5
trillion in debt and more than $100 billion in equities.

(5) Card Services

With 87 million cards in circulation and $125 billion in managed loans, we are the second-
largest issuer of credit cards in the United States and the largest merchant acquirer. Our
customers use our cards for $260 billion worth of purchases a year — almost $8,300 per
second. We offer a wide variety of cards to satisfy the individual needs of our cardmembers,
including cards issued on behalf of major airlines, hotels, universities, top retailers, other
financial institutions and a whole host of well-known brands.

(6) Investment Banking

We are one of the world’s leading investment banks with broad client relationships and
product capabilities. Our clients are corporations, financial institutions, governments and
institutional investors worldwide. We deliver a complete platform to our clients, including
advising on corporate strategy and structure, equity and debt capital raising, sophisticated risk
management, research and market-making in cash securities and derivative instruments
around the world. We also participate in proprietary investing and trading.

(7) Commercial Banking

Commercial Banking includes three client segments: Middle Market, which serves
companies with revenues between $10 million and $500 million; Mid-Corporate, which focuses
on clients with more significant Investment Banking needs; and Real Estate. We also have two
product segments: Asset Based Lending and Leasing. Our critical core competency is
outstanding credit management, and we rely heavily on our local presence to cross sell
investment banking, treasury and investment management products and services.

| On the basis of the text present the bank you work at

Text4.3 FINANCIAL INSTITUTIONS OF THE UNITED KINGDOM

(1) Banking and financial market operations in Britain involve a number of special
institutions and financial markets which are increasingly integrating. Many banking and
financial institutions are unique to Britain and offer highly specialized services to individuals,
companies and sovereign bodies all over the world.

(2) The Bank of England in the heart of the City of London is Britain's central bank. It is
banker to the commercial banks and to the Government; manager of the National Debt;
"lender of last resort", regulator of monetary and credit conditions; and, not least, supervisor of
the banking system.

(3) Commercial Banks. This is the broad title for institutions authorized under the Banking
Act 1987 as deposit-taking institutions involved in the classic banking business of taking
deposits and lending money, both in the retail and wholesale markets. In Britain, they include
the retail banks and institutions which offer banking services.

(4) Retail banks primarily serve individuals and small to medium-sized businesses. The
major retail banks operate through more than 12,148 branches offering cash deposit and
withdrawal facilities and systems for transferring funds. They provide current account facilities,
including interest-bearing accounts; deposit accounts; various types of loan arrangement; and
offer an extending range of financial services.
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(5) Building societies started in the late 18th century to pool money to build houses and to
buy land. They currently compete with the retail banks to attract savings from, and provide
mortgage finance for, the personal sector. Today, they hold more savings than the other
deposit-taking institutions. Building societies are "mutual" institutions, owned by their savers
and borrowers.

(6) Merchant banks are so called because they originate from large merchants engaging in
banking activity. Their traditionally important roles were helping foreign governments to raise
loans and accepting Bills of Exchange but they are today involved in a range of services
including corporate finance, foreign exchange dealings and securities trading.

(7) National Savings aids government borrowing via a range of savings instruments. These
include fixed interest and index-linked Savings Certificates, First Option Bonds and Premium
Bonds among others. Part of National Savings, the National Savings Bank, formerly the Post
Office Savings Bank until 1969, was set up in 1861 offering deposit services to customers
through some 20,000 Post Office branches. It does not operate in the same way as a retail
bank or building society.

(8) The discount houses are unique to Britain and occupy a central position in the British
monetary system. They have a number of functions: they receive the banking sector's liquid
money — "at call and short notice"; act as financial intermediaries between the Bank of
England and the rest of the banking sector; promote an orderly flow of short-term funds (about
1 billion pounds a day) between authorities and the banks; and lend to the Government by
guaranteeing to tender for the whole of the weekly offer of Treasury Bills. Discount houses
trade in the wholesale money market and parallel markets dealing in bills of exchange,
Treasury, local authority bills, commercial bills, short-term government stocks, and certificates
of deposit (CDs) which make up their main assets. Their liabilities are mainly in the form of
short-term loans.

In return for acting as intermediaries, the discount houses- have privileged daily access to
the Bank of England as "lender of last resort".

(9) The investing institutions collect savings drawn from the personal sector and invest
them in securities and other assets. The main investment institutions are insurance companies
(providing general and life policies) together with insurance broking firms, pension funds, unit
trusts and investment trusts. Together, they represent a massive pool of funds for investment.

(10) The City of London has long been the nexus of international activity in a number of
highly organized financial markets. These include the London Stock Exchange, the sterling
money and bond markets; the foreign exchange markets; eurocurrency markets; financial
futures; bullion, commodities; shipping and freight.

Text-Based Activities

i Complete the following sentences on the basis of the information given in the text.
1 Banking and financial market operations in Britain involve ...
2. Many banking and financial institutions in Britain offer...
3. The Bank of England is ...
4. Commercial Banks are...
5. Retail Banks are ...
6. Building societies compete...
8. Merchant banks are:..
9. The National Savings Bank is ...
10. The Discount Houses are...
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I Fillinthe missing words: retail, account, aid.

1. Commercial Banks include the... banks and institutions which offer banking services.

2. Retail Banks provide current... facilities, including interest-bearing accounts, deposit accounts.
3. National Savings... government borrowing via a range of savings instruments.

Il Fillinthe missing prepositions: in, to, of.

1. Some banking and financial institutions offer highly specialized services ... individuals and
companies all over the world.

2 There were 518 authorized banks including retail banks, merchant banks, branches ..
overseas banks, discount houses and banking subsidiaries ... both banking and non-banking
institutions from Britain and overseas.

3. Retail banks primarily serve individuals and provide small scale services ... medium-sized
businesses.

4. Building societies started... the late 18th century to pool money to build houses and to buy land.

IV Answer the following questions:

1. What do banking and financial market operations in Britain involve?

2. What is the Bank of England?

3. What do commercial banks deal with?

4. What do retail banks serve and provide?

5. When did building societies start their activities?

6. What do merchant banks originate from?

7. What are traditionally important roles of merchant banks in Britain?

8. What is the National Savings Bank?

9. How many discount houses does the Discount Houses Association consist of?

V' Make up sentences using one of the following word combinations:

the Bank of England, Commercial banks, retail bank, building society, international bank,
merchant bank, National savings.

Text4.4 RETAIL BANKS

(1) As regards classic banking business, the direct ancestors of the modem retail banks were
the London goldsmiths of the mid-17th century. Goldsmith firms gave promises to repay deposits
of coin on demand in the form of bearer documents. These passed from hand to hand and thus
became the first English bank notes. In time, goldsmiths extended their services to the provision of
loans. They undertook transactions in both notes and coin, settling their various accounts through
balances held at the Bank of England. This relationship with the Bank of England, through the
discount house intermediaries, is essential to today's banking system in Britain.

(2) Outside London, many provincial banks were formed in the second half of the 18th century,
with about 700 in existence in the early 1800s. During the Victorian period high casualty levels
were suffered among the small privately owned banks, particularly during the successive financial
crises in the middle of the century. For example, of the 59 banks established in 1836, only the
Midland (today one of the largest retail banks) survived 20 years later.

(3) The banks in the rural area, the "country banks", had more depositors than borrowers
and used London banks as agents to make loans to borrowers in developing industrial areas.
They did this mainly by discounting bills of exchange. The system originated the London
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discount market and played an important part in financing the industrial revolution. During the
middle and late 19th century the growth and prosperity of industrial firms led in turn to the
amalgamation of smaller banks and growth of large networks of banking branches.

By the 1920s and 30s banking was dominated by a small group of clearing banks
competing for domestic and international business and extending their services and numbers
of branches across the country.

(4) Alongside their core banking operations, banks offer a wide range of services including
merchant banking, leasing, factoring and venture capital, credit and debit cards, home
banking, general insurance, life assurance and pensions, securities and foreign exchange
dealings, executor and trustee services.

The retail banks have been major competitors of building societies in the provision of home
loans and in winning the custom of the nation's depositors.

(5) In the more competitive environment, the major banks have been striving to develop a
distinctive style and marketing approach to attract more business in the personal sector, and from
the small and medium-sized businesses that have been their traditional customers. As part of a
programme of specialisation they have invested millions of pounds in new automated teller machine
(ATM) technology and other information systems; upgrading and computerising branch networks;
marketing new business services; market segmentation strategies; exploring and developing niche
markets; also investing in major advertising campaigns, sponsorship and public relations.

(6) The major retail banks in Britain offer the full range of financial services described above
to individuals and companies through more than 11,500 branches. The six largest banks are
Barclays, National Vestminster, Midland and Lloyds (the "Big Four'), TSB Bank and Abbey
National (previously a leading building society). Other major British banks are the Bank of
Scotland, the Royal Bank of Scotland and Standard Chartered. Together with the Bank of
England, Northern Bank (of Australia), Yorkshire Bank, Cooperative Bank, Girobank, Citibank,
Courts and Clydesdale banks, these are the main retail banks in the clearing system. Two of
the leading building societies, Halifax and Nationwide are also in the clearing system.

(7) As the principal providers of finance for small businesses, the retail banks support a loan
guarantee scheme under which 85 per cent of the value of loans to small companies is
guaranteed by government. A substantial proportion of retail bank business is in international
operations (including eurocurrency activities and overseas subsidiaries).

Text-Based Activities

I Complete the following sentences on the basis of the information given in the text
1 The retail banks have become...

2. As a part of a programme of specialization the retail banks have invested ...

3. Most staff destined for supervisory or management positions take...

4. The major retail banks in Britain offer...

5. The retail banks support...

Il Fillin the missing words: goldsmiths, face, borrowers, investing.

1 In recentyears the entire... of the British banking system has fundamentally changed.

2. The direct ancestors of the modem retail banks were the London ...of the mid-17th century.
3. The banks in the rural area, the "country banks", had more depositors than ... and used
London banks as agents to make loans to ... in developing industrial areas.

4. The banks are also... in training and support their staffs continuing professional education.
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Il Insert the prepositions: at, by, in, of, for.

1. The major retail banks in Britain offer the full range... financial services.

2.. . the end of 1993, six largest banks handled nearly 85 per cent of personal bank accounts
in Britain.

3.. ..the 1920s and 30s banking was dominated... a small group of clearing banks competing
for domestic and international business and extending their services and numbers of branches
across the country.

4. Britain's retail banks underpin the superstructure of London's financial and money markets
and provide the financial support... Britain's private sector businesses.

5. Many provincial banks were formed... the second half of the 18th century outside London.

IV Answer the following questions:

1. What is Retail Bank?

2. When did retail banks begin operating?

3. Who were founders of retail banks?

4. How has the entire face of the British Banking system changed in recent years?

5. How has the retail banks activity changed since the mid-17th century?

6. Why have, the retail banks become major competitors of building societies?

7. What services do retail banks offer?

8. What technology and other information systems have retail banks invested millions of pounds in?
9. What are the six largest banks in Britain?

V' Make up 9 sentences using one of the following word combinations.

capital and credit markets, the gradual process of deregulation, advertising campaigns, public
relations, full range of financial services, technological innovation, competitive environment,
marketing approach, traditional customers.

Text4.5 MERCHANT BANKS

(1) The traditional role of merchant banks was to accept bills of exchange to provide
funds for trade; also to raise capital for sovereign bodies and British companies through the
issue of bonds and other securities. These activities continue but the role of Britain's
merchant banks has diversified enormously in recent years. Although they are called
"banks" they are more involved in, providing a range of professional services, such as
corporate finance and investment management, than in lending money.

(2) Today, Britain's merchant banks are probably best known for their expertise in
corporate finance services conducted in the City of London and through a growing network
of overseas subsidiary companies. In the last 15 years the leading merchant banks have
developed special expertise in cross-border transactions serving international business.
Many are active in the capital markets and help companies, sovereign and quasi-sovereign
bodies to raise finance by issuing sterling bonds, eurobonds, equity (often by means of
rights issues) and other financial instruments. They also provide loans, acceptance credits
and other banking facilities. A major part of their business is to provide expert advice and
financial services to British and overseas companies especially involving mergers,
takeovers and other forms of corporate reorganization.
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(3) Merchant banks conduct investment management and the management of unit trusts
working on behalf of large corporations, pension funds and individuals. They have become
specialists in foreign exchange dealing and several are active in the commodities and
bullion markets, particularly, in gold and silver. Some offer special professional services in
diverse fields such as property asset management and development, insurance and oil
exploration. The leading merchant banks have a powerful presence in international securities
business after acquiring or creating stock broking firms. Conversely, as part of the process of
integration within the institutions, a number of retail banks have set up or acquired merchant
bank subsidiaries to deal in securities and to provide corporate finance, investment
management and other services.

(4) Merchant banks in London and in Britain's principal cities are continually consolidating
and developing their range of international financial services. A typical merchant bank will
divide its activities into corporate finance, investment management, banking and securities,
with the bulk of its income deriving from professional fees charged for these services.

For example, long established merchant banks such as Robert Fleming, Rothschilds and
Shrader's have developed their professional portfolios to include special services in corporate
finance, asset management, venture capital and other fields, offered through networks of
international offices.

(5) The London Investment Banking Association (formerly the British Merchant Banking and
Securities Houses Association) was formed in 1988, and is the principal trade association in
Britain for firms active in the investment banking and securities industry. Its membership
comprises almost 60 firms including most of the leading foreign banks and securities houses
operating in the City of London.

Text-Based Activities

| Complete the following sentences on the basis of the information given in the text.
1. Merchant banks offer...

2. Merchant banks are located in...

3. Merchant banks deal in ...

4. The leading merchant banks have a powerful presence in ...

5. A typical merchant bank will divide...

Il Fill in the missing words: corporate finance, diversified, developed, capital markets,
mergers.

1. The rale of Britain's merchant banks has... in recent years.

2. The merchant banks are involved in providing a range of professional services, such as.....
and investment management.

3. Inthe last 15 years the leading merchant banks have... special expertise in cross-border
transactions serving international business.

4. Merchant banks are active in the......and help companies, sovereign -and quasi-sovereign
bodies to raise finance by issuing sterling bonds, eurobonds, equity and other financial
instruments.

5. A major part of their business is to provide expert advice and financial services to British and
overseas companies especially involving..., takeovers and other forms of corporate
reorganization.
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Il Insertthe prepositions: on, in, of, for.

1. Britain's merchant banks are best known ... their expertise in corporate finance services
conducted in the City of London.

2. The leading merchant banks have developed special expertise... the last 15 years.

3. The role of Britain's merchant banks has diversified enormously... recent years.

4. ... behalf... large corporations, pension funds and individuals, merchant banks conduct
investment management and the management of unit trusts.

5. Merchant banks ... London and ... Britain's principal cities are continually consolidating and
developing their range... international financial services.

IV Answerthe following questions:

1. What is the traditional role of merchant banks?

2. What are Britain's merchant banks known for?

3. What do merchant banks provide?

4. What professional services do merchant banks offer?

5. What will a typical merchant bank divide its activities into?

6. When was the London Investment Banking Association formed?

V  Make up 10 sentences using one of the following word combinations.
corporate finance, investment management, merchant bank, capital market, financial services,
mergers, takeovers, on behalf of, bullion market, property asset.

Text4.6 FINANCIAL INSTITUTIONS OF THE REPUBLIC OF BELARUS

(1) The disintegration of the Soviet Union and the disestablishment of the USSR Gosbank
(State Bank -former central bank) brought about a dramatically new situation in the banking
sector in all states of the former Soviet Union (FSU). It was necessary to find an answer to the
question: What will be the future of the monetary systems in each of the new states?

(2) By the end of 1993, the Soviet-era monetary system had ceased to exist. All former Soviet
Union states, including the Republic of Belarus, developed their own monetary systems governed
by the national (central) banks that were set up on the basis of branches of the FSU Gosbank.

All aspects of banking activity in Belarus are regulated by a number of documents: the
Belarusian Constitution, The Law on the National Bank of the Republic of Belarus, the Banking
Code of the Republic of Belarus, The Law on Electronic Documents and others.

(3) The National Bank of the Republic of Belarus (NBRB) represents the first level of the
national banking system. It was established in 1991 as institution independent in its activities
and subordinate to the Parliament only. Its main objectives are to ensure the internal and
external stability of the country's official monetary unit, to support stable prices; to ensure the
liquidity, solvency and reliability of a stable monetary (banking) system, to support the overall
economic policy of the government.

(4) Pursuant to Article 136 of the Belarusian Constitution the National Bank implements the
monitory policy of the government; regulates lending relationships and monetary circulation;
determines settlement procedures; has the sole right of money issue.

The National Bank ensures the printing of banknotes and minting of coins and has the right
to issue banknotes of new design, phasing out old notes as they wear out. The central bank
manages the supply of banknotes and coins, i.e. it replaces damaged banknotes and coins,
withdraws worn or obsolete banknotes and coins from circulation, destroys them and replaces
them with new ones.

The NBRB keeps correspondent accounts of banks participating in the payment system,
and offers cash and settlement services to banks. Being a state bank, it maintains state budget
accounts and provides settlement services to government agencies and organs of state
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administration. It also offers banking services to foreign governments, central banks and
financial institutions, as well as international organisations of which Belarus is a member.

(5) The NBRB issues regulatory acts and other directives which are binding on all economic
entities, commercial banks and other credit institutions in Belarus, regardless of their form of
ownership. In the area of payment system development the central bank’s responsibilities are
defined by Clause 30 of the Banking Code, under which the central bank determines the T r
directions for enhancing the domestic payment system, defines rules, methods, terms and standards
for executing cash and non-cash settlements, and penalties for violating these regulations. It
maintains an in-house data archive for storage and processing of statistical information and for
providing required legal evidence on events and operations occurring in interbank settlements. The
gold reserves of the National Bank amount to 15.2 tons (as of February 2004).

(6) The second level of the national banking system includes commercial banks and non-bank
financial and credit institutions. Today there are 30 banks registered in Belarus, 24 barks of thereof
are banks with foreign capital participation, including 7 wholly foreign-owned banks and 10 with 50%
of foreign capital. On the average, the Republic has one credit institution per 18,000 people.

According to the current legislation the commercial banks enjoy a high degree of
independence in choosing the main spheres of their activities. As regards their form, the
commercial banks may be both state-owned and non-state banks set up by founders (legal
and physical persons) on a share or contribution basis.

(7) The commercial banks offer their customers a wide range of services, including payment
services for individuals and legal entities, and make interbank payments in their own name, issue
national system cards “Belcard” and cards of international banking associations VISA and
EUROPAY/MASTERCARD. Most of them operate in both the retail and wholesale financial
markets. The six largest banks of Belarus, as regards their total assets, are "Belarusbank”,
"Belagro-  prombank”,  "Belpromstroybank”,  "Priorbank,  "Betvnesheconombank", and
"Belbusinessbank". Their share in the total amount of assets of the operating banks of the
Republic constitutes about 85%.

(8) Other financial institutions of Belarus are a state-owned Belarus Interbank Settlement
Centre, which acts as a payment system operator and interbank transfer data processor; an
Interbank Currency and Stock Exchange - the main instrument of the legal currency market
and a Central Government Securities Depository.

The Republic is a member of the International Monetary Fund, the World Bank, and the
European Bank for Reconstruction and Development. In February 1993 Belarus set up the
Inter-Bank Currency Exchange.

Text-Based Activities

| Answer the following questions:

What regulates all aspects of banking activity in Belarus?

Does the National Bank of Belarus represent the first or the second level of the national
banking system?

When was the National Bank established?

What are its main objectives?

What are the National Bank's main activities?

What does the second level of the national banking system include?
What do commercial banks offer their customers?

What are other financial institutions of Belarus?

When did Belarus set up the Inter-Bank Currency Exchange?

[N
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Il Make a report on the Financial Institutions of Belarus.
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UNIT 5 THE SRUCTURE OF BANK

Text5.1 INTRODUCTION

(1) The banking industry is a complex of financial institutions of different sizes and
opportunities offering a different range of services to a banking community.

Whatever size and category a bank requires the optimum form to service the needs of its
clients effectively. In the course of historical development commercial banks have formed the
organization that guarantees the best performance, meets the business pattern and ensures
continued prosperity of banks.

(2) A great number of banks are small and medium size banks. They have close links with local
businesses and reflect changes of the regional economic environment. Such banks attract
consumer-oriented deposits, make small business loans, pay cheques and perform other related
services to the public. Such banks act as agents for their customers purchasing aid selling securities
for trust-account holders if they supply trust services or operating cash management for a corporate
customer. When a bank begins to grow, it offers new facilities necessary to meet new challenges.
With them come new sectors and departments shaping the organization form within the framework
of the law of a business corporation. Lange financial institutions concentrate upon servicing corporate
customers. They are full-service banks that provide a full range of services nationwide and
internationally. Their service area finds its manifestation in a sophisticated organization chart which is
a due to its policy and management principles. Depending on the size and type of business each
bank has a different internal organization chart However, the following divisions should be part of
every commercial bank: lending division, accounting and treasury, finance operation division,
including FX operations and money market operations, investment division, marketing division. Each
division is broken down into departments sections aid groups or teams.

(3) The organization chat of a small bank reminds of a pyramid with different subordination. The
top of the pyramid is made by the chief administrative officers including the Chairman of the Board,
the President who runs the bank from day to day and Senior Presidents who are in charge of the
major divisions. Here is am example of a pyramidal structure within the organization chart

Chief Administrative Officers
Vice-President Vice-President Vice-President  Vice-President  Vice - President

Lending Accounting Finance Division  Investment Marketing
Division Treasury Division Division
Department Department Department Department Department
Managers: Managers: Managers: Managers: Managers:
Consumer Accounting FX market Personal Trusts ~ Advertising
Loans Treasury operations Business Trusts

Commercial Money market

Loans operations

Text-Based Activities

| Look at the organization chart and describe it in terms of the banking fadlities that its
division and departments supply. Make use of the following words:

to be responsible for monetary policy

to monitor, to run

to represent lending facilities

to be in charge of

to advise and assist

to exercise general supervision of

to formulate policy and control the bank’s activities
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Text5.2 BANKING CAREERS

Read the text below and make a list of major career opportunities and a list of relative duties
and responsibilities.

(1) Banking is not a profession dedicated only to entering an endless series of figures in ledgers
and processing or analysing balance sheets. Primarily, banking is a profession that deals with
people and their problems. Therefore banking is a profession for those who have a flair for people as
well as a flair for figures. Banking provides a broad spectrum of work to allow an incipient banker to
switch careers without changing a bank. The employment options in banking are abundant and
various. The opportunities to move up the career ladder depend on a number of factors. Throughout
their career executives, officers and specialists keep in touch with modem technique and
sophisticated means attending extension courses inside and outside the bank. The major areas of
work are the servicing of internal customers, domestic customer banking and special functions such
as administration, personnel and computers. All of them need employees with sufficient educational
background, intelligence, dear thinking, human understanding and nerve.

(2) A bank manager who is responsible for a branch of business usually begins his career as a
loan officer and acquires skills and experience going through several jobs. Bank loan officers
make initial contacts with new customers, accept their loan applications and assist them how
tofill out aloan requests.

(3) A credit analyst and a loan workout specialist are professionals determining the business
of lending. An analyst's duties are to assess each loan applicant's financial position and
advise the bank's management on the loan prospects. A loan workout specialist is an
experienced and skilled specialist who is supposed to investigate each problem loan, inquire
into the causes of bad loans and find solutions how to recover the bank’s funds. Both a credit
analyst and a loan workout specialist must have a solid background in accounting, financial
statement analysis, law and economics.

(4) Managers of the accounting and operations division control and direct one of the leading
business areas concerned with financial planning through the interpretation and use of financial
data for one thing. They are in charge of processing checks and clearing on behalf of their
customers for another. Managers of the operations division of a bank supervise the work of
tellers and handle customer problems with their checking accounts. The maintaining and
improving of the bank's computer facilities are also in their line of business as well as security
problems. The scope of their business demands that managers in the bank’s accounting and
operations division should have a solid training in the field of business and financial
management and sufficient knowledge in up-to-date computer network systems. The lowest
link of the division — a teller is a bank employee who accepts deposits, cashes checkes and
performs other banking services for the public. Their duties also include sorting and filing deposit
receipts and withdrawal slips. Bank tellers check account balances. They have to balance their
own cash position at the end of the working day. The range of work requires mental, emotional
and nervous strain. Teller's professional contacts with customers imply friendly, patient and
considerate attitude to the customers. Most banks hire as tellers people with high school, college
or even incomplete University training.

(5) Auditing and Control Personnel in a bank's accounting and audit department are well
trained specialists. Their proficiency and expertise are unquestionable. As professional
accountants they have a legal right of access to the record and accounts. Their primary duty is
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to find out and state the true financial position by examining books and records so as to be able to
avoid losses and assist the bank management in improving bank efficiency. Undoubtedly, only
highly qualified specialists in financial accounting and auditing can cope with the objectives.
Financial Analysts working in a bank's auditing and planning department analyse the bank
performance, look after the interests of a bank, produce a forecast of future performance and
provide ways and methods of improvement
(4)  Candidates for senior posts have to acquire a variety of managerial experience and those who

show outstanding potential are likely to reach senior executive level before they are 40. The growth
in banking services has created a demand for people capable of handling and managing developing
banking services. Trust Department specialists, investment specialists, foreign exchange traders,
personnel managers and others working to meet common challenges for the services of their
departments do not exist in a vacuum. Banking is a one-company career. Once the basic training
has been completed career development depends on the individual. A certain stage in career
progress depends on individual abilities and reflects neither age nor previous academic record.
Candidates for senior posts must show their outstanding potential, desire and strong character.

Text-Based Activities

| Consider the visual representation of the organization chart of a bank and match the jobs
and positions with the departments and divisions.

Il Enumerate personal and professional features that contribute to a successful career ladder.

1l Read the want ads and make up your own advertisements for any of the jobs described in
the above text

Auditor - Snr Internal Auditor - Investments & Asset Management/Investment Banking
Category:  Banking & Finance

Location: UK, London

Type: Permanent

Area: Internal Audit

Start date:  ASAP depending upon notice period

Reference No.: CT/AU/2365

Description

Internal Auditor is required for my client who is a global investment asset management firm
who provides asset management services in developed and emerging equity and bond markets on
behalf of institutional, retail and private clients on a worldwide basis. They are currently searching for
an internal auditor to join their highly skilled and specialist internal audit function.

You will have previous experience of working within this sector or have had some
exposure to it whilst working within the Top 10 firm.

You will have excellent communication and influencing skills and be keen to use your
sharp commercial acumen to actively influence policy and the bottom line. You will be liasing
internal departments and managers of differing seniority and will need to adapt your approach
quickly and with ease.

You will be highly ambitious and will welcome the opportunity to use this role as a
stepping stone into a line management/business role when the time is right.

As this client has global interests, there will be 10-20% international travel to locations
including Hong Kong, Tokyo, Frankfurt and Paris to name but a few.

For more information on the role, please contact Claire Tiley on clairetiley@morgan-west.co.uk
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THE INTERNATIONAL FINANCE CORPORATION,
Member of The World Bank Group
is looking for experienced and motivated candidates to work in its regional offices in Brest,
Gomel, Grodno, Mogilev, Vitebsk as Regional Coordinators
Qualifications:

University degree in economics or business;
- At least 2 years’ experience in a consulting firm or international organization, preferably in
the area of management, business development services, or business planning;
- Written and spoken English language proficiency required.
Send resume by September 16, 2006 by fax: (017) 22-74-40 or
e-mail: CEBelarusMailboxffife.org

Assistant Consultant / Consultant, investment Management Tax - Edinburgh
Category:  Taxation
Location;: UK, Scotland
Type: Permanent, Part-Time
Disciplines:  Investments/Pensions
Sectors: Audit & Prof. Services
Reference No.: PWC/TX00777
Description
PricewaterhouseCoopers LLP provides industry-focused assurance, tax and advisory services for
public and private clients. More than 130,000 people in 148 countries connect their thinking,
experience and solutions to build public trust and enhance value for clients and their stakeholders.
Job Description
PricewaterhouseCoopers is the leading provider of audit, accounting, business advisory, tax and
consulting services to financial services organisations around the world. Developing creative tax
strategies is imperative in any business but critical in financial services where cost competitiveness
and product design are key to survival. Our global representation in the industry enables us to
provide our financial services clients with a broad range of tax services which contribute to their
success.Due to the growth in our investment management tax practice, we now require an
enthusiastic individual to join our investment management tax team in Edinburgh.
Requirements
Key attributes required are:
mesire and ability to produce work to the highest standard
-enthusiasm and commitment
- excellent project management skills
mstrong interpersonal skills
-comfortable working in a team environment
- interest in working with funds and fund management companies (experience of the funds
industry would be advantageous, although full training will be provided)
Responsibilities
We combine compliance for fund management companies and for onshore and offshore funds
with a successful consulting business.
The role would therefore include preparation/review of corporation tax computations and tax
audit provisions (depending on experience), plus tax consulting work for funds and fund
management companies.
Part time hours may be available.
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UNIT 6 TYPES OF BANK SERVICES

Text 6.1 INTRODUCTION

(1) Banks are among the most important financial institutions in the economy that produce and
sell financial services. In fact banks are those financial institutions that offer the widest range of
financial services of any business firm in the economy. Their success or failure depends on their
ability to identify financial services to the public demands, produce those services efficiently and sell
them at a competitive price. Banking covers so many services that it is difficult to define it Most
banks offer a combination of wholesale and retail banking, i.e. they provide large-scale services to
companies, government agencies and other banks and small-scale services to the general public
respectively. Both types of banking, hovrever, have three essential functions. They are:

deposit function—receiving customers' deposits and offering interest-bearing deposits,
payments function — making payments on behalf of customers for their purchases of
goods and services.

credit function — lending and investing money.

There are some traditional services that banks offer.

(2) Carrying out currency exchange. History shows that one of the first services offered by banks
was currency exchange — a bank stood ready to trade one form of currency for another in return for
a service fee. In today's financial marketplace trading in foreign currency is usually carried out by the
largest banks due to currency risk and the expertise needed to cany out cash transactions.

(31 Safekeeping of valuables. Customers leave articles of value, locked boxes, wills and
many other things in bank secure vaults for safety. The customer should lock boxes and seal
parcels before he hands them in to the bank. The banker will issue a receipt if so required. The
banker hands them back only against a signature by his customer or a property-appointed
agent whom the banks knows. Some banks maintain a safe deposit service where the customer
himself puts his documents and articles of value into his box in the strong room or takes them
out. He alone has the key to his box. The bank keeps duplicate keys in case of emergency, but
does not use them except in the presence of the customer or by his express authority.

(4) Trust service. For years banks have offered to manage the financial affairs and property
of individuals and business firms in return for a fee. This property management function is
known as bust services. Most banks offer both personal trust services to individuals and
families and commercial trust services to corporations and other businesses.

Banking is not static business today. Banks are undergoing sweeping changes in function
and form. Among the newest services offered by banks are

(5) Financial Advising. Customers have long asked for financial advice, particularly, when it
comes to the use of credit and the saving and investing of funds. Many banks today offer a wide
range of financial advisory services, from helping to prepare tax returns and; financial planning,
to consulting for business managers and checking on the credit standing of firms and
individuals who deal with one of the bank's business customers.

(61 Cash Management. Over the years banks have found that some of the services they
provide for themselves are also valuable for their customers. One of the most prominent
examples is cash management services, in which a bank agrees to handle cash collections and
disbursements for a business firm and to invest any temporary cash surpluses in short-term
interest-bearing securities and loans until the cash is needed. While banks tend to specialize
mainly in business cash management services, there is a growing trend today towards offering
similar services for consumers.

(71 Selling Insurance Policies. Most banks either offer selected insurance policies to their customers
or have plans to offer insurance services in the near future. They hope to be able to offer regular life
insurance policies and property-casualty policies, such as auto or home owners' insurance.
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(8) Offering Security Brokerage Services. In today’s financial marketplace many banks are
doing their best to become true "financial department stores". This is one of the main reasons
banks began to market security, brokerage services offering their customers the opportunity to
buy stocks, bonds, and other securities without security dealers or brokers.

Text-Based Activities

| Decide whether there is any evidence in the passage for the following statements. If
there is, note it down and elaborate on it.

1. Banks play a crucial role in the economy.

2. Foreign exchange operations are mostly carried out by wholesale banks.

3. Banking is undergoing sweeping changes.

Il Make a list of services a) an individual client would seek; b) a wholesale client would
require. Try to arrange them in order of their importance. Support your point of view.

1l Be ready to render the passage in the form of a lecture.

Text 6.2 TYPES OF ACCOUNTS

(1) People have more choices than ever before when they deposit money today. Many
financial institutions, such as banks, savings and loan associations and credit unions, offer
different types of accounts. The normal banking account is the current account, running from
day to day. A balance is shown at the end of any day on which there has been a debit or
credit entry. No interest is normally allowed on current account. The bank sends its
customer statements of the account quarterly half-yearly, or more often if he wishes. The
account may remunerate the banker because a good average credit balance is kept but if it
does not a commission charge may be debited to the account quarterly or half-yearly.

(2) If a current account is defined as an account which is opened so cheques may be drawn
on it, then a deposit account can be defined as an account which is open to earn interest.
Deposit interest is paid at a rate determined by the bank's base rate. No cheques are supposed
to be collected from deposit account holders and no book is issued. Withdrawals are nominally
at seven days' notice, but can be obtained on demand. Interest is credited to the current
account, if there is one, half-yearly; otherwise it is added to balance of the deposit account.
Interest rates may be fixed or variable; they may be simple or compounding. The annual simple
interest rate states how much money the bank will pay on a deposit at the end of one year
without compounding. However, the interest can be compounded, that is, interest can be earned
on accumulated interest as well as the amount initially deposited.

(3) Accounts can be single ownership accounts, that is, owned by one person, or joint
accounts, that is, owned by two or more persons. A single ownership account holder can give a
person power of attorney, the right to withdraw funds from the account.

(4) To open a bank account a client has to give the bank some ground information, such as a)
full name and address; b) his/her occupation, the employee's name and address.

Two references are normally required, and the referees must themselves be considered of
satisfactory status. Most important specimen signature is given, Any signature on an order to
the bank must always be the same as this specimen.

Text-Based Activities

| Decide whether the following statements are correct.

1. Banks operate for profit, that's why they try to attract all kinds of new customers.
2. The bank charges its clients a commission fee for opening a current account.

3. The deposit account is open to earn interest.
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4. Interest rates depend on the type of the account.
5. The single ownership account can be used only by its holder.
6. To open a bank account a client has to produce his employee's reference.

Il Make a list of questions you would ask when opening a bank account.

Dialogue
Virginia Clary, investor | have some funds on hand, and I'm wondering whether | ought to put
it in a savings account.
Woods Palmer, banker:  It's a good idea, if you want to keep your investment fairly liquid.
And you might also think of a time deposit.
V.C.: What's the difference?
W. P.: Well, first of all, your time deposit is for a specified term. But you can make
withdrawals from your savings account at any time, although as much as thirty
days' notice of withdrawal may be required.

V.C. Do they draw the same rate of interest?

W. P.: We pay the maximum 4% per annum at maturity on a one-year time certificate.
Interest on a savings account accrues at the rate of 3%.

V.C. How do you figure the interest on a savings account?

W. P.: It's compounded and credited to the account semiannually.

V.C. You mean added to the principal?

W. P.: Yes, and we issue you a passbook on your savings account in which each
deposit and withdrawal is entered.

V.C. Is either type of account transferable?

W. P.: Only time certificates.

V.C. Are these deposits insured?

W. P.: Yes, we're a member of the Federal Deposit Insurance Corporation.

| Enact the imaginary conversation with a bank employee and a client.

A
You work at a bank and interview a client who wants to open a business account with your bank in
the first section below is some information about the client's company which you already have. Inthe
other is the additional information you need to find out. Start by checking the information given using
statement questions. The customer can also ask questions about the bank
Information about Name: Robotics
company Address: 81, Me Cormick St, Skokie, lllinois, USA
Business phone number (847) 982 5092 Fax (9847) 676 7323
Legal status: inc.
Activity: Hardware manufacturer

Information to find out: Number of employees
How they are paid
Connected companies
What services the new business account holder wants
Type of account
Frequency of statements of account
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B
Take part of the company’s manager who wants to open a business account with a bank in the
first section below is some information about your company. In the other is the additional
information you want to find out about the bank.
Information about Name: Robotics
company Address: 81, Me Cormick St, Skokie, lllinois, USA
Business phone number: (847) 982 5092 Fax (9847) 676 7323
Legal status: inc.
Activity: Hardware manufacturer
Number of employees: 2000 worldwide
How they are paid: credit card
Connected companies: America Online, CoTpu Serve,
Bank services required: automated bankroll services, payment
services, current account, monthly financial statements

Information to find out: ~ Bank standing
Credit line

Text 6.3 DEPOSITING MONEY WITH A BANK

(1) There are two general reasons for using a bank account. The first and most common is
the convenience and safety provided by a current account at a bank. The second is that small
and perhaps regular surpluses are available to be saved, and for this purpose a bank provides
deposit accounts.

A deposit account will not offer a high rate of interest and would not be the best way to save
large sums of money for any long period of time, but it is designed to make saving simple,
convenient and safe. It is especially appropriate for those who may save small amounts from
lime to time without any planned regularity or for those who wish to save for a particular
purpose in the immediate future, for example for annual holidays or for the purchase of a major
tern such as a car.

(2) Most customers of a bank who have opened a deposit account will also have a current
account and this makes the transfer of amounts of money from one to the other an easy
natter. Regular payments into a deposit account can be made through a standing order to the
pank who will automatically transfer the agreed amount according to your instructions. Other
payments are made on standard forms but it is most convenient and provides a useful record if
he depositor uses a paying in book. Interest is calculated every six months and added to the
account. The rate of interest varies from time to time and is publicly advertised in any bank.
3ecause the bank uses money deposited with them to lend to others it normally requires about
seven days notice of intention to withdraw money from a deposit account, but unless there is a
leavy demand for money they are not likely to insist on this and cash is often immediately
available to those who wish to withdraw it. There is an assumption that such notice was given
and you would lose seven day’s interest on the money.

(3) The increasing need for security and the use of computers in wage payments have
rombined to make it more common to have a bank account than to be without one. This kind
)f account is a current one and its most common use is a single regular payment in either a
weekly wage or a monthly salary and regular payments out to meet the normal everyday
ixpenses. Most payments are still made by cheque although h the use of the standing order
prthe direct debit is becoming very common. It is normally expected that a current account
wil remain in balance and customers who regularly maintain an agreed minimum balance
are often given the services of the bank without charge. In general, however, charges are
nade which vary with the size of the balance, the amount of use of the bank’s services and
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the number of transactions. If the account is overdrawn a further charge, which is interest on
the overdrawn amount, is also made.

Overdrafts are not permitted automatically and anything other than a small temporary
overdraft would have to be by agreement with the bank manager. Such a facility is often useful
particularly when there is a short term disbalance between income and expenditure. On the
other hand, since money in a current account does not attract interest, it is not a good idea to
maintain large cash balances, these would be later transferred to a deposit account or to an
alternative form of saving.

Text-Based Activities

Answer the following questions:
What are the two main reasons for opening a bank account?
Which type of account is used by those who wish to save?
What kind of saving is this type of account most suited to?
What is a standing order?
. Why does a bank sometimes need notice of intention to withdraw money from saving
accounts?
6. What is the most common use of current accounts?
7. Why are some customers not charged for the facility of a current account?
8. Why is it not a good idea to retain large balance in a current account?

SN RN

I Use the words in brackets as a guide; explain the meaning of the following terms:

deposit (put into, an account)

withdrawal (an account, remove from)

standing order (transfer, automatic, bank, customer, instructions)

joint account (two or more people, owned by)

statement (a customer's deposits and withdrawals, a record)

overdraft (current account, balance)

interest (the use of money, pay for)

notice (one's intentions, an announcement of)

insurance (loss, protection against, government agency or another specializing in)

1l Choose the right answer:
1. «acurrent account is:
a) one which is available for the time being,
b) one. in which savings are held,
c) one which is used all the time for day-to-day transactions.
2. «a cancelled cheque* means:
a) worthless cheque,
b) stamped to indicate that payment has been made,
c) crossed cheque.
3. «a genuine signature* is:
a) a person's name written by himself,
b) a person's name written correctly,
c) legible signature.
4. «an outstanding cheque* means:
a) unpaid cheque,
b) written but not yet presented for payment,
c) overdue cheque.
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Dialogue

Read the dialogue.
Cashier Now this is the checking account ledger. Each page is a record of a customer’s

deposits and withdrawals.

Student: And you give a copy of this to the customer.

C.

OVOY O®v

S.
C.
S.
C

OV O YOV 0Y 0VOVOV

That's right. That's his statement, which he receives with all his cancelled checks.
Then he reconciles it with his own records.

This one is ajoint account, isn't it? And pretty active.

Yes. itis.

What's this debit?

That's our service charge.

I notice an overdraft here in April.

I'm afraid we've had to remind this customer and his wife several times that they must
keep a sufficient balance to cover all outstanding checks.

Will I have to learn to recognize all our customers signatures?

Yes, you will. Any check we cash must have a genuine signature. But we keep a file of
them that you can refer to

Will I be doing any posting of this ledger?

No, I'm afraid. Nottill you are employed in our bank.

Well, suppose one has some funds on hand, I'm wondering whether he ought to put
them in a savings account
Ifs a good idea, if he wants to keep his investment fairly liquid. And he might also think
of atime deposit

What's the difference?

Well, first of all, his time deposit is for a specified term, but he can make withdrawals
from his savings account at any time, although as much as thirty days' notice of
withdrawal may be required.

Do they draw the same rate of interest?

The bank pays the maximum 4% per annum at maturity on a one year time certificate.
Interest on a savings account accrues at the rate of 3%.

How do you figure the interest on a savings account?

It's compounded and credited to the account semi-annually.

You mean added to the principal?

Yes. And we issue each customer a passbook on his savings account in which each
deposit and withdrawal is entered.

Is either type of account transferable?

Only time certificates.

Are these deposits insured?

Yes. We're a member of the Federal Deposit Insurance Corporation.

Answer the following questions::
1. What is a checking account ledger?

2.

3
4
5
6.
7
8
9
1

Why does the bank send a copy of the statement with all checks cancelled to every
customer?

. Are service charges debited or credited to an account?

. What happens when a cashier notices an overdraft on somebody's account?

. What does ateller have to do before he cashes a check?

What advice would you offer to a customer who has some funds on hand?

. Why is it profitable to deposit your funds for a specified term?

. How is the interest on a savings account figured?

. Which type of account is transferable?

0. How are customer's deposits protected?
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Text 6.4 APPLICATIONS FOR LOANS

(1) Banks make their profits by lending the money which customers deposit with them to
others who need it for personal or business reasons. Most people need more money than they
have currently available at some time in their lives.

(2) To be a borrower you must be a customer of the bank because the money will be lent to
you through a bank account. There are two ways in which you may borrow. The first, and easy,
is to spend more money than you have in your current account — to overdraw. The second,
and the normal way of borrowing larger amounts or for a long period of time is the loan.

(3) If a manager permits an overdraft on current account he is likely to set a limit to the size
of the overdraft and may stipulate a date by which the account is back in credit. Businesses
whose payments and receipts are often irregular will frequently need to use overdraft facilities
and they are often granted to private customers as well particularly when the manager knows
that regular payments are made directly into the account.

(4) If a loan is granted it will be a fixed sum immediately available for a fixed period of time.
The principal and the interest on it may all become due for payment at the end of that period
but for personal loans it is common to arrange that the loan and interest are repaid in equal
regular installments over the period of the loan. A separate account is opened to record the
repayments as they are made.

(5) Whether you are seeking money for business or personal reasons there are a number of
things that the manager will want to know before he is prepared to grant your request. The
obvious facts will be the amount that you seek and the arrangements for re-payment that you
are able to suggest. You need to tell him something about the purpose of the loan, a business
loan is likely to help you make profits out of which the loan can be repaid with interest and he
will wish to judge for himself whether or not this is likely. Personal loans usually have to be
repaid out of an income which will not get any bigger and the manager will be particularly
anxious to ensure that you are not being too optimistic. In deciding this he will be considerably
assisted by his knowledge of you and his estimate of your character.

(6) Sometimes people do not ask for enough money because they are anxious about the
burden of the repayments. The manager will be wise enough to try and ensure that you will
have sufficient amount of money to do what you want to do. Finally he will consider whether or
not you really will be able to repay and what kind of security you can offer against the
possibility that you do not repay. In the case of a business the manager may want to see well
prepared, relevant documents such as profit and loss accounts and balance sheets for the
most recent years. He would also ask about the expected return from the use of the money
and want to see some figures upon which you have based your calculations. For a business
good security might be one or more of the assets of the business whilst personal loans are
often secured by such things as life insurance policies on which the bank is making regular
payment for you or the deeds of your house.

Text-Based Activities

Answer the following questions:
. What two kinds of borrowings are possible?
. In what circumstances an overdraft on current account is permissible?
. How are personal loans usually repaid?
. Will you pay back more than you borrowed? What will the difference be?
. What information will the manager require for a personal loan?
. What information will he require for a business loan?
. What other things will he take into account?
. What will he need from you to make the loan safer for him?
. What does a businessman mean by his expected rate of return?
10. Why might this be important to the bank manager?
11. What kind of things might you offer as collateral for a personal loan?
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Dialogue

Read the dialogue.
Part |. Application for Credit

Banker:

Customer
B.:
C.
B.:

6.;

Our discount committee is still discussing your application for credit. | wonder if
you'd mind giving us some more information about certain items shown on your
balance sheet.

Not at all.

Is the mortgage on your fixed assets being amortized?

No. That's just an open note.

Your balance sheet shows some indebtedness. Are any of your assets pledged as

security?

No. That's just an open note.

Would your company be willing to pledge part of its current assets as collateral
security to our loan?

We wouldn't object to that. Part of this money will be used to retire present debts
and part to expand our operations. Then we can immediately begin to liquidate
this new liability.

I think we'd better prefer that arrangement.

Part Il. Granting the Loan on an Open Note

Builder:

Banker.

Bu.:

Ba.:
Bu.:

Ba.:
Bu.:
Ba..

Bu.:
Ba.:

Bu.:
Ba.:

| received your notice that my note is due. I can pay it off now, but there is a piece
of land right next to my property that I'd like to buy.

I don't remember your situation exactly. Are your present holdings free of
encumbrance?

My real estate is clear. But there’s a chattel mortgage on my construction
equipment.

Has this land you want to buy been appraised?

Yes. It belongs to an estate and was appraised by order of the court. They
estimated its value at $20,000.

Can it be bought at that figure?

I think so. I'd like to make them that offer.

Would you consider giving us a trust deed to secure your present note plus the
additional funds you'll need?

| might. But I'd thought that my net worth is high enough that I could borrow the
amount on my open note.

Well, in that case would your wife agree to be a co-signer?

I'm sure she would, because the title to property would be in both our names.
Well, it seems to me that you have enough equity in your property for us to make
the loan on an open note.

I Answer the following questions:

Parti

IR

. What is the customer applying for?

Has the banker decided whether to grant the credit yet or not?
. What sort of information is the banker interested in?

How does the banker want to secure the bank's credit?

How is the company going to use its current assets?
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Part Il

Why is the builder asking for the extension of his note?

What is his present financial standing?

Has the land he wants to buy been appraised?

What sort of guarantee does the banker insist on to secure the funds the builder will need?
What made the builder think that he could borrow the amount on an open note?

Who will hold the title to the property purchased?

Why has the banker agreed to grant the loan on an open note?

N R WD

Text6.5 LOANS

(1) The money deposited in a bank doesn't lie idle. The bank lends it out at interest. Making
loans is the principal economic function of banks. The bank regulates its lending functions
working out its loan policy. Such a policy gives loan officers and the bank's management
guidelines in making loan decisions and in shaping the bank's overall loan portfolio. The
written loan policy includes statement of the types, maturities, size and quality of loans. It also
lists guidelines for reviewing, evaluating and decision making on customer loan application.

(2) There are several categories of bank loans that meet different objectives. They are real
estate loans, financial institutions loans, commercial and industrial loans, loans to individuals,
miscellaneous loans, lease financial receivables. The largest volume are real estate loans. A
bank grants loans to individuals and businesses to construct and purchase homes, office
buildings, shops, industrial structures. They are subdivided into construction loans and long-
term mortgage loans on property. They include credit to purchase inventories of goods and
raw materials to cover operating expenses and to finance new equipment. Next in importance
are loans to individuals and families for living cost, medical expenses, automobile purchase,
home appliances, vacation, education and so on.

(3) The rate of interest charged by the bank is a price of borrowing money. A bank makes a
loan for a certain amount, over a certain period, at a certain rate of exchange, e.g. $2,000
borrowed towards the cost of a new car at 10% per annum. The bank may want its money (loan
and interest) repaid by installments rather than all at once on the last day of the agreed period.

Text-Based Activities

| Borrowing money. Consider the following situation. In pairs, ask and answer questions
about Anne's loan using the words in italics in the text above, like this:
e.g. How much money did Anne borrow? - £600

Kevin borrowed £3600 from the bank to buy a car. In other words:

Kevin had a loan from the bank. The bank lent Kevin £3,600. Kevin had a debt of £3,600.
Kevin owed the bank £3,600. Kevin is the bank's debtor. The bank is Kevin's creditor.

Kevin is repaying the loan over three years and he is paying interest on the loan at the rate
of 10% per annum on a decreasing balance. In other words, in the first month he repaid £100
capital and £30 interest (10% x £3,600/12 months). In the second month, the balance on his
capital repayment was £3,500 (£3,600—£100 he repaid in the first month), so he repaid £100
capital and £29.25 interest (10% x £3,500/12 months).

Anne had a loan of £600 from the bank. She paid it back over twelve months at a rate of
10% p.a. on a decreasing balance.
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Text 6.6 STEPS IN THE LENDING PROCCES

(1) When a customer decides to request a loan an interview with a bank loan officer will
follow. It gives the potential borrower the opportunity to explain his credit needs for one thing
and offers a chance for the bank's loan officer to assess the customer’s sincerity of purpose.
The major question to deal with is whether or not the customer can service the loan — that is
pay out the credit when it is due. The interview is recorded as a strong factor weighing against
or in favour of the approval of the loan request. Besides the customer must submit several
crucial documents to fully evaluate the loan request.

(2) The key factors in decision making and evaluating a loan application are capacity,
character, capital, collateral, environment control. Conducting the interview the loan officer
leans his decision on the above factors. Capacity proves the customer's proper authority from
the company's board to request a loan and the legal standing to sign the loan agreement with
the bank. Character concerns the customer's honesty that proves that the loan is for a good
purpose and the customer's serious intention to repay. Collateral aspect of a loan deals with
the assets and other valuables that the customer pledges behind the loan and against which
the bank can make its claim in the event of loan default. Capital defines the borrower's ability
to generate capital adequate and sufficient to repay the loan. The loan officer and credit
analyst must be aware of the borrower's line of work and how changing economic conditions of
the environment might affect the loan. Control factor is essential in assessing whether changes
in regulation could adversely affect the borrower and whether the loan request meets the
bank's standards for loan quality.

Text-Based Activities

| Decide which of the following statements are correct.

1. The major types of loans are classified in accordance with the borrower's needs and the
lender's commitments.

2. The borrower's creditworthy standing is one of the key factors in assessing the potential
customer.

3. Loans cannot be repaid in installments.

4. An agreed sum-interest goes to the customer as a form of payment for the loan.

5. A loan agreement reflects the customer’s needs and the bank's commitments.

6. Assessing the loan application, a loan officer must consider the economy of the potential
borrower's area.

7. Most loans are interest-free.

Make use of the following words:

1. Itis the basic theme that runs through the passage.

2. It has nothing to do with the passage as it goes counter to...

3.1can't say for sure that...

Il You are a bank loan officer. Interview a potential borrower to assess his economic
financial position, earning power, creditworthiness.
Find out: the category of the loan required, its amount
name and address of employer, position held
time with the present employer, gross annual income
Check: current account
age
represent the third management level
ifthe present employer is prepared to act as a referee
Inform: loan due date, interest rate.
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Remember.
Indirect questions are asked at the beginning ofan interview:
Iwonder if | could ask you a few questions.
Could you possibly tellme.....
Would you please tell me....
Do you have any idea....
Do you by chance know...
Statement questions are useful when checking informathn:
The bank has launched a new credit card system, hasn't it?
So, he manages a new branch, is that right?

Text6.7 INTERNATIONAL BANKING

Read the passage below and make lists of words and phrases to do with:
major services supplied by banks in international markets;
organizational forms that international banks use to serve their customers.

(1) International banking has been practised for centuries and engaged in selling banking
products across national borders. From the major trading centres around the Mediterranean Sea,
Athens and Rome international banking has spread to other economic areas of Europe, Asia and
America meeting the challenges of new rapidly developing markets. Nowadays former colonies
have banking systems which are dominated by the branches of overseas banks. In the 1950-s —
1960-s the U.S. banks controlled major world markets in Western Europe, South and Central
America. Inthe 1980-s the leadership in international banking passed to Japan owing to its strong
economy and advanced technologies which strengthened the position of the Japanese Yen in the
global money market and led to the dramatic rise in its financial power and prominence.

(2) International banks are the lending source of credit for multinational corporations and
governmental units. They offer a complete line of financial services mostly centered around
borrowing and lending short-term wholesale funds. Interest rates of short-term business credits
are tied to some international base rate. The most popular rate of this type is LIBOR — the
London Interbank Offer Rate, the rate at which banks offer to lend money to other banks in
eurodollars. The major international lending organizations — The International Bank for
Reconstruction and Development (IBRD), popularly known as World Bank and The
International Monetary Fund (IMF) work closely but direct their attention to different areas. The
World Bank provides developing countries with long-term, tow-interest credit for industrial
development. IMF pays external debts owed by countries with balance or payments deficits,
ratherthan projectfinancing.

International banking services cover a wide range of customer financial needs such as
supplying foreign currencies, hedging techniques to deal with fluctuating currency prices and
interest rates, cash management services and others. One of the most dynamic banking
services is assistance with foreign mergers and acquisitions. International banks participate in
syndicated loans provided by a group of international banks. International banks operate in
forward markets where foreign currencies are traded for delivery at a later date.

(3) Foreign exchange banking and eurocurrency banking are important sections of
international banking. The FOREX market specializes in buying and selling foreign currencies. It
is a network of commercial banks, central banks, brokers, and customers who communicate with
each other by telex and telephone. The bulk of business is earned out in London and New
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fork. Eurocurrency banking deals with currency used for trade within Europe but outside the
»untry of origin (the eurodollar, the euroyen, etc). Now all the operations are carried out
between the dollar and other currencies. Banks receiving eurocurrency deposits are known as
surobanks. For instance, when a U.K. bank doesn'tlend sterling but lends an overseas currency
toanon national it is conducting eurocurrency business. Banks in the eurocurrency market
rave three types of customers: non-banks, central banks and commercial banks.

(4)  International barking has developed various types of foreign business organizations. The most
raditional forms include branches, representative offices, subsidiaries, joint ventures. More recently
asthe risk of international banking has increased new forms have been introduced. Among them are
International Banking Facilities (IBFs), Export Trading Companies, shell branches. Branch offices are
lull service facilities that provide a complete set of services supplied by the bank's home office. Unlike
branches representative offices only market services of the home branch and find potential
customers. Subsidiaries are separate corporations set up in foreign markets. They are often used
instead of branches because of local regulations or tax advantage. A joint venture is a useful form that
reduces risk exposure in entering a new foreign market IBFs are separate banking centres ina U.S.
domestic bank or office of a foreign bank authorized to participate in Eurocurrency banking. U.S.
commercial banks are permitted to own and operate export trading companies. According to Federal
Reserve Board regulation, these firms must receive over half of their income from assisting exports
from the U.S. A shell branch is a small office outside an international bank's home country. It books
deposits and keeps track of other banking transactions.

Text-Based Activities

I Match the paragraphs of the text with the best heading from those given below. Account for
your choice.

1. The main components of international banking.

2. Organizational forms of international banks.

3. Historical development.

4. The main customer services.

5. The biggest international financial organizations.

Il Find the places in the text where you can insert:

1.1MF. is a bank from which a borrower uses its own currency to buy the foreign currency
it needs. The Fund rebuilds confidence in currencies that are in temporary difficulty.

2. The international debt problem concerns the ability to repay international loans.

3. Some international banks prefer to acquire an existing firm overseas that already
has an established customer-base rather than building a new office and a new clientele.

I Decide if there is any evidence for the following statements in the text. Comment on
them.

1. The concept of eurocurrencies is the same as that of eurodollars.

2. When a bank lends an overseas currency to a non-national it conducts eurocurrency
business.

3. In their pursuit of the least expensive sources of funds banks use a wide variety of

organizational structures.
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Text 6.8 CURRENCYAND OTHER FORMS OF EXCHANGE

(1) The work of bank centres around money and financial services. Virtually any activity
involving money or advice about financial matters is undertaken by all the commercial banks. The
immediate service offered by the bank is the receipt for deposit of coins, notes and cheques and the
cashing of cheques, through current accounts. Coins and notes in circulation have the status of
«legal tender» that is to say they must be taken in payment of a debt although the extent to which this
applies inthe case of coins is deliberately restricted for the sake of convenience.

The most common means of payment particularly for significant sums of money, is the cheque
since it is both safer and more convenient than using cash. However, it is not legal tender and
creditors can refuse to accept it if they wish. Normally both national cheques and traveller's cheques
are readily negotiable if the bearer has some means of proving his identity and the creditor can be
sure that the cheque will be «honoured». To assist the use of cheques banks now provide their
customers with bankers cards which, when used in association with a cheque, will guarantee itupto a
stated maximum. If a customer wishes to make payments of large amounts of money by cheque and
is not known to the creditor, then he may obtain a «certified cheque» from his bank. Such a cheque is
signed by the bank and therefore payment is guaranteed.

(2) Those trading overseas, or in conditions where there may be a significant time lapse
between sending out goods and their receipt by the customer, may use a Bill of Exchange as a
means of payment. This is really a post dated cheque which assures the creditor payment but also
gives the buyer opportunity to inspect the goods before the transaction is completed. Those
whose credit standing is unknown may have to get the Bill «accepted» before a creditor will take
it. Such a process guarantees payment and most work of this kind is undertaken by the merchant
banks. Because Bills are post dated creditors may have to wait some time for their money. They
can overcome this problem by endorsing the Bill and then either discounting it with a Discount
House or a bank or passing it on to another trader in settlement of a debt of their own. By the time
it comes to maturity a Bill may have passed through several hands and on each occasion it must be
endoised. The commercial banks participate in this activity in two ways: in part by lending money to the
discount houses and in part by discounting bills for theirown customers.

I Decide which of the following statements are correct.

1. Coins and bills of every denomination are called legal tender.

2. Cheques are rarely accepted in lieu of currency.

3. To cash atraveller's cheque the bearer need only present proper identification.
4. Bills of Exchange are not legal tender.

5. A cheque is always guaranteed by a bank.

6. Certified cheques are always guaranteed by a bank.

Il Choose the right answer:
1 «We constantly handle coins and bills» means:
a) cash them under most circumstances,
b) deadwith them,
c) receive them.
2. «bills of every denomination» denote:
a) bank notes of different values,
b) bank notes of various sizes,
c) other means of exchange.
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3. «Legal tender» is:
a) atype of paper currency,
b) a requirement to accept in settlement of a debt,
€) money guaranteed by a government.
4. «both cheques and traveller's cheques are readily accepted» means:
a) able to be given to another party,
b) certified by the bank that funds are available,
c) endorsed by an officer of the bank.
5. «the cheque will be honoured» means:
a) that it will be readily accepted by creditors,
b) that it will be treated with respect
c) thatthe bank will be ready to cash it.
6. «a bearer» is:
a) a person who is named as payee on the exchange document,
b) an officer of the bank who endorses the cheque,
c) the person offering the exchange document and demanding payment.

Il List all the forms of money mentioned in the passage and match them with the following
definitions:

1 A bank's unqualified guarantee to pay a specified sum to a specified individual or organization.

2. A negotiable instrument issued only by the Bank of England and signed by the Chief
Cashier of the Bank.

3. A written order to a bank to pay a stated amount of money.

4. A negotiable instrument issued by a bank in exchange for cash and readily usable in most
parts of the world.

5. Token money largely used for small purchases and transactions.

6. A written order to a bank to pay a stated amount of money to a stated person or, after
endorsement, to the bearer on or within a stated time after a given date.

IV Answer the following questions:

1 .Whatforms of money are called legal tender?

2. Why are cheques a common form of exchange?

3. What isthe main purpose of a banker's card?

4. What isthe special feature of a certified cheque?

5. Whatis the main use of a Bill of Exchange?

6. Why does a Bill sometimes have to be «accepted»?

7. Inwhich two ways might a creditorwho needed the money dispose of a Bill?

Dialogue

Read the dialogue.

Student: The bank must use just about every form of exchange in a day’s work.

Cashier Just about Of course, we constantly handle coins and bills of every denomination.
They're what you call legal tender.

Yes. Or currency. A nation's cuirency is its legal tender.

But a check isn't legal tender.

No. However checks are a very common form of exchange, and they are generally accepted in
lieu of currency.

Are traveler's checks currency?

0OYOw
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C..  Notin a strict sense. But they're immediately negotiable everywhere. For instance, even
merchants will cash them under most circumstances.

The bearer need only present proper identification.

Thafs right

Wei, what's a bank note? Is that currency?

Definitely. Bank notes are issued by the banks of the Federal Reserve System, and they're
legal tenderjust as siver certificates are.

That's what | thought But getting back to checks, why are bank drafts sometimes preferred
over checks?

Wei, in the case of a check, the party who signs it is the only one who guarantees payment
But a bank draft is issued and guaranteed by a bank.

Is that true of cashier’s checks, too?

Yes. And also of certified checks and bank money orders.

What about sight drafts?

Now, sight drafts are different Theylre a form of request for payment through a bank.

Ovwow

%
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| Answer the following questions:

1 What ftxms of exchange are called legal tender?

2. Why are checks a common form of exchange?

3. How are traveller's checks useful?

4. Which banks inthe USA may issue bank notes?

5. What is the difference between a check and a bank draft?

6. What do cashier's checks, certified checks and bank drafts have in common?
7. How do sight drafts differ?

UNIT 7 METHODS OF PAYMENT

Text7.1 INTRODUCTION

(1) Compared to selling in the domestic market, selling abroad can create extra problems.
Delivery generally takes longer and payment for goods correspondingly can take more time.
So exporters need to take extra care in ensuring that prospective customers are reliable
payers and that payment is received as quickly as possible.

(2) In the first and in the last analysis, payment for exports depends on the conditions
outlined in the commercial contract with a foreign buyer. As explained previously, there are
internationally accepted terms designed to avoid confusion about cost and price.

(3) The way exporters choose to be paid depends on a number of factors: the usual contract
terms adopted in an overseas buyer's country, what competitors may be offering, how quickly
funds are needed, the life of the product, market and exchange regulations, the availability of
foreign currency to the buyers, and, of course, whether the cost of any credit can be afforded
by the buyer or the exporter.

(4) There are four basic methods of payment providing varying degrees of security for the
exporter:

a) payment in advance;

b) open account;

c) Bills of Exchange;

d) Documentary Letter of Credit.
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1 Payment in advance.

Clearly the best possible method of payment for the exporter is payment in advance. Cash
with order (CWO) avoids any risks on small orders with new buyers and may even be asked
for before production begins. However, this form of payment is extremely rare in exporting
since it means that an overseas buyer is extending credit to an exporter when the opposite
procedure is the normal method of trade. Variations in this form of payment are cash on
delivery (COD) where small value goods are sent by Post Office parcel post and are released
only after payment of the invoice plus COD charges.

2. Open account.

(5) An exporter receives the greatest security of payment from cash with order or from cash
on delivery. At the other extreme payment on open account offers the least security to an
exporter. The goods and accompanying documents are sent directly to an overseas buyer who
has agreed to pay within a certain period after the invoice date usually not more then 180
days. The buyer undertakes to remit money to the exporter by an agreed method.

(6) The open account method of payment is increasingly popular within the EEC because it is
simple and straightforward. 70 per cent of UK exports are paid for under open account terms. It
saves money and procedural difficulties but the risk to the exporter is obviously greater. It is only
successful if an exporter trusts the business integrity and ability of an overseas buyer, something
that has probably been established through a sustained period of trading.

(7) A variation of open account payment is the consignment account where an exporter
supplies an overseas buyer in order that stocks are built in quantities sufficient to cover
continual demand. The exporter retains ownership of the goods until they are sold, or for an
agreed period of time, after which the buyer remits the agreed price to the exporter.

(8) However, a large proportion of export contracts cannot be settled by payment in
advance or by open account, particularly with sales outside the EEC. So parallel with the
development of international trade throughout the world, the trading community has developed
methods of payments which involve the transfer of documents for exported goods using the
international banking system — with the aim of speedily settling export transactions at
minimum risk to exporters and to overseas buyers.

Text-Based Activities

| Complete the following sentences on the basis of the information given in the text.
1. The method of payment you adopt for each customer depends on many factors, such

. The use of incoterms in commercial contracts helps......

. The choice of the method of payment is important as each of them provides......

. Cash with order is highly satisfactory from the exporter's point of view, but the least......

. Itis quite safe to send small value goods by COD post as the goods are......

. If you know your foreign customer well and have no reason to doubt his credibility, you

ook N

~

. Under the open account agreement, the delivery of goods is not......
. You can speedily settle export transactions at minimum risk using......

= oo

Answer the following questions:
1. Why does selling abroad create extra problems as compared to selling in the domestic
market?
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. What helps to avoid misunderstandings in payment for exports?

. What factors does the choice of a method of payment depend on?

. Which method of payment provides the best/greatest security for the exporter?

. Why is payment in advance of order not frequently used in exporting?

. Which method of payment offers the least security to an exporter?

. Ifthe open account method offers so little security to an exporter, why is it becoming more
and more popular?

8. When does an exporter agree to deliver goods on open account?

9. How does the consignment account operate?

10.  Besides paymentin advance and by open account, what other methods of payment has

the trading community worked out?

~NOo ok wN

Il Fill in the missing words:

The method of obtaining payment of an export order is usually a matter___negotiation
___the exporter and his buyer and will in many instances be governed____ the exporter's
knowledge of the buyer and the buyer's financial standing.

In deciding the terms_____payment to negotiate, the exporter may perhaps wish the
degree___security he obtains, the speed_____ remittance and any additional costs involved.

In rare cases an exporter is able to persuade his buyer to pay 100 percent of the
value before___ take place. It is quite common, however, for the buyer to make an___
payment of a percentage of the contract value.

Where the exporter has complete faith in the buyer he may be willing to trade on an
_____account basis. This usually means that the buyer receives the__ ,takes____ ofthe
goods and thereafter makes____to the exporter in accordance with previously agreed____.

Text7.2 BILL OF EXCHANGE (B/E)

(1) An exporter can send a bill of exchange for the value of the invoice of goods for export
through the banking system for payment by an overseas buyer on presentation. A bill of
exchange is legally defined as "an unconditional order in writing, addressed by one person to
another, signed by the person giving it, requiring the person to which it is addressed to pay on
demand or at a fixed or determinable future time a certain sum of money, to or to the order of a
specified person, or to the bearer".

In other words an exporter prepares a bill of exchange which is drawn on an overseas
buyer, or even on a third party as designated in the export contract, for the sum agreed a
settlement.

(2) The bill is called a sight draft if it is made out payable at sight i.e. "on demand". If it is
payable “at a fixed or determinable future time" it is called a term draft, because the buyer is
receiving a period of credit known as the tenor of the bill. The buyer signs an agreement to pay
on the due date by writing an acceptance across the face of the bill.

(3) By using a hill of exchange with other shipping documents through the banking system,
an exporter can ensure greater control of the goods, because until the bill is paid or accepted
by the overseas buyer the goods cannot be released. Conversely the buyer does not have to
pay or agree to pay by some agreed date until delivery of the goods from the exporter.

(4) An exporter can pass a bill of exchange to a bank in the UK. The UK bank forwards the
bill to its overseas branch or to a correspondent bank in an overseas buyer's country. This
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bank, known as the collecting bank, presents the bill to whomever it is drawn upon, for
immediate payment if it is a sight draft, or for acceptance if it is a term draft. This procedure is
known as a clean hill collection because there are no shipping documents required. Clean bill
collections have become more popular, particularly in some European countries where the
method is also used in internal trade. Also such collections provide more security than open
account terms if there is some doubt about a buyer's financial status.

(5) However, it is more likely that bills are used in a documentary collection method of
payment. In this case, an exporter sends the bill to the buyer through the banking system with
the shipping documents, including the document of title to the goods, i.e. an original bill of
lading. The bank then releases the documents on payment or acceptance of the bill by the
overseas buyer.

(6) An exporter can even use the banking system for a cash against documents (CAD)
collection. In this case only the shipping documents are sent and the exporter instructs the
bank to release them only after payment by the overseas buyer. This method is used in some
European countries whose buyers often prefer CAD to a sight draft if the exporter insists on a
documentarylcollection for settlement of the export contract.

(7) In all the methods of payment using a bill of exchange, a promissory note can be used
as an alternative. This is issued by a buyer who promises to pay an exporter a certain amount
of money within a specified time.

(8) It is even possible to send the documents and hill of exchange directly to an overseas
buyer's bank, by-passing the UK bank. This system of direct collection is widely supported by
US banks, but it dispenses with the help of the UK bank whose aid can be invaluable if
something goes wrong in the collection. For example, there could be excessive shipping
delays so that a buyer may refuse to accept or pay a draft on presentation. In this situation the
UK bank can act as the exporter's agent by arranging the warehousing of the goods or their
reshipment, or even disposing of them at auction to recoup any outlay.

(9) An overseas buyer may deliberately default on a term bill or just go bankrupt. In either
case the UK bank can arrange legal action or act on instructions to initiate protests i.e. engage
a notary public in the buyer's country to deliver a "notice of dishonour" to the defaulter, thus
preparing a likely settlement in favour of the exporter if matter has to go to court.

Text-Based Activities

Complete the following sentences on the basis of the information given in the text.

. The bill is called a sight draft if it is payable........c..........

. The bill is called a term draft if it is payable...................

. The tenor of the Dill IS .......covvvvivrsseeenes

. Aterm draft does not have to be paid at sight but at.....

The goods cannot be released to a foreign buyer until the bill...................

. A clean bill collection means that..........cccovevenererneenens

. A documentary bill collection means that the most important of which is................
. A promissory note is issued by................... who in this way guarantees...............

. WHEN there iS ...

OCoONOUTTPHEWN P —

| Explain the following terms and give your own examples:

account cash date
bill collection default
draft
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1l Consider the following situation. Give short answers to these questions about the text:

You already know two functions of a Bill of Lading. Its third function is as a document of
title. A document of title is proof of ownership, so the person who owns the B/L may claim the
goods. Look at the BJ/L in Exercise 14.4. Under the heading 'Consignee' is the word 'ORDER'.
This word means that the BJ/L is negotiable - it can be sold. If you sell the goods you give the
buyer the BIL so it can be used to claim the goods. The advantage of this is that the importer
can sell the goods while the ship is still at sea. The buyer then presents the B/L and collects
the goods when the ship arrives at the port of destination. The first importer has the money to
start another transaction. This was very important when voyages took many months.

Credit is normal in export trade. When a B/E has been signed by the importer, the
exporter usually has to wait about 90 (or sometimes 180) days before it can be exchanged for
money. Because a BJ/E is negotiable, the exporter may discount (sell) the bill at his bank before
the 90 days have passed. The exporter has the money to start another transaction immediately
and the bank collects the money when the B/E is paid. The bank may rediscount the bill to a
discount house which specialises in this work.

1. What are the two functions of a B/L that you know already?

2. Which words on a cheque mean that it is negotiable?

3. Look atthe air waybill in Exercise 11.2. Is it negotiable?

4. Do you think an exporter discounts a. B/E when the transaction is 'documents against
payment'?

5. When a bank discounts a B/E, do you think it pays (a) more than (b) the same amount
as (c) less than the face value of the hill?

Text 7.3 DOCUMENTARY LETTER OF CREDIT

(1) By sending documents through the banking system in a documentary bills collection, both
an exporter and an overseas buyer have some degree of security in completing the commercial
contract. But a more secure method of carrying out the transaction is by a documentary letter of
credit. This documentary letter of credit when transmitted through a bank, usually in the
exporter's country, becomes the means by which the exporter obtains payment.

(2) The necessary documents, correctly completed, are presented to a bank by the expiry
date of the credit. If the terms of the credit are met an exporter can receive payment from a UK
bank. The buyer is in effect providing the exporter with immediate payment in return for a
guaranteed assurance from a reputable bank that the export documents required to deliver
the goods have been completed to the bank's satisfaction.

(3) Documentary credits may be revocable or irrevocable. A revocable letter of credit is
rather rare nowadays because it means that the terms of the credit can be cancelled or
amended by an overseas buyer at any time without prior notice to the exporter. Most letters of
credit are irrevocable, which means that once a buyer's conditions in the letter ,have been
agreed by an exporter, they constitute a definite undertaking by the buyer's bank and cannot
be revoked without the exporter's agreement.

(4) UK banks advise letters of credit i.e. on presentation of documents required in a letter
of credit, they send them for collection and payment by the issuing bank of an overseas buyer.
The letter of credit in this situation is only as good as the strength of the overseas bank
involved, An exporter's advising bank undertakes no responsibility itselfto pay the exporter.

(5) Even better security is achieved if the irrevocable letter is confirmed by an advising bank
in the UK. Then the UK confirming bank stands fully in place of the issuing bank abroad, and
provided all the terms and conditions of credit are fulfilled by an exporter, payment is assured
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3y the banking system without recourse, i.e. without further call on the exporter. So when an
sxporter has negotiated in the contract with the buyer for a confirmed irrevocable letter of credit
then security of payment, as far as humanly possible, is achieved.

(6) But whether or not the credit is confirmed it is essential that the exporter checks the
s-edit terms immediately to make sure they are compatible with the commercial contract made
with the buyer. In dealing with documentary credits the bank is concemned only with the
documents to be presented and not with the goods or services involved.

Documentary credits may provide for payment at sight or for acceptance of a term bill of
exchange by either the issuing bank in a buyer's country or the correspondent bank in the UK.

Text-Based Activities

| Complete the following sentences on the basis of the information given in the text
1 The expiry date is the date by which........

2. A revocable letter of credit means that...........

3. An irrevocable letter of credit means that provided........

4. A confirmed irrevocable letter of credit is one conformed by...

5. Payment is assured without recourse means that provided ....the exporter....

I

Answer the following questions:

1. Which method of payment provides the greatest security for the exporter?

2. Who provides the buyer with the assurance that the goods will be shipped in accordance
with the terms of the contract?

. Why are revocable letters of credit seldom used in foreign trade?

. On what condition can an irrevocable letter of credit be cancelled?

. Does an irrevocable letter of credit provide the exporter with assurance that he will be paid
on shipment of goods under all circumstances?

6. To achieve better security who should a letter of credit be confirmed by?

7. What is the first duty of an exporter when he is advised about a letter of credit? Why?

o w

M Consider the following situation. Give short answers to these questions about the text:

Bruce Stevens of Harbour Imports Pty, Melbourne, Australia, wanted to pay Peter Weaver of
Clothco Ltd, Manchester, UK, for some cloth. Bruce wrote to his bank on a special form and
asked them to open an irrevocable documentary credit This is a Letter of Credit from Bruce's
bank guaranteeing payment in Britain at a later date. If it is irrevocable, it cannot be cancelled.
Neither Bruce nor his bank can change their minds and refuse to pay. Peter's bank knows
Bruce's bank very well and they know they will receive the money, so they confirmed the Letter
of Credit. This means that they guaranteed to pay the money so Peter was sure he would be
paid. However a Letter of Credit is not negotiable, so Peter had to wait until the Letter of Credit
was paid before he received his money.

1. Was Peter paid immediately for the doth?

2. Who applies for a L/C, the importer or the exporter?

3. Who issues a LIC?

4. Ifa L/C is not irrevocable, who might not pay?

5. If a L/C is not confirmed, who might not pay?

6. Can you discounta L/C?

7. Do you think an exporter would rather be paid by B/E D/P or by L/C?

8. How many reasons can you think of why importers or banks might not pay a B/E or an
unconfirmed revocable L/C?
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VI Translate the following letter of credit into Russian

THE BANK OF NEWYORK

NEW YORK'S FIRST BANK - FOUNDED 1784 BY ALEXANDER HAMILTON

OUR REF. NO. 0124 DATE MARCH 10,20...

BENEFICIARY: FRENCH EXPORTER ET CIE. APPLICANT: JOHNSON IMPORT CO.
PARIS, FRANCE P.O. BOX 212 ATLANTA. GEORGIA

ADVISING BANK: COMMERCIAL BANK OF PARIS, PARIS, FRANCE

GENTLEMEMIADIES:

WE HEREBY ISSUE IN YOUR FAVOR THIS NONTRANSFERABLE IRREVOCABLE
DOCUMENTARY CREDIT WHICH IS AVAILABLE WITH:

COMMERCIAL BANK OF PARIS, PARIS, FRANCE, BY NEGOTIATION
DRAFTS AT SIGHT DRAWN ON THE BANK OF NEW YORK, NEW YORK

TO THE EXTENT OF: **JS$100,000.00**

EXPIRY DATE: JUNE 30,20...

PARTIAL SHIPMENTS: ARE NOT PERMITTED

TRANSHIPMENTS: ARE PERMITTED

SHIPMENT FROM FRANCE TO SAVANNAH, GA. LATEST SHIPMENT DATE: JUNE 15,2002.
COVERING:

25 CASES OF PERFUME AS PER PROFORMA INVOICE NO. 7136

DOCUMENTS REQUIRED:

1 COMMERCIAL INVOICE IN TRIPLICATE STATING THAT MERCHANDISE AND INVOICES
ARE INACCORDANCE WITH PROFORMA INVOICE NO. 7136.

2. CUSTOMS INVOICE

3 PACKING UST

4. CERTIFICATE OF ORIGIN

5. INSURANCE POUCY/CERTIFICATE ISSUED BY AN INSURANCE COMPANY IN
NEGOTIABLE FORM COVERING MARINE AND WAR RISKS,

6. ON BOARD MARINE BILLS OF LADING MADE OUT TO THE ORDER OF THE BANK OF
NEW YORK, NEW YORK MARKED "NOTIFY JOHNSON IMPORT CO."

IF DOCUMENTS ARE PRESENTED WITH DISCREPANCIES WHICH ARE CORRECTED OR
WAIVED, A DISCREPANT DOCUMENT FEE OF $40.00 WILL BE DEDUCTED FROM THE
PROCEEDS OF THE DRAWING.

WE HEREBY AGREE WITH THE DRAWERS, ENDORSERS AND BONA FIDE HOLDERS OF
DRAFTS DRAWN IN COMPLIANCE WITH THE TERMS OF THIS CREDIT THAT THE SAME SHALL
BE DULY HONORED.

EXCEPT SO FAR AS OTHERWISE EXPRESSLY STATED, THIS CREDIT IS SUBJECT TO
THE UNIFORM CUSTOMS AND PRACTICE FOR DOCUMENTARY CREDITS, 1993 REVISION,
ICC PUBLICATION NO. 500

YOURS VERYTRULY, ADVISING BANKS NOTIFICATION
AUTHORIZED SIGNATURE PLACE, DATE, NAME AND SIGNATURE OF ADVISING BANK
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Text 7.4 WHAT IS A REIMBURSEMENT?

(1) A reimbursement differs from a regular L/C in that advising bank and the opening bank
do not maintain account relationship with one another. The situation can occur because the
seller names the advising bank and the buyer names the opening bank independently of each
other or because the currency of the Letter of Credit (USD) is neither the opening nor advising
bank's "own" currency. Thus, the opening bank must provide for payment to a negotiating bank
by naming a third bank, the reimbursement bank, to honour claims for payment from a
negotiating bank as provided for in the L/C.

When the negotiating bank negotiates documents or effects payment as the case may be
under a L/C, it will claim reimbursement from the reimbursing bank and forward all the
documents to the opening bank.

(2) Here is an example of instructions for the negotiating bank:

“You are authorized to negotiatedocuments and reimburse yourselves for the amount of your
negotiations by claiming reimbursement from our US dollar ale held with the Bank America
International LTD., New York, USA, value at least — 3 working days after your tested telex
advice to us quoting value date and therein certifying that all credit terms have been strictly
complied with*,

| Find equivalents to the following word combinations in the text:

aBu3yloLwnii 6aHk 1 GaHK-aMUTET He Aepxar cueTa ApYyr y Apyra; He3aBuUCWUMO ApYr OT Apyra;
Taknm 06pa3om, BaHk-aMUTET JO/MKEH MpefycmaTpuBaTh nnatex; HasbiBas (ykasbiBas) TpeTuit
faHk; onnauuBaTb nnaTexHble Tpeb6oBaHWA, kaKk MPedyCMOTPEHO B aKKPeAWTUBE;
Herouumpytomii 6aHK; kak 3T0 MOXeT ObiTb (MPedyCMOTPEHO) MO akkpeauTuBy; TpeboBaTb
BO3MELLEHVe; BaM paspeLuaeTcs (Bbl MeeTe MpaBO HEroLMnpoBaTh (OnNaaunBaTth) LOKYMEHTB;
pambpycupoBaTbCs Ha CyMMy BalUWX OMfiar; CPOKOM, MO kpaiHed Mepe, 3 pabouux AHS;
KloYeBaHHOE TenekCHOe aBu30; YKasblBas [aTy BailoTMPOBaHWs; YAOCTOBEPSAs, 4TO BCe
YCNOBUA akKpeLMTUBA NOMHOCTBI (TOYHO) BbINOMHEHbI (COOMIOLEHDI).

Text 7.5 Why SWIFT?

(1) Inthe early the growth in banking began to exceed the capacity of paper-based payment
systems and manual handling procedures. The need for more efficiency led most major banks
and financial institutions to computerise their international accounting and transaction
processing functions.

Hence, in the early a group of banks took the initiative to create a joint telecommunication
systems. The result was S.W.LF.T, the Society for Worldwide Interbank Financial
Telecommunication, created in Belgium in 1973 by 250 of the major European and North
American banks. The system became operational on May 9,1977.

(2) The network and its connected services enable users to transmit between themselves
international payments, statements and other transactions associated with international
finance. Today, over 2,300 institutions in more than 54 countries exchange dose to 1,000,000
messages daily.

| Decide which of the following statements are correct.

1 In the early the growth in banking did not exceed the capacity of paper-based payment
systems and manual handling procedures.

2. The Society for Worldwide Interbank Financial Telecommunication was created in Great
Britain in 1973.

3. The system became operational on October 1,1977.

4. Today, over 2,300 institutions in more than 54 countries exchange close to 1,000
messages daily.
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Text 7.6 PAYMENT ORDERS. BANK TRANSFERS

(1) A bank transfer is a simple transference of money from the account of the payer in
his country to the bank account of the payee in his country. If telegraphed, a bank transfer is
known as atelegraphic transfer, and, if mailed, as a mail transfer.

(2) The Home Bank forwards the Paying Bank a payment order so that the beneficiary
can obtain the funds. The way of covering (reimbursing) this order is indicated in the payment
order. If the reimbursement is credited to the Paying Bank's account with the Home Bank, the
latter forwards a credit-advice to the Paying Bank. The debiting of the Home Bank's account
with the Paying Bank is permitted by ‘authorization" sent by the Home Bank. That is all true if
the Home Bank and the Paying Bank maintain accounts with each other. Should it be
otherwise a bank transfer is made through a third correspondent bank.

To avoid possible exposure and misusage mail transfers are signed by authorized
persons and telegraphic transfers are tested.

| Decide which of the following statements are correct.

1. The Home Bank forwards a payment order directly to the beneficiary's address.

2.1f the Paying Bank maintains accounts with the Home Bank all bank transfers are made
through a third Correspondent Bank.

3. The way of covering an order is usually indicated in the payment order.

4. Mail transfers are signed by authorized persons to avoid possible misusage.

I Find equivalents to the following word combinations in the text:

Cnocob NOKpbITUA MAATEXHOr0 MOPYYEHUS yKasaH B ..., cyeT 6aHka-noayyatens y 6aHka-
IMUTEHTa; fepxaTb cuyeTa [Apyr y Apyra; B NPOTMBHOM Cnyyae; GaHKOBCKMIA MepeBof
npon3soauTcA 4epe3 (MOCPEACTBOM); TpeTWit  BaHK-KOPPECMOHAEHT; BO U3bexaHne
BO3MOXHOTO pUCKa; YNONHOMOYEHHbIE NNLA.

1l Translate the following word combinations into Russian:

bank transfer; mail transfer; telegraphic transfer; simple transference; a Paying Bank; a third
Correspondent Bank; to avoid possible exposure; to avoid misusage; to maintain an account;
to obtain the funds; the latter forwards a credit-advice to...

Text7.7 WHATIS COLLECTION?

(1) "Collection’ means the handling by banks, on instructions received, of documents in
order to obtain acceptance and/or payment.

The documents are attached to an application form that the exporter presents to its bank.
The latter makes out a collection order and, as a rule, passes it over to its correspondent in the
country of the importer. The correspondent bank of some other bank called ’collecting” either
presents the documents to the importer or passes them over to another collecting bank called
"presenting”. The latter then presents the documents to the importer.

(2) Banks concerned with collection do not accept responsibility for payment or acceptance.

In carrying out collection banks adhere to their own practice and Uniform Rules for
Collections accepted by most commercial banks.

| Answer the following questions:

1. What s a collection order?

2. Who makes it out?

3. What is the name of the bank that delivers the documents to the importer?
4. Who is responsible for payment/acceptance?

5. Why do most commercial banks accept "Uniform Rules or Collections’?
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I Find equivalents to the following word combinations in the text:

'0rNacHO MOMyYeHHbIM MHCTPYKUMAM; 415 TOr0 4T06bl NOMYyYNTh akuent, GnaHk-3asBieHue;
l0CNeAHMIA COCTaBNSET NHKACCOBOE NOPYYEHME; KaK NpaBuo; NOCNeAHWIA ... nepefaeT ero
S0eMy KOPPeCroHAEHTY; GaHK-KOPPECNOHAEHT... nepefaeT [OKYMEHTbI UMNOPTepy NpOTWB
ucLienTa, Cxema WHKAcCOBOTO NOPY4eHus; GaHKM, MMelwue Aeno C MHKacco; bGaHkn He
(OMHMMAIOT OTBETCTBEHHOCTb 3@ MiaTeX WAW akuenT; 6GaHKkM NpuaepxuBaloTca CBOei
106CTBEHHON NPakTUKN; BOMbLIMHCTBO KOMMEpPUECKUX 6aHKOB.

Text 7.8 REMITTING MONEY

(1) There are several ways that a remittance from an overseas buyer can be transmitted
0 an exporter. An exporter's most important consideration is the speed at which this can be
Jone — the quicker it is achieved the better an exporter's cash flow and the less the cost of any
inance that may have to be raised to carry out an export contract.

(2) In the contract where payment is on open account terms, payment by a cheque from an
overseas buyer might seem the simplest method. But there are several disadvantages. The cheque
Mi normally be drawn on the buyer's overseas bank in that national currency. So an exporter could
be subject to a loss when the foreign currency is exchanged into sterling: there could be delays due
to exchange controls in a buyer's country; there could be postal delays; and there may be delays
while the exporter's UK bank dears the cheque with the overseas buyer's bank.

Payment could be made by a banker's draft. An overseas buyer's bank issues a cheque in
favour of an exporter to be drawn on a bank in the UK. Exchange control problems in the
buyer's country are avoided, but there could still be delays in the post and in clearances
between the exporter's UK bank and any other banks in the chain of remittances.

(3) The most common form of non-documentary payment for exports is by mail transfer
(International Money Transfer). An overseas buyer instructs a bank in the buyer's country to
transfer an amount of money to an exporter's UK bank by airmail, and in due course, the exporter
receives payment. Unfortunately this can be a slow process. However, the UK exporter's bank
branch can assist the exporter in reducing to the minimum any delays in mail transfers.

(4) Although at first sight more expensive, a most effective way of making an international
payment because of the time saved, is by telegraphic transfer (Express International Money
Transfer) or bank cable. Money is transferred by coded inter-bank telex and as long as the exporter
makes it dear to the overseas buyer exactly which bank and account in the UK the remittance
should be made to, the exporter should receive very speedy payment through the system.

(5) Delays in remittance can cost money, even cancelling out the profit in any contract,
especially when the exporter is paying interest on any financing or the exporters cash flow is
severely affected. So it is worth the exporter consulting the UK bank about remittance procedures
in open account contracts. The exporter should generally ask the overseas buyer to remit to a
specified UK bank branch by telegraphic transfer. If the export business warrants it the exporter
can consider opening bank account to collect funds and transfer them in bulk to the UK by telex
at regular intervals.

Text-Based Activities

1 Complete the following sentences on the basis of the information given in the text

1 There are several ways of remitting money. They are....

2. The most important disadvantage of payment by a cheque is ...

3. Exchange control problems are avoided when payment is made by a banker's draft, but....
4. International Money Transfer is....

5. A most effective way of making an international payment is....
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Il Fill in the missing words.

stipulate, abank, a credit, by means of, the bills of exchange, shipping documents, issues, the
beneficiary, cancel

Sellers often in contracts that payment should be made by Buyers _ _ _ _ _ a credit
opened by the Buyers with in favour of the Sellers. This means that the Buyers
must go to their bank and arrange that the bank should open under which
accompanied by will be drawn by the Sellers on the bank, and on the Byuers.

If a bank a revocable credit, it has the right to revoke it any time without notice
to . The bank which agrees to issue an irrevocable credit cannot it, even if the

Buyers ask them to do so.

I Answer the following questions.

1. What is an exporter's most important consideration while remitting the money?
2. What is the simplest method of payment if it is on open account terms?

3. In what case are exchange control problems avoided in the buyer’s country?
4. What is the most common form of nondocumentary payment for exports?

5. Why can delays in remittance cost money?

UNIT 8 BANKING CORRESPONDENCE

Text8.1  INTRODUCTION

(1) Writing good business letters is an art that can be acquired by constant practice and
concentrated effort, by bearing in mind the various techniques, and by observing the work of
those who have mastered the art.

(2) A letter should make all the necessary points in a logical sequence, with each idea or
piece of information linking up with the previous one in a pattern that can be followed.

Here is, for example the plan of a letter:

1. acknowledgement and restatement

2. instructions / request / some information

3. statement about enclosures

4. thanks

(3) The first paragraph or sentence of the letter is a very important one since it sets the tone of
the letter and gives the reader his first impression of the sender. Very often the first paragraph or
sentence briefly restates or refers to the contents of the letter that is being answered.

(4) The middle paragraphs, which form the main part of the letter, concern the points that need to
be made, answers to give or questions to ask. Itis in the middle paragraphs of a letter that planning
is mostimportant. To make sure that all the points are made clearly, fully and in a logical sequence.

(5) When closing the letter, the sender may encourage further correspondence, express
thanks etc.

When letters are typed in block form the first word of each paragraph is typed at the left-
hand margin.

Nearly every business letter is typed with single spacing and with double space between the
paragraphs.

(6) When the letter extends beyond one page follow-on sheets are used. But the typist
should avoid using them if fewer than two lines would appear on the sheet. If continuation
sheets follow then very often the following abbreviations are used at the preceding page either
in the center or in the right-hand comer:

P.T.O. - which means “please turn over”

... Continued

.12

62



Text 8.2 OPENING A NEWACCOUNT-CREDIT STATUS

(1) Any buyer who finds he is likely to make regular purchases from a particular seller will
almost certainly ask for open account terms, i.e. he wishes to be supplied without payment for
each order separately at time of delivery. He may want to pay monthly or quarterly (i.e. 3-
monthly). In other words he wants credit from his supplier just as his own customers will
probably want credit from him. Credit is the life-blood of trade. Modem commerce has been
built up on it and it has in recent years penetrated to the retail buyer to such an extent that
today many people spend half their income on credit buying, and large credit finance
companies have sprung up to finance this kind of spending.

(2) In international trade, credit is of even greater importance than in the home trade, partly
because of the timelag between the placing of the order and delivery of the goods. It is not only
buyers who intend to place regular orders who will want credit terms, but also buyers who may
want to place a single—but very large—order. Very often the banks will cover the credits
required. In the present chapter we shall deal only with credit given by the seller himself.

(3) Let us suppose a seller has received a request for account terms. The seller needs to know
immediately what kind of reputation the buyer has, the approximate size of his business, how he
pays his accounts and even something about his trade activities, before the seller can calculate
how much credit he can grant. This level of credit is called credit standing or credit status.

The seller can obtain information from (a) references given by the buyer, (b) his bank, (c)
various trade associations and (d) enquiry agencies.

(4) In writing letters asking for information of this kind, the writer must remember that the
whole matter is confidential and that in the cases of (b) and (c), the giving of information is a
favour on the part of the givers. Letters should therefore be polite and appreciative and should
give assurance of confidential treatment.

| Answer the following questions:

1. What do open account terms imply?

2. How far has credit penetrated modern commerce?

3. What is the importance of credit in international trade?

4. How can the seller get the information about the buyer's credit status?

5. Why isthe whole matter of asking for information of this kind considered to be confidential?

Il Familiarise yourself with different types of seller's enquiries to reference and replies to
them and translate them into Russian. Pay attention to the confidential style of writing and be
ready to comment on each case.

A. Seller's letter to his bank manager, asking for information

The Manager
NorthEastem Bank Ltd.
Hadley St.
Newcastle ND2 7GF
Dear Sir
| am thinking of granting credit to Messrs ... of..., of whom | have only slight knowledge gained
during a few months of trading on a cash basis.
If you can find out anything about their financial and credit standing, | shall be very grateful to
you. They give me only their bankers, The ... Bank Ltd. of... as a reference, and they estimate
their monthly orders at about £500.
I hope that you will be able to assist me.
Yours faithfully
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B. Favourable reply from a bank to letter No 3

Dear Sirs

With reference to your enquiry of... concerning the firm named on the enclosed slip, we can
advise you that they are old established dealers of the highest repute and standing, and are
considered safe for the credit you mention.

This information is for your own use only and is given without responsibility.

Yours faithfully

C. Unfavourable reply from a bank to letter No 3

Dear Sirs

Replying to your enquiry DD/CC of... we regret to say that we cannot give information in this
case. We would advise you to act with caution.

Yours faithfully

Text8.3 THE COLLECTION OF OVERDUE ACCOUNTS

(1) There has probably never been a trading firm whose accounts department has not had
to spend a considerable amount of time in trying to get customers to pay overdue accounts. In
the home trade this is fairly common, but in foreign trade it is fortunately less frequent, as
sellers usually insist on terms which secure payment, when dealing with customers they do not
know. Accordingly the only risk comes from customers with open accounts, and as these are
normally buyers with a proven reputation, this risk is small. However, it can and sometimes
does happen that an account is not paid when due. A buyer may mn into a period of bad trade
and find himself temporarily short of money; he may have a complaint about the goods sent;
he may refuse to accept a bill of exchange or delays and misunderstandings may be caused
by customs regulations in his country, A wise customer will inform his supplier of any such
situation and try to get some concession from him. If he does not, and an account becomes
overdue, the seller has the task of asking for payment.

(2) As in the home trade, it is usual to make the first request for payment brief and polite.
After all, the matter may be an oversight, and the simple act of sending a copy of the account
with a remark such as 'Overdue— please settle’ or 'Kindly remit' may be all ttiat is necessary.
Alternatively, a cable or telex may be sent. This saves time, gives a sense of urgency to the
matter, and has in many cases proved effective.

(3) If, however, a firm decides to send a letter requesting payment, the style or tone of the letter
will depend on the kind of customer for whom it is intended; how long overdue; whether customer
has previously allowed accounts to become overdue; how valuable the business is, etc.

| Answer the following questions:

1. What is a fairfy common problem of an accounts department of a trading firm?

2. What kind of risk may come from customers in foreign trade?

3. What are the usual steps to be made in respect of customers whose accounts are overdue?

Il Study carefully the following letters and translate them into Russian. Decide whom they
are written by and identify the subject matter of each letter.

- extension of credit

- varying the terms of payment

- errors and disagreements in accounts

- afirstreminderto a new credit account customer



ear Sirs

fith reference to your invoice No. 21026 of July 3rd, we have to point out that you have made an
rrar in your total. We calculate the correct figure at £237.14.6, not £247.14.6 as given by you.

lur cheque for the former amount is enclosed and we should be obliged if you would amend
te invoice or pass the necessary credit,

ours faithfully

lear Sirs

oday we have arranged payment of your invoice no. 162 for goods received on 24 April,

he material arrived in good condition and has now been sold. As we have now done business
fith you for a year on the basis of payment on invoice, we would like to ask you to grant us
pen account terms, with quarterly settlement. Our two other main suppliers, Messrs.... and...,
iave recently agreed to supply us on these terms. Yours faithfully

Jear Sirs

Ve thank you for your letter o f... containing quarterly statement and your sight Bill for the
imountof£....

ts you know, we have always accepted your drafts immediately and regret very much that we
ire now compelled to ask you if you will draw on us at 60 d/s for this present account. The
ause of our temporary difficulty is that most of our regular customers have suffered a failure of
heir early fruit crop and have had to postpone payment of their debts to us.

fou may rely on us to meet your draft on presentation, if you will grant us this concession,
fours faithfully

0.

Jnder our agreement, payment for individual orders sent to you is due 2 months from date of
nvoice.

The consignment of watch springs sent you by air freight on 15 June was invoiced to you on
16 June and payment was accordingly due on 16 August.

to doubt it is through an oversight on your part that settlement is now 3 weeks overdue and
Ive look forward to receiving your remittance in the course of a few days.

May we ask you for prompt clearance of all invoiced accounts, as we can only supply at our
agreed prices if this is done.

SUPPLEMENTARY READING

1 HISTORY OF BANKING IN THE UNITED STATES

(1) The first important bank in the United States was the Bank of North America, established
in 1781 by the Second Continental Congress. It was the first bank chartered by the U.S.
government. Other banks existed in the colonies prior to this, most notably the Bank of
Pennsylvania, but these banks were chartered by individual states. In 1787 the Bank of North
America changed to a Pennsylvania charter following controversy about the legality of a
congressional charter. Other large banks were chartered in the early 1780s by the various
states, primarily to issue paper money called bank notes. These notes supplemented the coins
then in circulation and assisted greatly in business expansion. The banks were also permitted
to accept deposits and to make loans.
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(2) Because there were no minimum reserve requirements on deposits, bank notes were
secured by the assets of the issuing banks. Most assets took the form of business loans. The
only restraint on a bank’s ability to extend loans was the public's unwillingness to accept its
notes. Acceptance of a bank's notes usually was determined by the bank’s record in
exchanging the notes for coins when called upon to do so. Since most of them were able to do
this, the early banks enjoyed wide latitude in granting loans.

(3) In 1791 the federal government chartered the Bank of the United States, commonly
referred to as the “First" Bank of the United States, to serve both the government and the
public. One-fifth of the bank’s capital was supplied by the federal government. The bank was a
repository of government funds and a source of loans for individuals and the federal and state
governments. The charter of the “First” Bank of the United States was allowed to lapse in
1811, in part because half of its stock was owned by foreigners but also because of opposition
to the bank by more than 80 state-chartered banks. The main reason for the conflict between
state banks and the “First' Bank of the United States was that the public preferred the notes of
the Bank of the United States because of the bank’s excellent reputation. This made it difficult
for state banks to attract customers.

1.2 SECOND BANK OF THE UNITED STATES

(1) During the War of 1812, hard currency (coins) became scarce and many state banks
stopped redeeming their notes for coins. This brought into question the underlying value of
bank notes and limited their use as money. At the same time, however, banks began
increasing the amount of notes they issued. This rapid increase in paper money caused prices
to rise and created inflation. These developments created a demand for establishing the
“Second” Bank of the United States, which was chartered in 1816. The bank had a stormy
career. Many local bankers who had to compete with this government-sponsored bank
opposed it, as did President Andrew Jackson. As a result of Jackson's opposition, the federal
government withdrew its deposits in 1833, and three years later, when the bank’s charter was
not renewed, it went out of existence.

(2) In 1838 New York State passed a free banking law. Before this date all incorporated banks had
been chartered by states and had been granted the note-issuing privilege. Under free banking,
charters could be obtained without a special act of the state legislature. The main requirement for
new banks was that they post collateral of government bonds equal in value to the notes to be
issued. In principle, noteholders were protected because, if the bank failed, proceeds from the sale
of the collateral would be used to reimburse them. Free banking was soon adopted by other states.
Because there was little regulation of new banks, many banks failed and bank fraud occurred. The
free-banking years of 1837 to 1863 are also known as the Wildcat Banking era.

(3) In New England, however, the Suffolk Bank in Boston, Massachusetts, had redeemed
bank notes of out-of-town banks only if they kept on deposit amounts large enough to cover
the redemptions. Since Boston was a trade center, the pressure was great on all New England
banks to accept this system, known as the Suffolk banking system. Practically all New England
banks had joined the system by 1825.

(4) Inthe early 1800s New York State also developed the safety fund system, under which
each member bank contributed a small percentage of its capital annually to a state-managed
fund. The purpose of the fund was to protect noteholders in the event of bank failure. In 1842
Louisiana enacted legislation to limit the number of banks and to require them to maintain one-
third of their assets in cash and two-thirds in short-term obligations.
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13  THE NATIONAL BANKING ACT OF 1863

(1) The Civil War (1861-1865) brought about the National Banking Act of 1863, and with it a
fundamental change in the structure of commercial banking in the United States. Originally
lamed the National Currency Act, but later amended and renamed, the National Banking Act
created the system known as dual banking, in which banks could have either a state or federal
charter. This system still exists in the United States. The act established the Office of the
Comptroller of the Currency in the Department of the Treasury and gave it the power to issue
national bank charters to any bank that met minimum requirements. The philosophy of
relatively “free banking” continued until 1935 when Congress made it more difficult to obtain a
bank charter. The 1863 act allowed nationally chartered banks to issue a uniform bank note
backed by U.S. government bonds. The amount of the notes was not to exceed 90 percent of
the value of the bonds. Officials hoped that the issuance of uniform bank notes backed by the
U.S. government would guarantee the value of bank notes and thereby produce a useful
nationwide currency, while also inducing state banks to take out national charters. However,
because the regulations accompanying a national charter were much stricter than state
charters, a movement toward federal charters did not happen as planned. In 1865 the U.S.
Congress enacted a 10 percent tax on any bank or individual paying out or using state bank
notes. As a result of the tax, many banks converted to national charters, but many others
simply stopped issuing their own notes. Instead, these state banks began to issue their
customers demand deposit money—that is, checking accounts, instead of bank notes.

(2) By the 1870's, deposits were well established as a substitute for paper or coin currency,
and state banks experienced a revival. State charters contained several advantages over
federal charters. State-chartered banks were allowed to hold lower cash reserves relative to
deposits, and less capital. State-chartered banks had more flexible branching opportunities
and fewer restrictions on the types of loans that could be made.

(3) The National Banking Act was successful in correcting some failings of the pre-Civil War
commercial banking system. It produced a unified national paper currency consisting primarily
of national bank notes. Bank crises, however, did not disappear. Panics occurred in 1873,
1884, 1893, and 1907, although the causes of these crises varied. Between 1873 and 1907,
demand deposits far outweighed bank note circulation. At times some banks were unable to
make immediate payment of demands on these deposits. Consequently these banks failed,
and their depositors suffered losses of all or part of the money in their accounts.

14  FEDERAL RESERVE ACT OF 1913

(1) The financial panic of 1907 resulted in the Federal Reserve Act of 1913. This act went
further than any earlier legislation in recognizing the importance of stable money and credit
conditions to the health of the national economy. Under the Federal Reserve Act, a central
bank was reestablished for the United States, the first since the “Second" Bank of the United
States. The new bank was charged with maintaining sound credit conditions. To achieve this
goal, the Federal Reserve System was given control over the minimum amount of reserves
that member banks must hold for each dollar of deposits. It also obtained the power to lend
money to member banks and regulate the types of assets they can hold. Members of the
Federal Reserve System include national banks, whose membership is required, and state
banks, whose membership is optional. Membership requires a bank to buy stock in the Federal
Reserve System. Most large banks under state charter have joined the system.
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(2) World War 1(1914-1918) brought about inflation and a sharp postwar recession (economic
slowdown). Although the banks had bought large quantities of U.S. government bonds during

the war, they also lent large amounts of money to individuals engaged in stock market
speculation. By investing in bonds, banks helped finance government expenditures during the

war and the attendant expansion of American productive resources in the decade following

World War I. By lending money to speculators, they became a major factor in the climb of
stock prices and the wave of speculation that resulted in the crash of 1929.

15 BANKING DURING THE GREAT DEPRESSION

(1) The Great Depression of the 1930s dealt a severe blow to the commercial banking
industry. Many banks failed (went out of business) when their loans could not be repaid. The
number of commercial banks declined from 26,000 in 1928 to about 14,000 in 1933. Total
deposits in these banks declined by about 35 percent. Depositors rushed to retrieve their
money, a process known as a run on the banks, and the federal government was forced to
close all the banks for four days in 1933 to stem the panic. It became apparent to observers
that the Federal Reserve System had not solved all the problems of bank stability.

(2) Consequently, during the Great Depression, Congress recognized the importance of a
sound banking system and created a number of agencies to restore public confidence in the
banking system. Among the first of these was the Federal Housing Administration, which was
created in 1934 to insure payment on home loans made by private lending institutions. The
guarantee helped preserve the value of bank loans and enabled banks to continue to lend
money to homebuyers.

(3) The Banking Act of 1933, also known as the Glass-Steagall Act, created the Federal
Deposit Insurance Corporation (FDIC) to insure bank deposits, increase the confidence of
depositors, and therefore prevent bank runs. Federal Reserve member banks were required to
join the FDIC. Membership was optional for other banks. The Glass-Steagall Act also set
interest rate ceilings on deposits to reduce competition among banks, which was considered a
cause of bank failures during the Great Depression. It also prevented banks from becoming
too involved in investment-banking activities, such as underwriting stocks or bonds for
companies. Underwriting, which typically involves selling stocks or bonds at a guaranteed
price, can be risky and can cause banks to fail. The act also prevented banks from buying
stock, which is a risky activity if the stock market crashes. This prohibition on investment-
banking activities lasted until the 1980s.

(4) The banking system began to recover in 1934. By 1937 deposits had reached pre-
Depression levels. During World War Il (1939-1945), deposits increased rapidly and more than
doubled from 1941 to 1946. For the next 40 years the U.S. banking system went through a
continuous expansion and modernization. In particular, there was an enormous increase in
lending to consumers, through installment loans (loans for a fixed amount repaid in equal
monthly payments) and credit card loans (loans for a varied amount repaid more flexibly)

16  BANKING AFTER WORLD WAR |l

(1) Some of the legislation enacted during the Great Depression and in the immediate postwar
period began to have negative repercussions on the banking industry by the 1970s, according
to some experts. Interest ceilings on deposits, which were required by the Glass-Steagall Act,
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evented banks from competing with unregulated money market funds or even bonds issued
| the U.S. Treasury. As people withdrew deposits to earn higher interest elsewhere (a
ocess known as disintermediation), SLAs found it increasingly difficult to raise funds to make
ortgage loans. Many SLAs went out of business. Disintermediation was not the only problem
LAs faced, however. Many SLAs decided to venture into business lending in the early 1980s
ith drastic consequences as commercial real estate markets collapsed. Many business loans
ent bad and forced even more SLAs out of business. In 1980, 3,998 SLAs existed in the
nited States. By 1992 the number had dwindled to only 2,039. There were 672 SLA failures
om 1989 to 1992 alone and over 1,200 overall. The SLA crisis ultimately led to the collapse of
le Federal Savings and Loan Insurance Corporation. It necessitated a restructuring of deposit
isurance in the United States and a government bailout of the SLA industry that cost
ixpayers an estimated $200 billion.

) Restrictions on how banks could expand geographically also affected the industry. The Bank
olding Company Act of 1956 prohibited bank holding companies from acquiring banks across state
res. As a result of geographic limitations on expansions, banks were forced to operate primarily in
cal markets, which made banks particularly susceptible to local economic downturns. This act also
istricted the activities of bank holding companies, limiting them to only those activities that were
tosely related to banking. Legislation enacted in the 1980s and 1990s began to address these
sues. The Depository Deregulation and Monetary Control Act of 1980 eliminated ceilings on
iterest rates. The 1994 Riegle-Neal Interstate Banking and Branching Efficiency Act legalized
iterstate banking, allowing banks to diversify geographically.

3) The most sweeping legislation, however, took place in 1999 when Congress removed
lost of the remaining provisions of the Glass-Steagall Act and replaced it with the Gramm-
.each-Bliley Act, named after Republican Party sponsors Phil Gramm, Jim Leach, and
'homas Bliley, Jr. The act also removed some of the restrictions of the Bank Holding
Company Act of 1956 by permitting bank holding companies to engage in the full range of
inancial services, including lending, deposit taking, investment advising, insurance, stock and
rond underwriting, and other investment banking services. The act did not, however, allow
rank holding companies to own nonfinancial businesses. Many observers believe that the new
aw will increase the dominance of bank holding companies and lead to the establishment of
to-called universal banks that offer a full array of financial services, including traditional
lanking services, insurance, investment advice, and stock and bond brokerage services.
Critics of the law, however, caution that the new law, combined with the provisions of the 1994
ret that ended restrictions on branching and allowed nationwide banking, may ultimately
fiminish competition for financial services in the United States.

r HISTORY OF THE FEDERAL RESERVE

1) Since the United States is basically a new bom nation banks were in existence long before
America declared its independence from Great Britain. Banks in America, however, were
mather infantile institutions in comparison to their European cousins.

[2) Fromthe 1700's to 1863 banking in America was much a microcosm of America herself. Banks
«ere erode, basically unregulated and highly entrepreneurial. These early American banks were
state chartered and the states offered precious little supervision. As was mentioned earlier banks
came to issuing private paper currency. This currency was supposed to be backed by gold or silver
deposits but deposits often failed to meet acceptable levels. In some cases there was never even an
attempt to maintain proper reserve levels. As these unscrupulous somewhat insolvent banks
proliferated they began to spread more and more "bad notes around the country. These banks,

known as wildcat banks were becoming an increasing problem.
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(3) Also during the early days ofthe American banks Alexander Hamilton proposed the creation of
a nationally chartered bank which would exercise control over the natron's money supply and be
authorized to extend credit to the government thus acting as a central bank. Thomas Jefferson and
James Madison opposed the idea of a central bank altogether because, in their view, establishing
a central bank exceeded the powers of the federal government under the strict interpretation of the
constitution. Jefferson and Madison were convinced that the central bank would favor the already
powerful northern merchant class. In fact, they were right and Hamilton knew it. Hamilton wanted
the bank to issue loans thus tying the wealthy to the stability of the nation. In effect he was creating
supporters tied to the new nation out of financial necessity.

(4) Congress bought the Hamilton plan. In 1791, it set up the First Bank of the United States.
The bank's charter was designed to expire after 20 years but could be renewed by Congress.
Actually, the First Bank of the United States performed reasonably well. It served as the
government's fiscal agent and even succeeded in dampening the inclination of the state-
chartered banks to overissue notes. How? Since many of the state bank notes found their way
to the First Bank, the Bank could present the notes to the state banks for payment in gold or
silver. Aware of this prospect, the state banks became more careful about issuing bank notes
in excess of their gold and silver.

(5) In 1811, when the time came to renew its charter, Congress declined to do so. The
advocates of states' rights won out. Over the next five years, the number of state-chartered
banks almost tripled, from 88 in 1811 to 246 in 1816. Left without a central bank's restraining
influence on the issuance of. bank notes, bank note depreciation and fraud became rather
commonplace. By 1814, most banks had suspended specie payment. That is, they would no
longer convert paper bank notes into gold and silver. Would you put your gold into such a
bank? It didn't take Congress long to regret having disposed of the First Bank. It became
painfully clear that something had to be done to stabilize the money supply.

(6) The answer, just five years after the demise of the First Bank, was to establish the Second
Bank of the United States. This time, Congress gave the national bank the right to issue its
own notes. These soon became the most widely accepted currency in the nation, preferred to
the less-trusted notes of the state chartered banks.

(7) Recognizing the weakness of these issues, the Second Bank pressed for sounder specie
backing. The southern and western banks balked, viewing this pressure as discriminatory. Animosity
toward the Second Bank intensified when it instructed northern banks not to accept bank notes from
the southern and western banks which could not back their currency with gold aid silver.

(8) Like the First Bank, the Second Bank was a success, unfortunately, like the First, it was
abandoned. When Andrew Jackson, an opponent of central banking, was reelected to the
Presidency in 1832, the Second Bank's existence was an election issue and Jackson promised
to destroy the Bank. Unable to convince Congress to terminate the Banks charter, Jackson
withdrew Treasury funds from the Second Bank and deposited it in state banks. This
undermined the Second Bank's ability to control the issuance of notes by state banks. By 1836
it had become just another bank in Pennsylvania.

(9) From the demise of the Second Bank as a central bank until Congress passed the National
Banking Act in 1864, the economy's money supply was once again left in the hands of the
state banks. Once again, unsound loans and overissuing of notes led to an unhealthy climate
of unreliable money.
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(10) The cost of the Civil War pushed Congress far beyond its financial capabilities. The
steady outflow of specie from the Treasury made it impossible for it to continue buying back its
notes. Congress reluctantly allowed the Treasury to begin to print money. The Treasury printed
Greenbacks, so called because of the ink used on the back side of the notes. They became
the economy's most common, but rapidly depreciating, currency. Once again, the government
faced two classic problems: How to provide it self with the financial resources it needed to
cany on the affairs of government and at the same time, stabilize the monetary system.

(11) This time, it came up with a novel idea that ultimately was legislated in 1864 as the National
Banking Act. The idea was to develop a national banking system. The act created a new office,
Comptroller of the Currency, housed in the Treasury, which chartered national banks. A national
bank had to buy Treasury bonds equal to one-third of its capital, and could issue notes only in
proportion to its Treasury bond holdings. All nationally chartered banks had to have the words
"national" or the initials "n.a." in their title. You can identify some national banks just by name. The
Chicago First National, The First National of Toledo, the First National of Fresno, and so on.

(12) Now how do you reestablish people's confidence in the banking system? Banks were no
longer allowed to accept real estate as collateral for loans, nor lend more than 10 percent of
the value of their capital stock to any single borrower. Also, each bank was required to provide
financial reports to the Comptroller of the Currency and was subject to periodic bank audits. To
encourage state banks to switch over to the national system, the Comptroller levied a 10
percent annual tax on state-chartered bank-note issues. This was a steep tax and it virtually
eliminated the use of state chartered bank issued currencies, but there wasn't a rush to
conversion to become nationally chartered banks. For one thing, not all state-chartered banks
could afford the minimal capital required to obtain a national charter. As a result, state-
chartered and nationally chartered banks coexisted within the banking industry. This has
become known as a dual banking system.

(13) The 1907 Knickerbocker disaster was the final straw that broke the camel's back. Both
state and national banks, along with mushrooming financial trusts, were caught up in a
whirlwind of speculative loans. In October, frightened depositors looked in horror at the
collapse of the Knickerbocker Trust Company, a highly reputable and seemingly sound
financial institution. The thought in everyone's mind-as it would have been in yours-was, Who's
next? Panic spread. People ran to their banks to withdraw their deposits, and hard-pressed
banks in turn scrambled for liquidity by calling in outstanding loans. Investment projects, in
various stages of incompletion, were all-at-once suspended. Sound businesses, drained dry of
credit, were forced into bankruptcy. The result was almost instant recession.

(14) Once again, Congress was forced to intervene. This time, with Knickerbocker still fresh in
mind, Congress broadened its concerns from simply coping with toe chronic problems of overissue
of bank notes and inadequate collateral to include a newly perceived menace, toe overreach of
powerful financial trusts. The response came in toe form of toe Federal Reserve Act of 1913.

(15) Despite toe creation of toe Federal Reserve System in 1914 American banking policy
was not fully developed. The reality is that many banks that had been only marginally sound
during toe 1920's and had lent more in risky speculative investments then they had in reserve.
This was due to several reasons. One, federal law allowed banks to invest in real estate
financial services. Banks were not just savings institutions, they were investment oriented.
Two, only a small number of banks were members of the Fed and were not subject to toe
Fed's reserve requirements. Three, Federal Reserve policy was typically laissez faire in this
period and did not take toe policy steps needed to intervene in a potential collapse. Fourth,
and last, deposits were not insured.
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(16) In 1929 there were some 25,500 banks in America, none of which had any type of
deposit insurance. When the stock market crashed many banks lost investments that were tied
to the market. When what was in actuality a very small number of banks closed and declared
insolvency, people panicked and rushed to the banks to get out their money. Lines that would
ring around the block formed as there was a "run" on the banks. No bank, no matter how
solvent, can withstand such a run because banks operate on what is known as fractionalized
deposits, or the notion that only a fraction of the deposits are held on to. The rest of the money
is used to make investments and a profit. Few could handle it the run and some had actually
lost their depositors money. The nation was in a full blown panic and looked to newly elected
President Franklin Delano Roosevelt for leadership. FDR declared a bank holiday closing the
banks, banks were reopened months later after significant legislation had been passed. Banks
were reformed and the panic had subsided. Insolvent banks were closed and depositors who
lost money received some compensation. The banks that remained were more secure. They
linchpin of FDR's plan was the creation of the Federal Deposit Insurance Corporation (FDIC)
and the Federal Savings and Loan Insurance Corporation (FSLIC). The purpose of these acts
was to insure depositors against loss. Initially each depositor received coverage only $2,500
per depositor. Over the years its has increased and the limit is now $100,000

3 INSTRUMENTS OF CONTROL

(1) The Federal Reserve System exercises its regulatory powers in several ways, the most
important of which may be classified as instruments of direct or indirect control. One form of
direct control can be exercised by adjusting the legal reserve ratio - i.e., the proportion of its
deposits that a member bank must hold in its reserve account-thus increasing or reducing the
amount of new loans that the commercial banks can make. Because loans give rise to new
deposits, the potential is, in this way, expanded or reduced. This policy tool has not been used
very frequently in recent years.

(2) The money supply may also be influenced through manipulation of the (also called
rediscount) rate, which is the rate of interest charged by Federal Reserve banks on short-term
secured loans to member banks. Since these loans are typically sought to maintain reserves at
their required level, an increase in the cost of such loans has an effect similar to that of
increasing the reserve requirement.

(3) The classic method of indirect control is through, first widely used in the 1920s aid now
employed daily to make small adjustments in the market. Federal Reserve bank sales or purchases
of securities on the open market tend to reduce or increase the size of commercial-bank reserves;
e.g,, when the Federal Reserve sells securities, the purchasers pay for them with checks drawn on
their deposits, thereby reducing the reserves of the banks on which the checks are drawn.

(4) The three instruments of control described here have been conceded to be more effective
in preventing inflation in times of high economic activity than in bringing about revival from a
period of depression. A supplemental control occasionally used by the Federal Reserve Board
is that of changing the margin requirements involved in the purchase of securities.

4 THE CANADIAN BANKING SYSTEM

(1) Because of Canada's close historical relationship with the United States and the United
Kingdom, development of the Canadian banking system has been influenced by both
countries. Unlike the United States, however, Canada always had a branch-banking system.
Until 1994 banks in the United States were restricted to opening branches only in the city or
state where they were incorporated. One of the first laws passed by Canada's Parliament after
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confederation, in 1867, allowed any Canadian-chartered bank to operate in any part of the
dominion. This law encouraged the growth of Canada's branch-banking system, in which a few
large banks operate all the country’s banking offices. In 2000 there were only 13 domestic
banks in Canada, and the six largest controlled more than 90 percent of all bank assets in
Canada. The remaining seven domestic banks accounted for about 2 percent of bank assets,
and foreign banks accounted for about 7 percent of bank assets.

(2) The largest commercial banks of Canada operate extensively in foreign countries,
particularly in the West Indies, Asia, and the United States. In addition to the usual business of
commercial loans, Canadian banks operating in foreign countries have specialized in
investment banking and wealth-management activities.

(3) The regulator of federally chartered Canadian banks and financial institutions is the Office
of the Superintendent of Financial Institutions (OSFI), which was established in 1987. Since
1967 deposit insurance has been provided by the Canada Deposit Insurance Corporation
(CBIC), which insures up to $60,000 Canadian per depositor per institution. Both the OSFI and
the CBIC are Crown Corporations owned by the government.

(4) The central bank of Canada is the Bank of Canada. Created in 1935, it is owned by the
Ministry of Finance and is responsible for Canadian monetary policy. Unlike the U.S. Federal
Reserve, the Bank of Canada is also responsible for issuing and managing the national debt.
In the United States, this function is performed by the Department of the Treasury. The primary
policy group of the Bank of Canada is called the Governing Council. This group consists of the
governor of the Bank of Canada, the senior deputy governor, and four deputy governors. The
Bank of Canada is less independent of the government than is the U.S. Federal Reserve
because it must consult with the minister of finance on policy matters.

5 CiBC

A graphical presentation of the formal structure of a business is the organisation chart.
Read the text and draw an organization cart of the CIBC bank.

CIBC is a leading North American financial institution comprising three strategic
business lines: CIBC Retail Markets; CIBC Wealth Management; and CIBC World Markets.
CIBC provides financial services to more than nine million customers, including retail and small
business banking customers as well as corporate and investment banking customers. CIBC offers
a full range of products and services through its comprehensive electronic banking network and at
branches and offices across Canada, the United States and around the world. CIBC has
approximately 37,000 employees worldwide. CIBC has approximately 1,100 branches and offers
customers the largest ABM network in Canada, with more than 4,400 ABMs in branch and non-
branch locations across the country. CIBC is one of the largest corporate donors in Canada,
contributing more than $48 million worldwide to charitable causes in 2003, including $25
million in Canada. As at October 31, 2003, CIBC had assets of $277.1 bhillion and a market
capitalization of $21.4 billion. Net income for the year ended October 31, 2003 was $2,063
million or $5.18 per share. Strategic Business Units (SBUs) are Administration
Group;Treasury; Balance Sheet and Risk Management; Trchnology and operation; Cards
products and Collections; Wealth Management; Retail Markets; World Markets

CIBC Retail Markets provides financial services and products to personal and small
business customers in Canada. These services are offered through the branch network,
telephone banking, online banking and ABMs, as well as through the co-branded retail
electronic banking business.

Continued leadership in cards: CIBC's cards business continued to have the #1 market share

in both purchase volumes and outstanding balances.
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Putting the customer first: CIBC continued to focus on improving the customer experience by:

- increasing the number of assistant branch manager and ambassador roles in many

branches,

introducing processes and tools to further enhance employee training in the branch

network with personalized, focused learning plans, and

CIBC Wealth Management provides relationship-based advisory, sales, service and
product solutions to the full spectrum of wealth-building clients, primarily in Canada. The
business delivers a wide selection of investment products and services - full-service
brokerage, discount brokerage, asset management, private banking, trust services, and a
broad selection of investment and credit services through its branch-based sales force. We
have the largest advisory distribution network in Canada with more than 2,200 full service
advisors in our various sales forces; and are the third largest provider of mutual funds in
Canada. Positions typically recruited for include:

* |nvestment Advisers Assistants,
¢ Sales Assistants.

CIBC World Markets is a leading North American investment bank with niche
capabilities in the U.K. and Asia. We deliver innovative full capital solutions to growth-oriented
companies and are active in all capital markets. We offer advisory expertise across a wide
range of industries and provide equity and debt research for our investor clients.

Five functional groups in CIBC provide infrastructure support services.

1. Administration - provides-governance and support services to CIBC and its strategic
business lines.

2. Finance - provides accounting and financial reporting services to CIBC and its strategic
business lines.

3. Treasury, Balance Sheet and Risk Management - manages CIBC's balance sheet resource
allocation process and also measures, monitors and controls CIBC's exposure to risk.

4. Technology and Operations - provides a wide range of shared technology and operations

Services.

5. Corporate Development - reinforces an owner-manager mindset among CIBC's leaders to
develop and grow their business.

The Administration Group provides governance and support services to CIBC and its
strategic business units. It comprises the following functions: Human Resources, Corporate
Real Estate, Legal and Compliance, Internal Audit and Corporate Security, and
Communication and Public Affairs. Its mandate is to establish bank-wide processes to ensure
that CIBC, its subsidiaries and its businesses all operate in an efficient, controlled and
integrated manner.

A sample of the type of jobs found within the Administration Group includes:

+ Audit Managers + Senior Compliance Officers

+ Senior Auditors + Compliance Officers

+ Auditors + Legal Counsel

* Human Resources Consultants + Executive Assistants

+ Senior Human Resources Consultants « Communication Consultants/Specialists
+ Employee RelationsConsultants + Human Resources Coordinators

+ Resourcing Consultants
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The Finance Group mandate is to provide financial management services to CIBC and
its strategic business units. In the current dynamic environment, having strong internal control
systems and processes are vital to ensuring that CIBC remains a leading financial services
company. The Finance Group, along with other Administration group functions, is key to
maintaining and enhancing these systems and processes.

The group is responsible for ensuring the accuracy, completeness and timeliness of
information on CIBC's books and records and providing planning and analysis, as well as
support for performance measurement throughout the year. Through emphasis on superior
client service and ongoing development of our employees, we seek to continuously improve
our financial management capabilities.

Treasury Balance Sheet & Risk Management's (TBRM) mandate is to actively manage
CIBC's businesses by ensuring that the allocation of risk and balance sheet (including capital)
resources is directed to higher-return and/or strategic growth activities.

TBRM optimizes the linkage between balance sheet (including capital) and risk by uniting
activities, such as balance sheet and risk resource allocation, measurement and monitoring
within a single framework.

The group is responsible for the following areas and activities:

+ Risk Management identifies, measures, monitors and controls CIBC's global credit, market,
liquidity and operational risk exposures. It develops and recommends risk management
policies; measures and monitors compliance with established policies; develops and
implements methodologies to measure and monitor risk; and designs and implements the
infrastructure necessary to measure and monitor risk.

+ Treasury provides bank-wide asset/liability, funding, liquidity, and cash and collateral
management.

+ Credit Portfolio Management (CPM) applies market-based techniques to the management
of credit risk-related capital. CPM also applies credit models to the analysis of the bank's large
corporate credit portfolio.

+ Balance Sheet (including Capital) Management ensures that CIBC is strongly capitalized
and that the bank's capital is structured in the most effective manner. It also manages capital
in the bank's legal entities. Activities include recommending and implementing share
repurchase programs, capital issuance, and placements. The critically important balance sheet
and capital resource allocation process resides here.

+ Controller's Division, which provides accurate, complete timely and cost-effective
accounting records, financial reports and independent financial analysis for the CIBC group of
companies.

+ Planning & Analysis, which provides advice and service through independent financial
analysis for the CIBC group of companies. This includes efficient delivery of the financial plan,
outlook and interpretation of results of the CIBC group of companies and businesses.

+ Retail Markets, Wealth Management and Infrastructure Finance, which provides accurate,
timely and cost-effective finance support to meet the needs of the Retail Markets, Wealth
Management and Infrastructure groups.

« World Markets, Treasury, Balance Sheet and Risk Management (TBRM) Finance, which
provides accurate, timely and cost-effective finance support to meet the needs of the World
Markets and TBRM business units.
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+ Strategic Initiatives and Business Management which provides strategic leadership, support,
and decision making on Finance operational issues, strategic projects, programs and initiatives.
+ Taxation, which provides a complete taxation service to the Bank. This service includes
dealing with the Bank's income , capital, and sales tax costs, the provision of advice and
support to Bank
Positions typically recruited for include:
+ Market Risk Manager + Manager, Portfolio Analysis
+ Senior Treasury Analyst + Private Equity Fund Administrator
+ Portfolio Risk Specialist

Technology and Operations (T&O) provides a wide variety of services and support to
every area of CIBC - from the technology infrastructure that our systems run on, to the
facilitation of over 23 debit card transactions per second, to the enterprise vendor
arrangements that save millions of dollars each year, to the $100 billion in trades that we
process daily - T&O provides the technology and operations leadership that makes CIBC a
world-class bank. You will have the opportunity to explore a diverse organization and
challenge yourself every day through a variety of work:
+ Work together with our business partners - the various lines of business within the bank - to
ensure we remain competitive
+ Implement best solutions so CIBC provides industry leadership
+ Be part of a project team
+ Experience a variety of technologies including Java, ETL, HTML, XML, weblogic,
websphere, Oracle, Unix, C/C++
Positions typically recruited for include:
« Javaand ETL Developers  « Mainframe, Client Server and Web Technology
+ Project and Process Testers and Test Analysts

Coordinators + Operations and Network Support
+ Technical Project Managers « Business Specialists and Business Analysts
and Directors

Technology and Operations - Card Products Division
Card Products Division is the #1 credit card issuer in Canada. Our goal is to provide the
highest quality and best value through CIBC's family of credit cards. Card Products Division is
more than 1700 people strong working in offices located in Montreal, Toronto and Vancouver.
Positions typically recruited for include:

Customer Service Contact Financial Analysts

Representatives Administrative Coordinators

Call Centre Managers Executive Assistants

Fraud & Loss Prevention Analytics Consultants/Data Modellers
Specialists Relationship Managers

Facilitators Marketing/Product Managers

Technology and Operations - National Collections

National Collections plays an important role in the growth and profitability of the retail bank by
reducing CIBC's loan losses and improving margins.

A leader in receivables management, CIBC was one of the first North American financial
institutions to successfully adopt a customer-centric approach to collections. National
Collections' unique capability of discussing all of the customer's relationships in one phone call
supports CIBC's brand and service excellence. CIBC National Collections is more than 560
people strong, working in offices located in Montreal, Toronto and Vancouver.
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Positions typically recruited for include:

Credit Counsellors Coordinators/Assistants
Collections Managers Portfolio Risk Managers
Administrative Risk Analysts

Learning & Development Facilitators

6 THE ROYAL BANK OF SCOTLAND

(1) The Royal Bank of Scotland was founded by Royal Charter on 31 May 1727. The new
bank opened for business in Ship Close, Edinburgh in December 1727 and immediately began
issuing its own Bank Notes a practice which continues today. On the first anniversary of its
foundation the bank invented the overdraft and its first branch was opened in Glasgow in 1783.

(2) The present Royal Bank of Scotland was created through a series of mergers and
acquisitions, including Drummonds Bank in 1924, William Deacon's Bank in 1930 and Glyn, Mills
6 Co in 1939. Both Glyn Mills and William Deacon's Bank continued in business as separate
entities and, together with The Royal Bank of Scotland traded as the Three Banks Group until
1970 when the two London clearing banks combined to form William & Glyn's Bank Ltd.

(3) In addition, in 1969, The Royal Bank of Scotland amalgamated with National Commercial
Bank of Scotland. Sixteen years later, in September 1985, the business of William & Glyn's
Bank and The Royal Bank of Scotland were merged. In 2000, it made a successful bid to take
over the London-based National Westminster Bank.

(4) In 1969, the Royal Bank Group set up what was at that time a novel style of car insurance
company known as Direct Line based on telephone contact with the customer. Direct Line now
also provides other insurance services such as home insurance.

(5) In 1972 the Royal Bank Group acquired Citizens Financial Group in New England, USA. Over
file years this has been expanded and now operates more than 770 Citizens Bank branch offices
in Connecticut, Massachusetts, New Hampshire, Rhode Island, Pennsylvania and Delaware with
some $50 billion in assets, 770 branches and more than 12,000 employees.

(6) The Royal Bank of Scotland has its Headquarters in the centre of Edinburgh at 42 St Andrew
Square. The ceiling of the Head office, shown here, is featured on all of their Bank Notes. The
Group provides a comprehensive range of banking, insurance and related financial services.

(7) The Group is active in Europe to serve and develop its UK banking customer base and in
the north-east USA. Particularly valuable is the strategic alliance with Spains's Banco
Santander which permits the two organisations to compare business experiences and pursue
joint ventures. The alliance gave rise to a pan-Eropean electronic banking service, IBOS.

(8) The Royal Bank of Scotland site has details on the Scottish Economy including a regular
index of oil and gas industry production and a Scottish Retail Sales Monitor.

7 PROFITABILITY

(1) Large banks in the United States are some of the most profitable corporations, especially
relative to the small market shares they have. This amount is even higher if one counts the
credit divisions of companies like Ford, which are responsible for a large proportion of those
company's profits. For example, the largest bank, Citigroup, which for the past 3 years has
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made more profit than any other company in the world, has only a 5% market share. Now if
Citigroup were to be as dominant in its industry as a Home Depot, Starbucks, or Wal Mart in
their respective industries, with a 30% market share, it would make more money than the top
ten non-banking U.S. industries combined.

(2) Inthe past 10 years in the United States, banks have taken many measures to ensure that
they remain profitable while responding to ever-changing market conditions. First, this includes
the Gramm-Leach-Bliley Act, which allows banks again to merge with investment and
insurance houses. Merging banking, investment, and insurance functions allows traditional
banks to respond to increasing consumer demands for "one stop shopping" by enabling cross-
selling of products (which, the banks hope, will also increase profitability). Second, they have
moved toward risk based pricing on loans, which means charging higher interest rates for
those people who they deem more risky to default on loans. This dramatically helps to offset
the losses from bad loans, lowers the price of loans to those who have better credit histories,
and extends credit products to high risk customers who would have been denied credit under
the previous system. Third, they have sought to increase the methods of payment processing
available to the general public and business clients. These products include debit cards, pre-
paid cards, smart-cards, and credit cards. These products make it easier for consumers to
conveniently make transactions and smooth their consumption over time (in some countries
with under-developed financial systems, it is still common to deal strictly in cash, including
carrying suitcases filled with cash to purchase a home). However, with convenience there is
also increased risk that consumers will mis-manage their financial resources and accumulate
excessive debt. Banks make money from card products through interest payments and fees
charged to consumers and companies that accept the cards. The banks' main obstacles to
increasing profits are existing regulatory burdens, new government regulation, and increasing
competition from non-traditional financial institutions.

(3) Worldwide assets of the largest 1,000 banks grew 15.5% in 2005 to reach a record $60.5
trillion. This follows a 19.3% increase in the previous year. EU banks held the largest share,
50% at the end of 2005, up from 38% a decade earlier. The growth in Europe’s share was
mostly at the expense of Japanese banks whose share more than halved during this period
from 33% to 13%. The share of US banks also rose, from 10% to 14%. Most of the remainder
was from other Asian and European countries.

(4) The US had by far the most banks (7,540 at end-2005) and branches (75,000) in the world.
The large number of banks in the US is an indicator of its geographical dispersity and regulatory
structure resulting in a large number of small to medium sized institutions in its banking system.
Japan had 129 banks and 12,000 branches. In Western Europe, Germany, France and Italy had
more than 30,000 branches each. This was twice the number of branches in the UK.

8 THE RISE AND FALL OF EXCHANGE RATES

(1) A consumer in a given country will not notice a change hi the exchange rate as long as he
or she buys only goods produced domestically. But the prices of the same country's goods for
a foreign buyer very definitely are affected by changes hi the rate at which the currencies of
the buying and selling countries can be exchanged. So ending economic isolation requires a
currency that is convertible.
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(2) Currencies like other commodities such as tea or oil, have a certain value. The only difference
is that each currency's value is stated in terms of other currencies. French francs have a value in
US dollars, which have a value in British pounds, which have a value in Japanese yen. These
exchange rates change every day and are constantly updated in banks and foreign exchange
offices around the world. The world's foreign exchange markets are all linked electronically. Like
other markets they are subject to the laws of demand and supply. If enough traders want to buy
US dollars, its value will go up, i.e., it will take more of other currencies to buy dollars and vice
versa. Twenty years ago, for example, one US dollar could buy four German marks; today, one
US dollar buys less than two German marks. As anyone may notice, the exchange rate is slightly
different if the customer is buying or selling any one particular currency. This spread between the
"buy" and "sell" rates ensures that banks and exchange bureaus make a small profit every time
one currency is changed into another. Foreign exchange prices are influenced by economic and
political events and sometimes by the speculation of individual traders.

(3) A currency that is overvalued, or too costly, will stimulate purchase of foreign-made goods
(imports) and discourage the sale abroad of domestic-made goods (exports). This will likely
lead to reduced production and unemployment in some sectors of the economy (and regions
within a nation). But it will also likely increase production and employment in other areas more
dependent on exports. In contrast, when an exchange rate is too low, it provides an incentive
for foreigners to buy the country's "cheap” exports, sending a flood of new money into the
exporting country. This creates inflationary pressures and higher prices at home.

(4) During periods of economic turmoil, the world often turns to a particular currency as a
refuge. When political or social unrest threatens other currencies around the world, traders and
investors rush to buy hard currencies as US dollar and German mark, which are expected to
preserve their value in tunes of trouble. T

(5) During the cold war, the former USSR was reluctant to put too much of its US dollar
reserves under the control of the authorities in the USA. Inste3d it turned to European banks to
keep these dollars abroad, and those reserves took the name of Eurodollars. Nowadays, any
currency held abroad, even outside Europe, is called a Eurocurrency. In the 1970s a huge
market developed for Eurocurrencies when Arab oil producers started keeping a large part of
their newly earned petrodollars in Europe. This flood of foreign capital needed to be invested,
so banks began issuing US dollar bonds called Eurobonds, outside the control and regulations
of the US government.

9 IT'S INTERESTING TO KNOW
9.1 High NetWorth Individual

(1) A high net worth individual is a person with large personal financial holdings.
Traditionally the term used was millionaire, but in recent years the term high net worth
individual has become the descriptor of choice. A high net worth individual has financial assets
worth more than US$1 million.

(2) High net worth is used to describe financial assets, discounting real-estate. This makes a
large difference in the number of people who may be classed as high net worth individuals: in
2003 there were nearly 2.2 million people in the United States who would be classified as
having high net worth, while over 7.9 million people had assets including real estate worth in
excess of a million dollars. In addition to the category of high net worth individuals (HNWIs),
there is a second category, called ultra-high net worth individuals (UHNWIs), comprised of
people with financial assets in excess of US$30 million. In the global population, this second
category makes up approximately 1% of the total high net worth population.

79



(3) The prestige once associated with being a high net worth individual has diminished
somewhat in the past few decades, as this level of wealth becomes more and more common,
particularly in the United States. Throughout the United States, one may find entire
neighborhoods populated solely by high net worth individuals, and in some sectors of the
business world it is not uncommon for the average employee to be propelled to high net worth
status by their yearly income. With the depreciation of the dollar against many foreign
currencies, large sections of foreign populations were also raised to the status of high net
worth individuals simply as a result of the relative value of their wealth.

(4) In addition to the advancement of a large sector of people to high net worth status, a not-
insubstantial number of people have reached levels of "super millionaire" or "billionaire”, both of
which act to leave "normal” high net worth individuals feeling as though they are in a lower class.
As of 2005, there were more than 600 US-dollar billionaires in the world, with the top 34 having in
excess of US$10 billion. With wealth at these levels, entire tiers of luxury exist that are
inaccessible to those high net worth individuals having only a few million dollars at their disposal.

Companies exist which cater exclusively to high net worth individuals and their lifestyles.
Everything from personal real-estate, jewelry brokers, kidnap and ransom insurance, yachting,
and financial investment has specialists who devote themselves to high net worth or ultra-high
net worth individuals and their specific needs.

9.2 Offshore Bank Account

(1) If the term ‘'offshore bank account' conjures up images of fugitive billionaires and
organized crime bosses, be prepared for a reality check. Generally speaking, any bank
account opened outside of one's native country can be considered an offshore bank account.
There is usually not much difference in service or benefits between the bank on the comer and
a bank located in the Cayman lIslands. The appeal of an offshore bank account is much more
apparent during tax time, when assets and income must be reported to the IRS or other
government revenue agencies abroad.

(2) Because the banking industry is perhaps 10% storage and 90% accounting, many smaller
countries can offer offshore bank account services without a substantial investment of their
own. Island nations such as the Cayman lIslands or the Channel Islands can successfully
compete with Switzerland or Belgium for offshore banking customers. Local laws can limit or
eliminate the taxes placed on traditional bank accounts. This is why some companies and
wealthier individuals prefer to open an offshore bank account in small sovereign states which
allow account holders to remain virtually anonymous.

(3) For many years, an offshore bank account was indeed a convenient way to hide profits from
illegal activities or underreported business earnings. The United States' Internal Revenue Service
(IRS) would have little knowledge of money deposited elsewhere. The offshore banks were not
obligated to report the existence of these accounts, and the account holders could legally pay litle
to no taxes to the host country. In recent years, however, the rules governing an offshore bank
account have become much stiffen Any bank account containing over $1,000 USD must be
reported as income to the IRS, even if that bank account is in the Cayman Islands or Ireland.

(4) Many people consider opening an offshore bank account for very legitimate financial
reasons. Residents of a politically or economically unstable country may arrange for an
offshore bank account in a more stable country. If the government should collapse financially,
residents can still protect their money from a run on the national bank. Those who travel
frequently to Europe or the Orient may benefit from an offshore bank account in England or
Japan. The exchange rate between foreign currencies is often more favorable with ‘local
accounts. With the advent of electronic banking, the holder of an offshore bank account can
easily conduct routine transactions without traveling abroad.
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(5) There is still a stigma attached to an offshore bank account because of some gray-area
financial dealings, but there is nothing illegal or unethical about opening one for legitimate
reasons. Some foreign banks may require a substantial initial deposit or other restrictions, but
the benefits of a lower tax obligation or higher interest rate usually outweigh these hurdles.
Most accounts are protected by international banking insurers. Many foreign banks which offer
offshore bank account services advertise on the internet and investment-oriented periodicals.

9.3 Investment Club

(1) Investment clubs have been around for many decades and have been growing in
popularity due to increased interest in the stock market. By joining investment clubs, users are
able to pool their money to increase their buying power, share their collective knowledge, and
socialize while making their investments.

(2) Typical investment clubs usually meet once a month. Members take turns researching
investments and then share their ideas with the other members of the group. These meetings
also serve as an occasion for members to contribute to a monetary fund used for purchasing
stocks, mutual funds or other types of investments. For the procrastinating investor, this may
be a huge benefit. In order to remain a member, he or she will need to make the monthly dues.

(3) One of the goals and benefits of investment clubs is the opportunity to learn. Successful
clubs generally put as much effort into researching and learning rather than just simply buying.
Experts in the field can serve as guest speakers for the group, and there may be required
reading of books and other publications before each meeting. Purchasing this knowledge is
more cost-effective than if an individual were to just do it alone.

(4) Starting investment clubs does not have to be difficult, and due to the educational aspect,
does not require any special knowledge. A group of friends or co-workers usually comprise a
club, making them a safe environment with a strong comfort factor. Beginner topics such as
how to read stock listings, or how to calculate P/E ratios are excellent ways to start out. Later,
the group can graduate to much more advanced topics as both the knowledge and the
financial capital of the group increases.

(5) While investment clubs are excellent choices for the beginning investor, they aren't limited
to just people new to investing. For the veteran investor investment clubs offer an opportunity
to learn from other experts, or as a free way to learn about new industries and markets. Rather
than paying a professional, all that's needed is to share some knowledge in return.

(6) ltis calculated that investment clubs today hold more than $175 billion dollars of equities.
This amount of money rivals even the largest mutual funds, making them a powerful force. For
an investor looking to earn some returns on his or her money and leam a lot in the process,
there is no better value.
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VOCABULARY
UNUT1
Text 1.1

acceptable
adequately
arrangement
coincidence
cumbersome
deferred payment
deteriorate
exchange rate
installment

insure

laborious
medium

payment promise
seek out

spread

stock

surplus

whereby
commodity

medium of exchange

take for granted
measure of value
bushel

in terms of

store of value
hold a stock
insure

handling costs
accumulate
apparent
deferred payment
hire purchase
pay by means of
installments
pattern
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MpUEMNEMbIiA, AOMYCTUMBIi

B [IOCTATOYHOI# Mepe, CopasMepHo

peLLeHne, yperynmpoBaxme

coBnageHve

0OpPEMEHNTENbHBII, TATOCTHBIN

OTNIOXEHHbIA (OTCPOYEHHBIN) nnaTex

YXyfLWwarb

Kypc obmeHa

04epeaHoi B3HOC (Npyu MOKYMKke B PAcCPOYky, MpW noralieHnm
6aHKOBCKOrO KpeauTa cepueil nnatexei w T. Mn.); Y4aCTUYHbIN
nnaTex

cTpaxoBaTb, rapaHTUpoBaTh, 0becneunsarh

TPYAOEMKWIA; COXHBIA ANS BbINOMHEHNS, OCYLLECTBAEHNS
cpeacTso

nnatexHoe 0653aTebCTBO

nckaTb, pasblCkuBaTh KOro-nmbo

pacnpocTpaHsTh

1) aKkUMOHEPHBIN kanuTa1; OCHOBHOI KanuTan; (hoHAbI;

2) [ONS akuuid, aKLum

W3MMLWeK, NpeBbllleHWe MOCTYMIEHWA Had — pacxojamu;
aKTMBHOE Cabo (TOProBOro WK NAATeXHOro banaHca)
nocpeACcTBOM Yero, Npy NOMOLLM Yero

TOBap

CcpesCcTBO 06MeHa

cunTaTh camo co6oii pasymeroLmes

Mepa CTOUMOCTH

Gywenb

C TOYKM 3peHns

CPeLCTBO "COXPaHEHNs CTOMMOCTK"

XpaHuTb 3anac

CcTpaxoBaTtb

CTOMMOCTb MOrPY304HO-Pa3rpy30uHbIX paboT
HakannmeaTb

ABHbIIA

OTCPOYEHHBIA NNaTex, paccpouka

MOKynKa B paccpouyky

BbIN/14YMBATH YaCTAMM

obpasell, Mozenb, WwabnoH



Text 1.2

blood money
ingot
debasement
fiat money
Asia Minor
granary
social setting
dowry

Stone Age
commonplace

Text 1.3

cash

cash in the bank account
make payments

be durable

be acceptable

legal tender

be portable

be divisible

be superiorto smth
replace smth by smth

be an advantage

be free from a
disadvantage

be credited to smth/smbd
mint coins (V)

a mint

Text 1.4

bullion

take smth for safe keeping
issue a receipt
acknowledge the deposit
of money

incorporate a promise

hold a receipt

change hands

be payable to bearer
exercise a fuction

keep money and valuables
on safe deposit

be good for payment

lend

pay a fee {commission)
have cash in hand

charge interest

BMpa (KOMNeHcauns 3a y6uincTBo Npu KPOBHON MECTH)
CAUTOK

NOHMKeHWe (KaYecTBa), yMEHbLUEHME LEHHOCTH
HepasMeHHble ByMaxHbIe AeHbr1

Manas A3us

ambap, XuTHuLa

coumanbHble yCnoBus

npugaHHoe

KaMeHHbIN Bek

00LLEeNpUHATLIA

Ha/IMYHbIE JEHbIN

6€e3HaINYHble AeHbIN
NPOM3BOAUTL Onnarty

MPOYHbIiA

ObITb 3aKOHHBIM NNATEXHbIM CPECTBOM
3aKOHHOE MaTeXHoe CPeACTBO
Nerkuii

Jennmblii

NPeBOCX0ANTb YTO-N60
3aMeHsITb YTO-N160 Ha YTO-NN6O
ABNATHCA NPENUMYLLECTBOM

He UMeTb HeJoCTaTKOB

npUNUCLIBATLCA YeMy-N1bo/KoMy-1n6o
YeKaHUTb MOHETbI
MOHETHbIN ABOP

30/10TOI CIUTOK

NPUHAMATL YTO-MBO Ha XpaHeHne
[faBaTb pacnucky

NoATBEPXAATb NONYYEHNE AeHer

cofiepxaThb obellaHme

UMETb Ha pyKax pacnmcky

MepexoauTh U3 pyK B pyku

nonexartb BbINaTe NPeLbABUTENIO
BbINOJIHSATb (YHKLMIO

MPUHUMATh iEHbTa U LIEHHOCTU Ha XpaHeHue

6bITb 3aKOHHBIM NIATEXHBIM CPEACTBOM
ZAasatb ccyy

BHOCWTb fleHbra 3a ycnyra

UMETb HaJIMYHOCTL B CBOEM PACTOPSHKEHNU
B3MMATb MPOLIEHTBI



Text 1.5
fiat
commodity money

redeem

intrinsic value
acceptability

face value

deposit money
reserve requirements

deposit liabilities

dollar volume

assets

interest-bearing account
advance notice of
withdrawals

consistent

Text 1.6

tax

net reduction

flow of income

budget surplus

take action

collection of revenue
offset

cutback

inflationary pressure
public works expenditures
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[JEKpeT; ykas; npukas

TOBapHble [eHbrn (06najalolyne BHYTPEHHEN LEHHOCTbIO B
0T/IM4ne 0T BYMaxHbIX; HanpUMep, 30/10T0 UK cepebpo)
norawarthb, BblKynaTb

AeicTBUTENbHAsA CTOMMOCTb

npemnemocTb

HapuuaTenbHas LeHa, HOMUHaNbHas CTOMMOCTb

[Eeno3nTbl 0 BOCTPE6OBaHMS; AEHbIV Ha Aeno3uTe

pe3epBHble TpeboBaHMs (40N NAcCUBOB, KOTOPYH KOMMEpYECkue
GaHKM COrMacHO nNpaBWMaM  LEHTPaIbHOr0  GaHka,  AO0MKHbI
Aepxarb Ha 6eCNpOLEHTHOM CYETE B LIEHTPa/IbHOM GaHKe)
obs3aTenbCTBa 6aHka no fenosutam, Aeno3nTHble
0693aTeNbCTBA

06bEM AEHEXHbIX NOCTYNNeHWiA B foNNapax

aKTUBbI

CYeT, NPUHOCALLNA NPOLEHTHBINA LOXOA

npeABapuUTENLHOE yBEJOMIIEHNE 06 U3BATUM

I'IOCI'IE,D,OBaTeI'IbeIVI, COBMECTUMBIN, cornacy}ommﬁcn

ob6naraTb Hanorom, NoAsepratb 0610XEHUI0 ( HAN0rom)
obLyee cokpalleHre

AVHaMuKa J0X0/0B

npothuunT brofxeTa

MpUHAMATb Mepbl

nosyyeHne fLOX0La

KOMNeHCMpoBaTh

MOHWKEHNE, CHUXEHWE, COKPaLLEHE, yMeHbLIeHNe
WHNALNOHHOE AaBneHne
06LLEeCTBEHHO-TOCYJapPCTBEHHbIE  PACX0fbl,  Pacxogbl  Ha
rocyAapcTBeHHbIe HyX bl 06LeCTBEHHbIe paboThbl



UNIT 2
Text2.1

investment bank

security broker/dealer
mortgage company

real estate investment trust

checking account

savings account
make loans

cash checks

wire transfer
cashiers check
issue credit cards
debit cards

retail banking

investment banking
non-profit making

profit-making
non-commercial body
lender of last resort

community development bank

underwrite

stock and bond issues
merger

tax-haven

insurance coverage

Text 2.2

enable

financial intermediation
raise funds

inter-bank market
capital market

NHBECTULLMOHHBI BaHK

6pokep/gunnep, BeAyLLmii onepawumi ¢ LeHHbIMA Gymaramu
NNOTEYHBIA HaHkK

yupexaeHue, cneuynanusupyolieecs
He ABMXMMOCTH

CYET, NO3BONAIOWMIA B /1060 MOMEHT BHOCUTb W CHUMATb
JeHbrn (0o BocTpe6oBaHNA)

[Eeno3UTHBIA cyeT

npefocTaBNATb CCybl

nonyyatb feHbrN N0 YeKy, 06HaMuNBaTh Yeku
TenerpadHblii nepesog

6aHKOBCKNI ek

BbljaBaTb KpeauTHble KapTbl

nnaTexHas kapTouka, Ae6eToBas KkapTouka
6aHKoBCKOE  06CMYXMBaHWE  YaCTHbIX
K/IMEHTYpbI

WHBECTULMOHHAA AeATeNbHOCTb HaHKoB
HEKOMMepYecKkuid, He npefHasHaYeHHbIA 4NS MOMyYeHns
npuobIIN

KOMMEpUEeCKii

HekoMMepyeckas opraHnsaums.

nocnefHuii KpeanuTop B KPUTUYECKON CUTyaLmMu

MECTHbIIi 6aHK pasBuTMs, 06CNYXWBAIOWMNA HEBONbLION
HaCeNeHHbIA MyHKT

rapaHTMpoBaTb

aMuccUs akuuin u obauravmii

CnvusHVe

YKpbIT/E OT HANOoroB

o6Las cymma 1CKOB MO A0TOBOPY CTPaX0BaHMs

Ha WHBECTULNAX

ML,  MenKoii

JaBaTb BO3MOXHOCTb, NPaBo YTo-11bo genatb
(h1HaHCOBOE NOCPeSHMYECTBO

M061IN30BaTb Kanutan

MeX6aHKOBCKNIA PbIHOK

PbIHOK KanuTana (PbIHOK, Ha KOTOPOM BefeTcs TOProBna
LONTOCPOYHBIMW (PMHAHCOBBIMU UHCTPYMEHTaMY,
npeSCTaBAWMMM JOTOBbIe 06513aTeNbCTBA UK
yyacTie B kanuTane; ero 0CHoBHaa (hyHKUMA —
obecneyeHne (hMHAHCOB 415 peasibHbIX MHBECTULIMNA)
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money market

prudent

withdraw deposits
fractional-reserve banking
susceptible

trigger

liquidity risk

interest rate risk

credit risk

the Basel Capital Accord
promulgate

Bank for International
Settlements

deposit insurance

wipe out

short term assets
step in

Text2.3

Phoenicia [fi'nijia]
safe-deposit vault
prompte

facilities

bank of deposit and

transaction
publicly owned

deposit receipts
repository for government
receipts

check clearing

honor

deposit withdrawals

debt instalments

open market operations
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[EHEXHDIA PbIHOK, PbIHOK KPATKOCPOYHOTO Kanutana (pblHOK
KpaTKOCPOUHbIX 3aiiMOB, CAyXalluii Ans YAOBNETBOPEHNS
MeX0aHKOBCKUX HYX[ B pasMelieHun 1 MpuBeYeHnn
OEHEXHbIX  CpeacTs,  MOTpeGHOCTeA  npeanpusaTwii B
060pOTHOM  KanuTasne; areHTamn [EHEXHOr0  pblHKa
ABNATCA 6aHku, GpoKepckue W Aunepckue UpMbI, Apyrue
(hHAHCOBO-KPEeAUTHbIE YUPEXEeHMSs)
npesycMOTPUTENbHbIi

n3blMaTh BKNagpl

YaCTMYHOE pe3epBHpOBaHNe

MOABEPXEHHbIi

NHULMMPOBaTb

PUCK NNKBUAHOCTH

PUCK NPOLLEHTHON CTaBkM

KPEAUTHBIA pUCK, PUCK HennaTexa

Basenbckoe cornatlenne

06bABNATL, NPOBO3rNaLaTh, ONy6AMKOBaTL

BaHk MexayHapofHbIX PacyeToB (MeXLyHapoaHas BaMoTHO -
KpeauTHas — opraHu3auus,  (yHKUMOHMPYHOWAsA Ha  4icTo
KOMMEpYECKOA OCHOBE U KOOPAMHWPYIOWLAA BA/IKOTHO -
(DMHAHCOBYIO MOMNTUKY CTPaH - YneHoB; co3gaH B 1930 r.;
obcnyxvBan  KIMpWUHTOBble  nnatexu  EBponeiickoro
M1aTeXHOro C0K03a)

cTpaxoBaHue denosuta (Mo 3aKoHy, Kaxablii 6aHK 0653aH
3acTpaxoBaTb BK1af A0 OTOBOPEHHOTO YPOBHS OT CUTYaLuM,
korga 6aHK He CMOXET BbIMO/HWTL CBOM 00s3aTenbCTBA.
CrTpaxoBaHue OCyLLecTBAsAeTCA Npu yyactun degepanbHoii
Kopnopauun CTpaxoBaHus 4eno3nToB.)

HaHEeCTN COKPYLUINTENbHbINA yAap, YHUYTOXMTb
KpaTkoCpPOYHbIE aKTUBbI

BMeLLaTbCs

duHnKMA

XPpaHW/NLLE LEHHOCTEA, LeNOHMPOBaHHbIX B GaHke
TONKaTb K Yemy-11bo

ycnyrm

[eno3nTHbIN 6aHK

HaxoAsAWNincs B rocyAapCTBEHHO COBCTBEHHOCTM WM B
COBCTBEHHOCTN My6IMYHO-NPABOBOI KOpnopavLu
[Eeno3nTHas KBUTaHLMA, COXpaHHas pacnucka

XpaHuauile 61oMKeTHbIX NOCTYNNEHNA roCyAapCTBEHHbIEX
[0X0f0B

YeKoBble B3avMO3aueTbl Mexay 6aHkamu
BbINOMHATL 06513aTeNLCTBA

N3bATME [EN03UTOB

L0NroBble NHCTPYMEHTbI (o6nmraumm,
[enosnTHble cepTuchmkaTtsl u T.4.)

onepauummn Ha OTKPLITOM PblHKe

BeEKCens,



UNIT 3

Text 3.1

repository for government  xpaHunuuie

receipts

check clearing
honor

deposit withdrawals
debt instruments

open market operations

Text 3.2

dissipate
intact
watchdog
nucleus
overlap
compromise

guardian

tier

Federal Open Market
Committee

rotate voting
commitment

Text 3.3

thriving
clearing system

non-interest bearing
account

Treasury Bills
gilt-edged stock

redeem securities
register of gilts

OIOAXETHbIX  MOCTYNEHNA  TOCY4APCTBEHHBIX
[0XOf,0B

YekoBble B3aNMO3a4eThl Mexay HaHkamu

BbINO/MHATL 0653aTeNbCTBa

n3bATNE [EN03NTOB

[ONTOBbIE MHCTPYMEHTbI (06aurauum, Bekcens, AenosuTHble
cepTudmkatsl 1 T.4.)

onepaunn Ha OTKPbITOM PbIHKE

ncyesatb, paccensarbes

HETPOHYTBINA, Lienblii

HabMoaaTenbHbli, KOHTPOMbHbINA, PEBU3MOHHBI OpraH

AP0, LiEHTP

nepekpbIBaTh

KOMMPOMeTMPOBaTb, NoApbIBaThL (PenyTauuto, JoBepHe, U T. Nn.);
noJBepraTb PUCKY, ONacHOCTH

3aLUUTHUK

YPOBEHb

KomuTeT no onepauusm Ha OTKpbITOM pblHKe PefepanbHoil
pesepBHOii cuctembl (®PC) CocTtont n3 uneHoB CoseTta
ynpasnsowux ®PC n npesngeHTos Hblo-MOpKCKOro u yeTbipex
Apyrux thefepanbHbiXx pe3epBHbiX 6aHkoB. CobupaeTcs pas B
OfiUH UMK nonTopa Mecaua, utobbl BbipaboTatb nonutuky PC
Ha OTKPLITOM JEHEXHOM pbiHKE AN BO3AENHCTBUA HA AEHEeXHOe
obpalleHre, 06beMbl KPeaWTOBaHUA, NMPOLIEHTHbIE CTaBKK, a
TaKkke NoaUTUKY Ha BaUIOTHOM pPbIHKE

YepefioBaTh ro/10COBaHME

0693aTe/bCTBO, NPUBEPKEHHOCTD, B3MNSAAbI

npeycneBakLLmii, NPoLBETAILLNIA

KMPUHIOBas cUCTEMA (CUCTEMA PacyeToB MO MaaTexam, Yekam
WM LeHHbIM Gymaram, co3daHHas rpynnoii  (MHAHCOBbIX
yupexaeHnin)

6EeCnpOLEHTHbIN cyeT

KasHauelickue Bekcens

nepBoKiaccHas (rapaHTMpOBaHHasi, 30/10TO0OPE3Has) LieHHas
Gymara

norawath LeHHble Gymaru

PEeecTp NepBOKNACCHbIX LEHHbIX Gymar

87



framework
takeover
intervene
Royal Mint
fluctuation
short-dated bill

discount house

follow suit

lending rate

deposit rate

corporate

body

public

interest rates

Chancellor of Exchequer

Unit 4
Text4.1

savings and loan
associations
credit unions

assets
liabilities
bank holding company

underwrite

retain
checking account

mutual savings banks
(MSBs or mutuals)
state chartered
federally chartered

meet expenses
set aside reserves

OCHOBA, CTPYKTYpa, pamki

MOr/OLLEHNE KOMMNAHNW, CINSHWE KOMMAHWIA

BMeLUNBATLCA

KoponeBckuiA MOHETHBIiE ABOP

kone6aHna

KOpOTKMiA (KpaTKOCPOUHbI) Bekcenb (C onnatoii yepes 1-10 aHeit
nocne npegbsBieHns)

YYETHBIA 4OM (BUE KOMMEPYECKOro 6aHka B NIOHAOHCKOM CuTw;
BbIMO/HAET KPATKOCPOYHblE OMepauuy Ha [AEHEXHOM pbIHKe,
Y4YET Bekcenei)

X04uTb B MacTb

CCY[HbIf NPOLLEHT

cTaBKa NpoLeHTa no BKIagam

aKLNOHEPHBIA, KOPNOpaTUBHbIN

34. opraHusauns

30, TOCYAapPCTBEHHDINA

MPOLEHTHbIE CTaBKM

MUHWCTP (PMHAHCOB

ccyfo-cbeperatesnbHble accoLuaLmm

KpeauTHbIA coto3 (KoonepaTws, MpUHUMAIOLLMIA BKMaAbl CBOWX
Y7IEHOB M NPefOoCTaBNSAIoOLLMIA NOMHbIA HA6OP GaHKOBCKUX yCayr
Ha NbrOTHbIX YCNOBMAX. OBbLIYHO OTKPLIT ANS  CAYXaliux
OnpefieNneHHoi KOMNaHUN UK opraHu3amn.)

aKTuBbl

0643aT€N1bCTBA, NaccuBbl

6aHKOBCKas XOMAMHTOBAsA KOMMaHWa (KOMnauws, Bnafeiowias
KOHTPOMbHbIMI ~ NakeTami akumid  OAHOr0 WAM  HECKOMbKMX
6aHKoB)

rapaHTMpoBaTh (pasMelleHne 3aiiMa WA LEeHHbIX 6Gymar;
MPUHAMATbL PUCK Pa3MeLLEeHNs HOBbIX LieHHbIX Bymar myTem ux
MOKYMKM y 3MUTEHTA 19 NOCNeAytoLLell Npogaxu NHBecTopam)
aKKyMynupoBaTh, COXpaHaTb

1) cnewmanbHbIil CYET, C KOTOPOrO CHUMAIOTCA JeHbr MO Yekam
KNueHTa 2) CYéT, NO3BONAWMA B Nt0OOA MOMEHT BHOCUTb W
CHUMATb AeHbru (00 BocTpeboBaHus)
B3aMMHO-c6eperaTesnbHble HaHK

GaHK, eliCTBYOWNIA NO OpUCAMKLMK LTaTa
GaHK,  OEeACTBYIOWWA N0 HOPUCAUKLMN
npaBuTENbCTBA

BO3MECTUTb Pacxogpl

OT/IOXWTb, CO3AaTb PE3EPBLI

theaepasibHOro



Dialogue

broker 6pokep, maknep

brokerage 16pokepckoe Bo3HarpaxaeHue, KOMUCCUOHHbIE 6pOKepa;
2)bpokepckoe feno, MaknepcTso, NOCPeAHNYECTBO

firm of (stock) brokers 6pokepckas dupma

brokerage house (US) 6pokepckas hupma

commercial bank KOMMepyeckuii GaHk

credit union KpeAUTHbIN COt03

disbursement BbiNnara B Nopszke noraweHns

exchange  equalization BasOTHbIA YPaBHUTENbHBIA CYET

account

fiduciary [0BepeHHoe nuuo, duayumap

finance company (hMHaHCOBAs KOMMNaHMA

lend (v) (lent, lent) CcCyXaTb, AaBaTb B3aiMbl, 04aMKNBaTh

lending institution KpeauTHoe yupexaeHue

national bank HaLMOHaNbHbI BaHK

Savings And  Loan ccygHo-cOeperatensHas accouuauns (am.)
Association

ration (v) HOpMWPOBaTb

security, securities LieHHble Gymarn

state bank rocyAapCTBeHHbI 6aHK

stock exchange (hongoBas bupxa

scrutiny npoBsepka

subscribe (v) MOANUCHIBATLCA HA Y.-N., NPUOGPeTaTh N0 NOANUCKE
subject to noAnexawiuii yemy-nn6o

The Treasury Kka3HayencTBo, MMHUCTEPCTBO (DMHAHCOB

United States Treasury KasHaueiicTBO, MUHUCTEPCTBO (OMHAHCOB (aM.)
(Departament)

to some extent B KakoM-TO Mepe, A0 Kakoit-nnbo cTeneHu

transaction caenka

trust TpacT, kpeaut

trust company TpacToBas KOMNaHus

Text4.2

mortgage nnoteka

home equity COGCTBEHHbI KanuTan

investment management  ynpas/ieHWe KanuTas0BOXeHUAMN

treasurer KasHaueil, 3aBefyloLLmMii Kaccod, 3aBedyloLluii (PUHAHCOBBIM
0TAenom

issuer 3MUTEHT

custodian 6aHK, NPUHMMAIOLLMIA HA XPaHEHWe LieHHble Bymaru

custody XpaHeHue

net worth CTOMMOCTb MMYLLECTBA 3a BbIYETOM 06513aTeNbCTB

brokerage service Gpokepckue ycnyru



assets

excess

revenue

CFO  (chief financial
officer)

a host of

institutional investors
derivative instruments

trading
critical

Text4.3

commercial bank
retail bank

building society

merchant bank
national savings
discount house
premium bond
option bond

Text4.5

corporate finance
investment management
subsidiary

quasi -sovereign bodies
merger

takeover

diverse

property asset

deal in securities

Text4.6

pursuant to
solvency
phase out

obsolete
correspondent account
regulatory act

Banking Code
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aKTUBbI
NnpesbllleHne

J0X0Z
TNaBHbIii (YMHAHCOBBI afMUHMCTPATOP

COBOKYMHOCTb, Macca
opraHu3aLyn-MHBeCTopbl

MPOM3BOAHbIE MHCTPYMEHTbI (KOHTPAKTbl, CTOMMOCTb KOTOPbIX
onpeaenseTcs CTOMMOCTbI0 OCHOBHbIX (DMHAHCOBbIX aKTUBOB)
KOMMepyeckas AesTeNbHOCTb

HaCyLHbIiA, BaXHbIii, OCHOBHOVA

KOMMepYeckuii 6aHk

PO3HMYHbIA  GaHK  (3aHMMaeTcs  OBCMyXWBAHUEM — MENKoi
KNNEHTYpbI)

XUNNLLHO-CTPOMTENbHbIA KOONEPaTHB, BbINOMHSIOWMA (yHKLN
cbeperaTenbHOr0 YupexaeHus: npuem BKNALOB W Bbidaya CCyf,
Ha npuo6peTeHue LOMOB

TOProBbIil 6aHkK

HaLMOHaNbHbIii cbeperatenbHbIA 6aHK

YYETHBbI# BaHK

06uMraLs BoIUIPbILIHOIO 3aiiMa

obnurauus ¢ npaBoM 40OCPOYHOTO MoralleHns

(hMHAHChI YaCTHOIA Kopnopauuu LeHHbIX Gymar

ynpaBneHnem noptdenem LeHHbIX bymar

[OYEPHSS KOMMaHNs

KBa3NCyBePEHHbIE OpraHu3aLum

Mor/oLLEHNe, CnsHINE

CNMsIHVE KOMNAHWIA B3ATIE NOA CBOIA KOHTPO/b U ynpaBeHue
pasHo06pasHbIit

COOCTBEHHBbIN KanuTan

3aHMMAaTbCS LieHHbIMM Gymaramu

B COOTBETCTBUU C
N1aTeXecnocoGHOCTb

MOCTENEHHO MpekpaLyath, CBEpPTbIBaThL (MPON3BOACTBO, BbIMyCK
nr.a.)

1) BblWweawnii n3 ynoTpeGneHns 2) ycTapesbli, U3HOLIEHHIN
KOPPECMOHAEHTCKMIA CYET (MENKOro GaHKa B KpYnHOM)
pacnopsiauTeNbHbIA akT

BaHKoBCKuii kogeke



UNIT 5
Text 5.1

banking community

to meet a business pattern
organization chart

to attract consumer-oriented
deposits

trust-account holder

to offer new facilities
full-service bank

to meet new challenges

within the framework of

to provide services
nationwide (internationally)

to find one’s manifestation in
smth

division

chief administrative officer
Treasury

FX (foreign exchange) market
operations
money market operations

Text 5.2

to enter figures in ledgers

to have a flair for people/for figures
to switch careers without changing

bank

employment options

credit analyst

loan work-out specialist

to attend an extension course

to inquire into the causes of bad

loans

to balance one's own cash position

solid background in accounting
Auditing and Control Personnel
proficiency and expertise

to acquire managerial experience

to meet a common challenge

6aHKOBCKOe CO00LLECTBO

COOTBETCTBOBATb XapakTepy AeN10B0ii aKTUBHOCTM
OpraHu3aLoHHas CTpyKTypa

npuBnekatb NOTPebUTENbCKINE AEN03NTI

GeHedpuumap J0BEpUTENLHOTO CyeTa

npefnaratb HOBbIE YCAyrn

GaHK, NpedoCTaBNAOLLMIA NOMHbIA CNEKTP yeryr
0TBEYaTb HOBbIM MOTPEBHOCTAM

B pamkax y-n

NpesoCTaB/siTh yCyra BHYTPU CTPpaHbl (3a pyGexom)

ObITb KTHOYOM K Y-/

ynpas/eHne
BbICLLIEE JO/HKHOCTHOE /L0
ynpaBfeHve, — Kypupylollee —oOnepaumu € Ha/MYHOCTbIO,

QJVIHaHCOBbIe W VMHBECTULIOHHBbIE BONPOCHI
onepauuin Ha BaJIlOTHOM PbIHKE

onepaLun Ha pbiHKE KPATKOCPOUHbIX AO/TOBbIX Gymar

BHOCUTb LiNchpbl
pasdmpatbCs B N0AAX /MMETb YyTbe Ha LUdpbI
MEeHSATb poj 3aHATWiA B Npegenax baHka

BO3MOXHOCTb BbIGOPA BIAA AEATENBHOCTM
9KOHOMMCT-AHANNTUK KPEAUTHOTO YNpaB/eHus
CMEeLMaInCT Mo NPOCPOYEHHBIM KpeauTam
YUUTbCS Ha Kypcax MoBbILIEHMS KBasMUKaLm
WCCNef0BaTh NPUUNHBI MPOCPOYEHHBIX KPEAUTOB

Ca/lbNPOBATh KACCOBbI OCTATOK

MPOYHbIE 3HaHUsS B 06/1aCTM GyXranTepcKoro yueta
CyXalllne KOHTPOJIbHO-PEBU3MOHHOTO 0TAENa
MacTepCTBO M KOMNETEHTHOCTb

Np1OGPETaTb OMbIT YNPaB/IEHNS]

peluaTh 06Luyto 3afauy
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UNIT 6
Text 6.1
wholesale banking

retail banking

to offer interest-bearing deposits
to carry out a transaction

trading in foreign currency

to hand smth back against a
signature by a customer

in case of emergency

to do smth by a customer's express
authority

to prepare atax return

to check on the credit standing of
smb

to handle cash collections and
disbursements for smb

to invest temporary cash surpluses
in short-term interest-bearing
securities

to market security brokerage
services

bond

to referto smth

Text 6.2

to accrue

to compound

to credit

maturity

notice

principal

term

transferable

a current account (Br.) /a checking
account (Am.)

a debit (credit) entry

to allow interest on an account
statement of (the) account

to remunerate smb

to keep a good credit balance

a deposit account (Br.)/ a saving
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npefoctaBfieHne  GAaHKOBCKMX  YCAyr  KPYMHbIM
KnueHTam (Iopuanyeckum nuuam)

npefocTaBneHne  GaHKOBCKUX  YCAYr  OTAENbHbIM
BKNaZumkam (Chusnyeckum nuuam)

npegnararb NPOLEHTHbIE BKIadb!

MPOBOANTL ONepaLmio

Ba/IlOTHbIE OnepaLum

BO3BpALLATh Y- N0 NPeAbABNEHUIO NOANUCH KNMEHTa

B Ype3BbIYaIAHON cUTyaLumn
Jenatb Y-l ¢ paspeLleHns kneHTa

MOATOTOBUTH AEKNapaLyio o 4oXofax
MPOBEPATL KPEAUTOCNOCOGHOCTb K-/

OCYLLECTBNATL ONepauun no Noay4eHno U Bbiniate
AEHEeXHbIX CPefCTB

WHBECTUPOBATb BPEMEHHO CBOBOAHbIE [EHEXHble
cpefcTBa B KPATKOCPOUHbIE MPOLLEHTHbIE LieHHbIe
Gymaru

npegnaratb Gpokepckue YCnyrm no - peanusauum
LLeHHbIX Bymar

obmrauus

onpesensTb Y-, HasblBaTb Y-N

YBENINUMBATLCS, HAKONAATLCS, HapacTaTb
HAYMCNATb PACCUUTLIBATDL C/OXHbIE NMPOLEHTHI
[06aBNSATb, 3anMcbiBaTh Ha cyeT

CpOK Onnathl

n3BelLLeHne

OCHOBHasi cymMmma

CpoK

NepeBOAHON, C NpaBoM nepesayun Apyromy
TeKyLWnid cuet

3anuch B febet (kpeaur)

npeAycMaTpuBaTh BbiNaaT NPOLEHTOB MO CYETY
BbINMCKa C 6aHKOBCKOrO NMLEBOr0 CYeTa KaneHTa
BO3Harpaxaartb, BbiNiaynBaTb

NMeTb KPeANTOBOE CaNbfo Ha cyeTe

CPOYHbII fEN03UTHbIN cyeT



account (Am.)
to earn interest

to pay deposit interest at 5%

a base rate

noslyyatb NPOLEHTHI
Bbinnaunsats 5% no genosutam
6a3oBas ccyjHas cTaBka

to make withdrawals at seven cHumaTb AeHbrM CO cyeTa C yBefOMMIEHWEM 3a 7

days' notice
to compound interest

a single ownership account
to give smb power of attorney

to require a reference

to give specimen signature

Text 6.3

active account
accrue (v)

balance (v)

cancel a cheque (v)
compound interest
credit (v)

debit (v)

deposit

fund

genuine

insurance

insure against (v)
interest on bank credits
joint account

ledger

liquid

maturity

notice

outstanding

overdraft
overdraw (v)
passhook

per annum
principal

posting

rate of interest
reconcile (v)
commission

service charge (US)
term

time certificate
transferable

[JHeit

CKNafblBaTb NPOLEHTHI

NINYHBIA cyeT

YNO/HOMOUMBATL OAHO NNLO Ae/ACTBOBATb OT UMEHM
apyroro

npeAycMaTpuBaTh pekoMeHaaLmIo

Aatb 06pasel nognmcu

aKTVBHbI A€NO3UTHbIN CYeT

HakannneaTbcs

ca/ibAnpoBarb, NOABOANTL UTOT, 3aKPbIBATH CYETA
aHHy/IMpoBaTh Yek

C/OXHbI€ MPOLEHTbI

KpeanToBaTh

nebetoBatb

BKNad, AEN03uT, 3aaToK

3anac, peseps, (hoH[

NOA/IMHHBINA, HENOAAENbHbII

cTpaxoBaHue

CTpaxoBaTb(cs)

NPOLEHT N0 6aHKOBCKOMY KpeauTy

COBMECTHbIN cyeT

byxranTepckas KHura

NINKBUAHBINA

CpOK nnatexa

W3BeLLEeHe, YBEAOMNEHNE

1) BbINYLLUEHHbIN B 06paLyeHuE;

2) He NpeabABNeHHbI K NNaTexy, 3a40MKeHHbIN
oBepapadT, NpeBbILLEHNe KPeAUTHOTO UMUTA
ponyckatb 0BepapadT, NpeBbllaTb KpeAUTHBIA NUMUT
0aHKOBCKAs pacyeTHas KHWXKa, AEn0o3vTHAsA KHUXKA,
cbeperatenbHas KHKKa

€XEerofHo

1) HoMMHan Bekcens; 2) kanutan; 3) OCHOBHOM AO/MKHUK
NpoBO/Ka

NPOLLEHTHas cTaBka

BbIBEPATH CUeT

KOMUCCUMOHHBIA cYeT

KOMUCCHOHHBIA CueT

CPOK BbINOSIHEHNSA 0653aTeNbCTB

CPOYHbIIi cepTudmkat

nepeBoAHOiA



Text 6.4

amortize

repaid by annual installments

appraise
assets

fixed assets

current assets
balance sheet

chattel

chattel mortgage (US)
clear

collateral security

collateral
debt
deed
discount

encumbrance
equity

estate

estimate

holding

holdings

indebtedness

installment

legal charge

liabilities

liquidate

mortgage

net value, net worth (US)
obligation

pledge

property / real estate (US)
retire

securities title

trust

trust deed (US)
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1) norawaTb AOAT B PACCPOUKY;

2) obecneunBaTb NOCTENEHHYIO BbINAATY 3aiMa
BblN/J1AYEHHBINA B PACCPOUKY

OLeHNBaTh, ONpeaensiTb CTOMMOCTb

WMYLLECTBO, [OCTOSHWE, CPEACTBA; aKTUBbI; (HOHABI;
kanuTan

OCHOBHbIE CPEACTBA, OCHOBHbIE (HOHABI

TekyLuMe akTuBbl

6anaHcoBblil 0THET

OBWKMMOE MMYLLECTBO

NNOTEYHbI KPeauT (am.)

1) ocywecTBNATL KNUPUHT BEKCENElA, YEKOB;

2) BbINN@4NBaTh MO YKy KINeHTa

NMyLLeCTBEHHOE 0becneyeHne, obecneyeHne LieHHbIMM
Bymaramu

obecrneyeHue; 3a/10r; JONONHUTENbHOE 06ecneyeHne
[ONT, 3810/XKEHHOCTb, 06513aTeNbCTBO

LOKYMEHT, CKPENEHHbIA NOANUCHIO W NeYaTbio

1) AMCKOHT, yuyeT BeKceneii; 2) MPOLEHT CKMAKW, CTaBka
yueta

3aknafHas, foAr, 0693aTenbCTBO

1)mapxa; 2) JoNs aKLMOHepa B Kanutane;

3) 06bIKHOBEHHAA aKLWs

NMYLLLECTBO, COCTOAHNE

1) oueHuBaTb; 2) NoAcUNTbIBATD; 3) COCTABAATbL CMETY
1) BnageHne akuusimu; 2) nakeT akuui

BKMabl, aByapbl

3a[,0/KEHHOCTb

1) oyepeHOIi B3HOC; 2) YACTUYHBINA NNaTex

3aKOHHas nnara

AeHexHble 06a3aTenbCTBa

NMKBUAMPOBATH, Norawartb

nnoTeka; 3anor; 3aknagHas

yucTas CTONMOCTb KOMMaHUW; COBCTBEHHbIN KanuTan
[0Nr0BOE 0653aTeNbCTBO; 0bmraumsa

3aknagblBatb

1) co6CTBEHHOCTb; 2) UMYLLECTBO HEBUXUMOCTb
norawatb 40Mr0Boe 0653aTeNbCTBO

LieHHble 6ymary, PoHAbI NpaBo CO6CTBEHHOCTY

1) TpacT, aoBepuTenbHbIA hoHA; 2) kpeauT / fasatb B
Kpeaut

aKT yupexaeHus LOBEPUTENbHOI COBCTBEHHOCTH



Text 6.5

to lend out at interest

to ensure a prudent lending
policy

a loan policy

to shape a bank's overall loan
portfolio

maturity

to control a bank's risk exposure
real estate loan

financial institution loan
commercial and industrial loan
miscellaneous loans

lease financial receivables

to cover operating expenses

to borrow an amount towards
the cost of smth

to repay by installments

Text 6.6

to request a loan

to service a loan

to submit documents
capacity to sign a loan

collateral
to pledge smth behind the loan
to make a claim against assets

in the event of loan default
Text 6.7

to meet the challenge
to borrow and
wholesale funds

to be tied to some international base

rate
hedging techniques
cash management services

banking services in assistance with

foreign mergers and acquisitions
to participate in syndicated loans

interbank market

lend short-term

npenocTasnATb CCyay nog NPOUEHTbI
obecneuntb HaEXHYI0 KPEAUTHYIO NOSTUTUKY

KpeAuTHas NonTMKa
chopMMpOBaThL KpeAUTHBI NopTdhens GaHka

CPOK norateHnst

KOHTPO/IMPOBATbL pa3Mep NOTEHLMALHOMO pucka GaHka
CcCyZa Nnof HEABUXMMOCTb UMOTEYHbI KpeauT

cCya (hUHAHCOBOMY YUPEXAEHIO

CCy/a TOproBO-MPOMBILLIEHHOMY NPEANPUATUAID

npoune ccyabl

(hMHAHCOBbIE JIM3MHT U

06ecneunBaTh OnepaLoHHbIE PacXoApl

6paThb KpeauT B pasmepe CTOUMOCTH Y-/l

BbIN/1a4nBatb KPEANT B PACCPOUKY

06paTUTbCs C NPocb60il 0 NpedoCTaBNEHUI KpeauTa
BbINAAUMBATH KpeauT

NPefoCTaBNATh AOKYMEHTbI
lopuaMyeckoe MpaBO Ha MoAnucaHue
NpefoCTaBeHnN ceyabl m
obecneueHne kpeauta

NpefoCTaBNATL Y- NOf 06ecneyeHne kpeauTa
Tpe6oBaTh MoralleHMe ccygbl 3a  Ccuet
JOMKHMKA

B C/lyuae HEBO3MOXHOCTW BEPHYTb CCYAY

KOHTpaKTa o0

aKTNBOB

YZOBNETBOPATL Tpe6oBaHsl

OCYLLECTB/ISITh ONTOBbIE KPATKOCPOUHbIE OMepaLyn
N0 MPUB/IEYEHNI0 3aEMHBIX CPEACTB U1
KpeanTOBaHMio

3aBUCETb OT MEX/lyHapoAHO! 6a30BOli CTaBkM

NPUEMbI Xe[XMPOBaHUS (MUHUMU3ALIN PbIHK])
YT MO YNPABEHMI0 HAMMYHOCTbIO

ycnyr 6aHka Mo okasaHuio COfielicTBUS B BOMpOcax
CNSHUS W NPUOBPETEHNS MHOCTPaHHBIX KOMMAHMWIA
yyacTBOBaTh B NPEAOCTABNEHNM CUHANLMPOBAHHOTO
KpeanTa

MeXGaHKOBCKMIA PbIHOK



to operate in forward market

OCYyLLECTBNATL oOnepaunnM Ha CPOYHbIX BasllOTHbIX
PbIHKaX

foreign exchange (FOREX) market ~ BalOTHbI pbIHOK

eurocurrency banking
representative office

to offer full-service facilities
International ~ Banking
(IBFs)

shell branch

to trade in swaps

Text6.8

accept a hill (v)
bank draft

baik money order
bank note, note, bill (US)
beaer

bill of exchange
cash(v)

cashier's check (US)
certified check
certify (v)

traveller's cheque
creditor

credit standing
denomination
discount a hill (v)
endorsefindorse (v)
forms of exchange
honoura bill (v)
identification

in lieu of

issue (v)

mature (v)
negotiable

payee

payer
sight draf

96

GaHKOBCKME OnepaLyu Ha PbiHKE epoBaTHOT
NpeACTaBUTENBCTBO
NPefoCTaBNSTL NOMHbIN CNEKTP ycyr

Facilities noppasfenesne  3arpaHuyHblx  6aHKOB  Ha

Tepputopumn CLUA
3arpaHnyHoe OTAeNeHne («NOYTOBbIN ALLK»)
06MeHNBaTb 0AHY BaUTIOTY Ha ApYryto

aKUenToBaTb BEKCENb
6aHKkoBCKas TparTa

6aHKOBCKIiA AEHEXHbIN NEepeBoj

6aHKHOTa

npeLbsaBUTENb, fepXaTenb

nepeBOHOI BEKCeNb

nony4atb HaN4Hble, 06HaNNYMBATL

Kaccupcknii vek

YAOCTOBEPEHHbIA Yek

3aBepATh, YA0CTOBEPATH

JOPOXHBIN ek

KpeauTop

KpeAMToCnoco6HOCTb

LOCTOWNHCTBO, LIEHHOCTb, JeHOMUHALMA
LVCKOHTMPOBATH BEKCENb

WHAOCCMPOBATH, JenaTb NepedaToyHyo Hagnuch
thopmbl 06MEHA

akuenToBaTb BEKCeNb

NaeHTUMKALNA LeHHbIX Bymar

BMECTO

BbiMycKaTb B 06palleHne

HacTynatb (0 cpoke nnartexa)

OTUYX[JaeMbli, NnepeAaBaemblit

PEMWUTEHT, MOMyyaTeNb nnatexa no  KpeauTHbIM
06s3aTenbCTBaM

nnaTenbLLMK N0 KPeAUTHbIM 0653aTeNbCTBaM
BEKCe/b Ha NpedbasuTens



UNIT 7
Text 7.1

payment in advance
open account
Bill of Exchange

Documentary Letter of Credit

cash with order
cash on delivery

remit
integrity
consignment

Text 7.2

payment on presentation
payment on demand
bearer

a bill drawn on
settlement

sight draft

term draft
tenor of the bill
due date

acceptance

face of the bill
forward a bill
collecting bank
dean bill

cash against documents
promissory note
direct collection
reshipment

recoup delay
default

notary

notice of dishonour

aBaHCOBbIi nnaTex

OTKPBbITHI CYeT

NepeBOAHON Bekcenb, Tpana

TOBapHbI aKKpeaMTINB, AOKYMEHTAPHBIA akKpeanTuB

1) nnaTexHoe nopyyeHne™) npegbsaBuTeNbCkas Tpana
onnara HaMyHbIMM B MOMEHT MOCTaBKW, HAMOXEHHBIN
nnarex

NepeBOANTb, NEPEUNCNATb JeHbru

L|eNnoCTHOCTb

1) KOHCMrHauusa™) napTus rpysa

nnatex no NpeAbsBieHo
nnatex no Tpe6oBaHNio
npeLbABUTEND, AepxaTenb
BEKCe/b, BbICTAB/IEHHbI Ha ...
3aKNKYeHne caenku
1) Bekcenb Ha
npegbaBuTENs
CpoyHas Tpana
CpOK Bekcens

CPOK MOralleHns KpeauTHOrO 06M3aTenbcTBa; CPoK
nnarexa

1) npuHATKe, aKLEHT, cornacue Ha onnary;

2) aKuenToBaHue Bekcens

HOMUHanN Bekcens

0TNPaBAATb, NOCLINATL BEKCENb

GaHk-uHKaccaTtop

HeJOKkyMEHTUPOBaHHbIi BEKCenb

nnaTex HanMyHbIMW NPOTUB LOKYMEHTOB

NPOCTOIi BEKCeNb; fONTOBOE 06513aTeNbCTBO

1) npsAmMas uHkaccaums; 2) npsMoii eHexHbIn coop
neperpyska, nepesanka

3afiepxka oKynaemocTy

HEBbINOMHEHWe 06513aTeNbCTB; HeynnaTa

HoTapuyc

1) yBeijoMNIEHNE O HeakLenToBaHUU BEKCeNs;

2) yBejOM/IEHIe O HeynnaTe BeKcens

npefbsiBuTeNs; 2) Tpana Ha
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Text7.3
expiry date

the terms of the credit
revocablefirrevocable
cancel

amend

advise a letter of credit
advising bank
confirming bank
issuing bank
compatible with
reimburse

debit

Text7.8

remittance
cashflow

cheque (br.); check (am.)
draw a cheque on

clear a cheque

banker’s draft

clearance

mail transfer
telegraphic transfer

UNIT 8
Text 8.1

bear in mind

logical sequence
acknowledgement and
restatement
enclosure

single spacing

double space

sheet

preceding
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1) ucTeYEeHNe CpoKa AECTBUS KOHTpaKTa;
2) NCTeueHMe Cpoka onLmoHa

YCnoBus Kpeauta

0T3bIBHbIN / 6E30T3bIBHbIN

aHHy MpoBaTh

BHOCWTb U3MEHEHNS, NONPaBKy

aBuM30BaTh aKkKpeauTIB

GaHK, NPOM3BOAALLMIA BbINAATbI NO aKKPeAUTUBY
NOATBEPXAAIOLLMIA 6AHK

3MUCCUOHHDIIA GaHK

COBMECTUMBbIIA, COYETAEMBIIA

norawartb (KpeauT, 3a0/HKEHHOCTb 1 T.4.)
[nebeToBaTb, 0THOCUTb Ha Ae6eT cueTa

1) pemuTMpOBaHWe, NepeBOf [AEHer; 2) [AeHEeXHblii
nepeBos

[BUXEHNE HAMNYHOCTY; pasHULA MeXZy HaanyHbIMu
NOCTYNAEHNAMU W NAaTEXaMM

1) yek; 2) nepeBoAHOI BeKcenb

BbINUCbIBATH YekK

OCYLLLeCTBAIATL KIUPHHT YeKOoB

GaHkoBCKas TpaTTa

NPOW3BOACTBO PACYETOB uepe3 pacyeTHyl nanaty;
KNWPUHT BEKCEeNei 1 Yekos

MOYTOBbLI NEPEBOA

TenerpachHblii nepesog,

MOMHMTb, NPUHUMATL BO BHUMAHUE
nlornyeckas nocnefoBaTebHOCTb
noATBEPXAeHUe (MONYUYEHNS); TOBTOPHOE 3asB/eHNe

B/IOXEHWE, NpUNoXeHne
OAVH(apHbIiA) MHTEpBAN ( MEXAY CTPOKaMi TeKCTa)
[BOIHOW MHTEpBAN; ABOIIHOI Npoben

nnet (6ymaru, cTekna, Metanna); MCTok
npeLLwecTByOWNNA



Text 8.2

open account

penetrate
retail buyer
spring up
credit standing

credit status

OTKpbITHIA ~ cueT  (chopMa  pacYeTHO-KPEAUTHBIX
OTHOWIEHNA  MexXZy MNpoAaBLUOM W NOCTOSHHbLIM
nokynatenem, npu KOTOpOii ToBapbl OTMpaBnstoTcs 6e3
MOATBEPXAEHNS ONnaThl, a NoKynaTefb B OTOBOPEHHbIE
CPOKM NoraluaeT CBOK 3a0/KEHHOCTb)

NpOHUKaTL

PO3HMYHbIi TOProBeL,

BO3HMKATb, NOABNATLCSA

KpeaMTHOE  NOMOXEHWe,  KpeduTHas  penyTaums
(penyTaums, KOTOpYt0 YeN0BEK MOMyYaeT B 3aBUCUMOCTM
OT CBOEBPEMEHHOCTU ynnaThl [JONMOB, KPEAUTHOM
UCTOPUM U T. N.; KPEAUTHBIA PENTUHT 06bIYHO ABNSETCSA
KONIMYECTBEHHbLIM NOKa3aTeneM Toil xe penyTaumu)
KpeAUTHbIA cTaTyc (CTaTyc Auua, onpefensembiii ero
TEKYLWMM  (DMHAHCOBLIM  MOMOXEHUEM W KPEeAMTHOIA
ncTopuei)
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