


Pawan Jhabak
M.Com., P.G.D., Ed.M,

Ex-Vice-principal, Rustomjee Business School,
Dahisar (West), Mumbai - 68 and

Visiting Faculty at various Management Colleges,
India.

MUMBAI  NEW DELHI  NAGPUR  BENGALURU  HYDERABAD  CHENNAI  PUNE  LUCKNOW
 AHMEDABAD  ERNAKULAM  BHUBANESWAR  INDORE  KOLKATA  GUWAHATI

COMPLICATED
FINANCIAL

Words Made Easy



First Edition : 2013

Published by : Mrs. Meena Pandey for Himalaya Publishing House Pvt. Ltd.,
“Ramdoot”, Dr. Bhalerao Marg, Girgaon, Mumbai - 400 004.
Phone: 022-23860170/23863863, Fax: 022-23877178
E-mail: himpub@vsnl.com; Website: www.himpub.com

Branch Offices :

New Delhi : “Pooja Apartments”, 4-B, Murari Lal Street, Ansari Road, Darya Ganj,
New Delhi - 110 002. Phone: 011-23270392, 23278631; Fax: 011-23256286

Nagpur : Kundanlal Chandak Industrial Estate, Ghat Road, Nagpur - 440 018.
Phone: 0712-2738731, 3296733; Telefax: 0712-2721215

Bengaluru : No. 16/1 (Old 12/1), 1st Floor, Next to Hotel Highlands, Madhava Nagar,
Race Course Road, Bengaluru - 560 001.
Phone: 080-32919385; Telefax: 080-22286611

Hyderabad : No. 3-4-184, Lingampally, Besides Raghavendra Swamy Matham, Kachiguda,
Hyderabad - 500 027. Phone: 040-27560041, 27550139; Mobile: 09390905282

Chennai : No. 8/2, Madley 2nd Street, Ground Floor, T. Nagar, Chennai - 600 017.
Phone: 044-28144004/28144005; Mobile: 09345345051

Pune : First Floor, "Laksha" Apartment, No. 527, Mehunpura, Shaniwarpeth
(Near Prabhat Theatre), Pune - 411 030. Phone: 020-24496323/24496333;
Mobile: 09370579333

Lucknow : House No 731, Shekhupura Colony, Near B.D. Convent School, Aliganj,
Lucknow - 226 022. Mobile: 09307501549

Ahmedabad : 114, “SHAIL”, 1st Floor, Opp. Madhu Sudan House, C.G. Road, Navrang Pura,
Ahmedabad - 380 009. Phone: 079-26560126; Mobile: 09377088847

Ernakulam : 39/176 (New No: 60/251) 1st Floor, Karikkamuri Road, Ernakulam,
Kochi - 682011, Phone: 0484-2378012, 2378016; Mobile: 09344199799

Bhubaneswar : 5 Station Square, Bhubaneswar - 751 001 (Odisha).
Phone: 0674-2532129, Mobile: 09338746007

Indore : Kesardeep Avenue Extension, 73, Narayan Bagh, Flat No. 302, IIIrd Floor,
Near Humpty Dumpty School, Indore - 452 007 (M.P.). Mobile: 09301386468

Kolkata : 108/4, Beliaghata Main Road, Near ID Hospital, Opp. SBI Bank,
Kolkata - 700 010, Phone: 033-32449649, Mobile: 09883055590, 07439040301

Guwahati : House No. 15, Behind Pragjyotish College, Near Sharma Printing Press,
P.O. Bharalumukh, Guwahati - 781009, (Assam).
Mobile: 09883055590, 09883055536

DTP by : HPH Editorial Office, Bhandup (Avinash/Sunita)

Printed at : M/s Sri Sai Art Printers, Hyderabad. On behalf of HPH.

© Author
No part of this publication may be reproduced, stored in a retrieval system, or transmitted in any form
or by any means, electronic, mechanical, photocopying, recording and/or otherwise without the prior
written permission of the publishers.



Preface

‘Genius is the ability to reduce complicated to the simple’.
– Albert Einstein

One finds financial words very complicated, difficult to understand, too technical
and so on… But Finances are important – too important not to understand,
‘Complicated Financial Words Made Easy’ can help you understand and master
financial jargons!!
This in turn, will help you to manage your personal finance better. Also it will help
you to improve your financial vocabulary and rise faster to topmost position in your
organisation.
This is an Indian book with International Appeal!!
Best Wishes for this New Journey!!

Pawan Jhabak
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CHAPTER 1 

ACCOUNTING 
 

Accountant’s Opinion 
A formal statement prepared by an independent certified Chartered Accountant that spells out his 

judgment about the veracity and completeness of a set of financial statements prepared by a company. 
When he believes those statements to be materially complete and accurate, his judgment will be 
“unqualified.” A “qualified” judgment indicates that the statements may not be reliable sources of 
information and that potential investors should beware. 

See also: Annual report, CPA, Financial statements, CA 

Radha needed an accountant’s opinion before the bank would even consider her request for a 
business loan. 

Accounts Payable (AP) 
Short-term liabilities incurred by a business when it buys on credit from suppliers. Often 

associated with inventory purchases. 

  See also: Balance sheet, Liabilities 
  The Garodia School’s bookkeeper kept track of the accounts payable to ensure the school 

stayed in good standing with their vendors. 

Accounts Receivable (AR) 
An asset held by a business that measures the money still owed to them for their credit sales. 

See also: Asset, Debtor. 

The accounts receivable office kept track of who owed the company money. 

Accrual 
An accounting term used to describe revenue or expenses recognized although no cash has yet 

changed hands (for example, interest earned but not yet received). 

See also: Accounts payable, Accounts receivable 

The bookkeeper accounted for all the accruals at the end of the period so the company’s books 
would be accurate when the tax accountant arrived. 

Accrued Interest 
Money earned on an investment but not yet received, typically occurring for investments (such as 

bonds) with fixed earnings and payout dates. 
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See also: Bonds, Debentures. 

Shyam kept track of his accrued interest, so he knew approximately how much to expect when 
the cheque came. 

Accumulated Depreciation 
An accounting measure that holds the cumulative total of depreciation taken over the life of an 

asset. 

See also: Asset, Depreciation 

The accumulated depreciation on the RIL’s equipment made it appear worthless on the books, 
even though it was really worth crores of rupees. 

Acid Test Ratio = Quick Assets/Quick Liabilities 
A measure of a company’s ability to pay its short-term liabilities on time without having to sell 

off inventory. Calculated by dividing total short-term liabilities into the sum of cash, accounts 
receivable, and short-term investments. Results of 1.0 and higher indicate good liquidity. Also called 
the “quick ratio.” 

See also: Liabilities, Liquidity, Ratio analysis 

Sunita always showed her clients the results of the acid test ratio before recommending an 
investment in a particular company. 

Acquisition Cost 
The total price paid to acquire an asset, including such things as sales tax, broker commissions, 

and delivery charges. 

See also: Asset, Broker, Commission 

The total acquisition cost of 100 shares of stock came to ` 1,250 even though the market price 
was only ` 11 per share. 

Active Income 
Earnings derived from physical participation in a business activity. Active income includes 

earnings such as salary, wages, and profits from a business in which the owner actually works. 

See also: Passive income, Portfolio income 

Since Dipak worked in the human services field, his active income was not high, making his 
investments even more important. 

Adjusted Cost Basis 
The full amount paid for an investment, plus any fees paid (such as brokers’ commissions). It can 

also be impacted by financial events, such as stock splits. 
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See also: Broker, Capital gains, Securities  

After commissions and four stock splits, the adjusted cost basis of Deepa’s HDFC shares bore 
almost no resemblance to the market price she had paid for them.     

Aggressive Accounting 
Deceptive accounting practices used by companies to make their financial statements appear 

better than they are, especially when it comes to profits. Also called “cooking the books” & “window 
dressing”. 

  See also: Financial statements, Profit 
  The ethical CFO refused to work with companies that even considered aggressive 

accounting. 

Annual Report 
A document prepared each year by a publicly held corporation or mutual fund to inform 

shareholders and potential investors about its financial performance, including audited financial 
statements covering the preceding year’s activity. 

See also: Financial statements, Mutual fund, Publicly held corporation. 

Potential investors would do well to study a company’s annual report before investing large 
amounts of money. 

Appraisal 
A professional valuation of an asset. 
See also: Asset, Due diligence  
The insurance company asked for an outside appraisal of the woman’s antiques before writing 

her policy. 

ASBA 
ASBA means "Application Supported by Blocked Amount", enables investors to apply for 

IPOs/FPOs and rights issues without making a payment until allotment. 

See also: IPO, FPO, Book Building 
ASBA (Applications Supported by Blocked Amount) in case of application money in public 

issue. 

Asset 
Anything of value, which may or may not have a physical form, owned by a person or other 

entity such as a business or government office. 

See also: Intangible asset 

When money gets tight, people often forget that they may still have assets that can be used to 
generate wealth or secure loans. 
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Asset Class 
An investment category, such as stocks or real estate or bullion. 

See also: Asset 

Seema’s broker advised her to broaden her portfolio holdings because she was overloaded in a 
single asset class. 

Asset Coverage Test 
An accounting ratio that measures whether a company will be able to pay-off its existing long-

term debt obligations (such as bonds) with its existing assets, after all current liabilities are met. This 
test is used to evaluate the risk of default on corporate bond issues. It is more effective when the 
market value, rather than the book value of the assets is used in the equation. 

See also: Bond, Default risk, Ratio analysis 

The CEO regularly insisted on an asset coverage test to ensure the company was in solid 
financial shape. 

Asset Turnover  
A financial ratio that shows the rupee amount of sales generated per rupee of a company’s assets, 

which is calculated by dividing revenue by total assets. This ratio shows how well a company is using 
its assets to produce sales; a higher result is better. 

See also: Fundamental analysis, Ratio analysis 

The Board was charged with making the company’s asset turnover more efficient. 

Audit 
Examination of financial records to verify their authenticity and accuracy. 

See also: IRS, ICAI 

Most Businessman fear an Government audit even more than they fear a colonoscopy. 

Audited Statements 
Detailed financial reports that have been verified by an independent source, typically a reputable 

CA firm. 

See also: CA, Financial statements 

Publicly traded corporations are required to present audited statements to their shareholder 
and to the SEBI. 

Average 
A value calculated by adding all the numbers in a group, then dividing that sum by the number of 

numbers. For example, the average of 5,7,8 = (5+7+8)/3. 
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Often used in quantitative analysis calculations and financial ratios.  

See also: Weighted average 

Rupa was happy as long as the day’s average share price was higher than what she had paid for 
her stock. 

Average Cost Method 
A way to calculate the basis of individual assets in a pool of like assets. Computed by dividing 

the total rupee value of the pool by the number of assets in the pool. Usually used to determine basis 
for stock or mutual fund shares when calculating capital gains or losses at tax time. 

See also: Basis, FIFO, LIFO 

When Veena sold half of her mutual fund shares, she reported her gains using the average cost 
method. 

Balance Sheet 
A financial statement that lays out the financial situation/position of a company on a specific 

date. This statement provides a summary of the company’s total assets, liabilities, and equity. 

See also: Asset, Equity, Liabilities 

Sukhada scrutinized the company’s balance sheet before deciding whether to invest in it. 

Basis 
The full purchase price of a security, including any taxes, commissions and fees paid. Also 

known as tax basis. 

See also: Capital gains 

Bharati’s accountant made her keep track of the basis for every investment she had so he 
wouldn’t have to track down the information when she sold those investments years later. 

Big Four 
The four biggest accounting firms in the United States/World often called upon by publicly 

traded corporations to issue official opinions on the companies’ financial statements. 

See also: Accountant’s opinion, CA 

Between them, the Big Four issued opinions on virtually every corporation listed on the Stock 
Exchange. 

Black Knight 
A company that attempts a hostile takeover on a target company 

See also: Hostile takeover 
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When Fame Cinema heard the rumor of a black knight, the board immediately rallied to stave 
off the takeover. 

Board of Directors 
The governing body of a corporation, as elected by the corporation’s shareholders. 

See also: Corporation, Voting rights 

The Board of Directors of Infosys Ltd., voted to start dealing only with other organizations that 
upheld fair-trade practices. 

Book Value 
An accounting calculation that measures the net worth of a company by subtracting its 

outstanding liabilities from its total assets; also used to measure the net worth of individual assets by 
subtracting accumulated depreciation from the full cost of that asset. 

See also: Accumulated depreciation, Asset, Liabilities 

Although the corporation appeared to be in good financial shape because of its high earnings but 
its book value told a different story. 

Book Value (per share) = SharesEquityofNo.
CapitalSh.Pref.FundrsShareholde −

 

Capital Lease 
A lease agreement that conveys effective ownership of an asset, even though technically it is not 

owned by the lessee. Calls for special accounting treatment, where the asset is included on the balance 
sheet of the lessee. 

See also: Balance sheet, Operating lease 

The K-Sera company had a capital lease through the convention center on the building they used 
for a rehearsal space and smaller productions. 

Capital Loss 
The amount by which the total purchase cost of an asset exceeds its selling price. 
See also: Capital gains 
Anil sold some stock for quick cash, but he suffered a capital loss on the sale. 

Capital Structure 
The methods a company uses to finance its assets, which typically include a combination of 

equity investment, short and long-term debt. 

See also: Debt, Debt to equity ratio, Equity 

Once the promoters of future group had their capital structure in place, they were able to open 
their new business. 
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Carrying Value 
An accounting calculation used to measure a company’s net worth, which is calculated by 

subtracting outstanding liabilities from total assets. Also known as “book value.” 

See also: Accumulated depreciation, Asset, Liabilities 

According to the carrying value, the business was not doing financially well as many investors 
believed. 

Cash Flow 
The movement of money into and out of a company, due to operating, financing and investing 

activities. 

See also: Statement of cash flows 

The Microsoft Company ran into cash flow issues when its latest software did not sell as well as 
expected. 

CEO (Chief Executive Officer) 
The top executive of a company (often its Managing Director), who is responsible for overall 

decision making for the company. 

See also: CFO 

The new CEO INDRA NOORYI (PepsiCo Ltd.) made it clear she would be taking the company in 
a new direction in order to keep the corporation modern. 

CFO (Chief Financial Officer) 
The professional responsible for managing all the financial activities of a company. He sets the 

high-level financial policies for the company. 

See also: CEO 

The CFO of TCS was able to revitalize the corporation’s budget and increase earnings in just 
two years. 

Chartered Accountant (CA) 
A finance professional licenced by the state in which she practises after fulfilling strict education 

requirements and passing a comprehensive exam conducted by ICAI. 

See also: CWA CS, MBA. 

Tamanna was very happy to pass CA final Exam in 1st attempt with 4th Rank. 

Churning and Burning 
The act, committed by unethical brokers, of excessively trading securities in a client’s account in 

order to increase commissions. 



8  Complicated Financial Words Made Easy 

 

See also: Boiler room, Fiduciary 

The broker lost his reputation and most of his clients when it became public that he was 
churning and burning. 

Commission 
A service fee charged by brokers in exchange for their services, typically on a per-transaction or 

% basis. Rates vary widely by firm, but are usually highest for full-service brokers. 

See also: Broker, Discount broker, Full-service broker 

Paying a commission is usually a reasonable exchange for getting the wisdom and advice of a 
professional broker. 

Comparative Statements 
Financial reports for a single company from different time periods, which are formatted in the 

same manner and presented side by side to make it easy for investors to spot patterns and trends. 

Comparative statement can also be prepared for same time period but of different companies. 

See also: Financial statements 

Prior to making a large investment with a corporation, Sunny liked to see the comparative 
statements, so he could draw his own conclusions. 

Comparative statements are prepared in four columns: (1) Previous Period (2) Current Period  
(3) Change and (4) % Change. 

Conglomerate 
A big company that has a controlling interest in several other, seemingly unrelated, smaller 

businesses. 

See also: Wholly owned subsidiary 

Sumedha was shocked to learn that the company that made salt was owned by the same 
conglomerate that made automobiles. (e.g., TATA Sons) 

Consolidation 
The combination of two or more companies (or product lines) into a single new entity. 

See also: Merger 

The Kraft Company and the Cadbury Company realized that a consolidation would increase 
efficiency for both of them. 

Controller 
The top financial manager in a company, usually in charge of the accounting systems and related 

departments. In small companies, he may also be the CFO, sometimes also called the “comptroller.” 
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See also: CFO, CA 

The controller made all the financial decisions for the company, reporting only to the board of 
directors. 

Cook the Books 
Fraudulent accounting practices used by corporations to make their financial statements, 

particularly profits, look better than they are. Also called window dressing/aggressive accounting. 
See also: Financial statements, Profit 
The executives of Satyam faced charges when it came to light they had known about and 

approved of the plan to cook the books. 

Corporate Governance 
Corporate Governance refers to the distribution of rights and responsibilities among different 

participants in a corporate entity. Its core principles are fairness, transparency, accountability and 
responsibility. Corporate Governance has emerged as an integral part of Corporate Financial 
Management practices in India. The SEBI has specified Corporate Governance Code and Corporate 
Governance Rating. 

See Also: Audit Stock Exchange 

The financial crisis revealed severe shortcomings in corporate governance. 

Corporate Charter 
A legal document that creates a corporation and sets the rules it follows. Information includes the 

name and purpose of the company, the number of shares authorized to be sold, and the names of the 
people creating the corporation and filed with the Government where the corporation is based. 

See also: Authorized shares, Corporation, Memorandum of Association. 
The business partners of Infosys celebrated the culmination of their dreams once the corporate 

charter had been filed. 

Corporation 
A company that operates as a separate legal “person,” with its own legal rights and obligations. 

Owners, also known as “shareholders,” bear no legal responsibility for the actions or financial 
obligations of the company. The liability of shareholders is limited. Ownership is measured in shares 
of the company, called “stock.” 

See also: Common stock, Limited liability 
Mark and Pawan formed their corporation in the hopes that one day it would be big enough to 

trade on the National Stock Exchange. 

Cost of Goods Sold (COGS) 
The amount originally paid for inventory items that have been sold to customers. 



10  Complicated Financial Words Made Easy 

 

See also: Statement of profit and loss 

Every company that sells goods has to show costs of goods sold in their financial revenue 
statements. 

COGS = Opening Stock + Purchases + Wages + Factory Expenses – Closing Stock 

Cost of Sales 
The original rupee amount paid to purchase the inventory items that have been sold to customers. 

More often called “cost of goods sold.” 

See also: Statement of profit and loss 

The bookkeeper ensured the cost of sales showed up on every one of the shop’s financial reports. 

CPA (Certified Public Accountant) 
A financial professional, licenced by the state in which she practises after fulfilling strict 

education requirements and passing a comprehensive series of exams. 

See also: Broker, Certified financial planner, CA, CWA. 

Bharati hired a CPA to do her annual tax returns and help with some financial planning. 

Credit Cliff 
When a company already struggling with debt problems faces additional troubles which can 

cause a lowering of their credit rating. Companies with lowered credit ratings have to pay higher 
interest rates for their loans, increasing their costs of financing and cutting further into their cash.  

See also: Credit rating, Default 

The Kingfisher faced a credit cliff when fuel prices skyrocketed and their vendors would not 
extend any more credit.  

Current Ratio 
A mathematical measure of a company’s ability to pay its short-term liabilities in a timely 

manner. Calculated by dividing total current assets by total current liabilities. A result of less than 1.0 
indicates liquidity problems. Ideal current ratio is around 2:1. 

See also: Liquidity, Ratio analysis 
Prakash was concerned when the current ratio on Vishal Retail Corporation, his biggest 

investment, dropped below 1.0. 

Debt to Equity Ratio 
A statistical measurement of a company’s overall financial leverage, which is calculated by 

dividing the company’s total outstanding long-term liabilities by its total outstanding common stock at 
book value. A result of more than 2.0 indicates a highly leveraged company, i.e., a company 
potentially drowning in debt. 
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See also: Book value, Common stock, Leverage 

The board of directors of Lehman Brothers considered replacing the CFO when they realized 
how high the company’s debt to equity ratio was getting. 

Debt to Equity Ratio = Equity
Debt

  

Debt to Income Ratio 
This calculation is useful to figure out how much loan someone can afford, often used when 

trying to buy a house. Calculated by dividing total monthly debt payments by total monthly income, 
where result of less than 35% is considered good. 

See also: Credit rating, Mortgage 

Sudha was pleased at the amount of house she was going to be able to afford based on her debt 
to income ratio. 

Depreciation 
An accounting calculation used to show an asset’s loss of value (i.e., wear and tear) over time. 

See also: Asset 

The corporation’s income statement showed `1 million in depreciation expense the previous 
year. 

Divestiture 
The act of getting rid of all or part of an investment or asset, which can happen in large chunks or 

in small pieces over a long time period. 

See also: Asset, Disinvestment. 

The woman demanded a rapid divestiture once she learned of the company’s poor labour 
practises in its overseas factories. 

Earnings 
For an investor, a combination of capital gains, dividends, and interest produced by investments. 

See also: Income, Profit 

By the time she was fifty, Pooja was able to live off her investment earnings and use her pay 
cheque for travel and spa sessions. 

Earnings Per Share (EPS) 
The net profit of a corporation divided by the total number of shares outstanding. Shows the 

portion of profits earned by a single share of stock. 

See also: Dilution, Price to earnings ratio 
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When Titan Industries announced that its earnings per share had increased from last year, the 
stock price went up right away. 

EBIT (Earnings Before Interest and Taxes) 
A company’s profits before deductions are taken for interest expense related to long-term debt 

(meaning the interest that has to be paid on things such as bonds and mortgages) and income taxes. 
Also known as “operating income.” 

See also: Bond, Debt, Profit 

The Wall Mart company’s EBIT was good, but needed to get better before their chief financial 
officer would be able to relax. 

  ` 

 Sales  x 
 (-) V.C.          x 
 Contribution x 
 (-) F.C.         x 
 EBIT x 

EBITDA (Earnings Before Interest, Taxes, Depreciation and Amortization) 
A company’s profits before deductions are taken for interest expense related to long-term debt, 

income taxes, and depreciation and amortization expenses. Shows investors a truer picture of cash 
generation, particularly for companies with a large amount of fixed or intangible assets. Helps 
compare asset-heavy companies to other types of companies on a more level playing field. 

See also: Amortization, Depreciation, Fixed assets, Intangible asset 

Rahul’s financial advisor told him to look at a company’s EBITDA, as well as its cash flows and 
debt ratios before making any investment decisions. 

Economies of Scale 
A per-unit cost advantage that comes with increased production levels. For example, if a 

company pays ` 1,000 rent for their factory and produces 100 units, the rent expense is ` 10 per unit. 
If they produce 500 items, the per-unit rent expense drops to just ` 2 per unit, thereby lowering the 
costs associated with each unit. 

See also: Fixed expenses, Overheads 

Often in manufacturing, the trick is to balance economies of scale with quality workmanship 
without sacrificing either. 

Entrepreneur 
A small business owner, usually of a unique or innovative business. 

See also: Angel investor 
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The run-down building had stood empty until an entrepreneur with vision realized it could be a 
lovely little tea shop.  

Apple Ltd. is a company co-founded by Entrepreneur Steve Jobs. 

Equity 
The portion of an asset or group of assets that is owned outright and not funded by debt. 

See also: Owners fund 

The couple had enough equity in their house to borrow against it in order to furnish the house. It 
is also referred as owners fund or net worth. 

Equity = Share Capital + R & S – Fictitious Asset  

Equity Financing 
Funding a company by selling ownership interest in the company, rather than by incurring debt. 

See also: Debt, Equity 

Since the Infosys founder’s didn’t want to start out owing huge amounts of money, they used 
equity financing to get their company up and running. 

Expense 
The normal costs of trying to earn revenues. 

See also: Profit 

Many small business owners underestimate the actual expense of starting up a new shop. 

Expense = COS + Operating Expenses + NOE + Interest + Taxes, etc. 

Extraordinary Item 
A one-time business event (such as a flood loss) that substantially affects the net profits of a 

company. Reported separately on the statement of profit and loss to allow statement readers to see the 
extent of the impact. Also called Non Operating Expenses or Non Operating Income 

See also: Statement of profit and loss 

Vikas knew to look for the extraordinary item listing once he saw the report of the nuclear 
disaster on the national news. 

Fair Market Value 
The rupee amount an asset would sell for, on the open market. 

See also: Asset 

The con man tried to get people to buy worthless stock/assets by claiming he was offering them 
well below fair market value. 
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Fat Cat 
Lingo for an excessively overpaid executive. 
See also: CEO, CFO 
After the merger, the new board of directors required the resignation of the fat cat CEO who had 

been so ineffective for so long. 

FIFO (First In First Out) 
A method for determining basis when selling a portion of an investment whose shares have been 

accumulated over time. The first shares that were purchased are considered the ones sold for purposes 
of determining capital gain or loss. Also used as a method of Inventory valuation. 

See also: Basis, LIFO. 

Reema decided to use FIFO to report her basis when she sold her shares in HDFC, because the 
first shares she bought had been at the highest price. 

Financial Statements  
The three reports – the Balance Sheet, Statement of Profit and Loss, and Statement of Cash 

Flows – that together explain the current financial performance of a company. 
See also: Annual report, Audited statements, Balance sheet, Statement of cash flows, Statement 

of profit and loss.  
Investors can learn more about a corporation’s overall health by studying its financial 

statements than by just watching the hype in media and looking at the pictures in the company’s 
annual report. 

Fiscal Year 
The twelve-month period used for accounting purposes. It starts 1st April and ends on 31st 

March of next year. 
See also: Financial statements 
The Godrej Properties company had already met its goals by the time it was three-quarters 

through the fiscal year. 

Fixed Assets  
A term for property, including Tangible and Intangible property, which a business expects to use 

for beyond a year to run the business operation. 
See also: Balance sheet, Liquid assets 
Yogesh’s lawn mowers and trucks were some of the most important fixed assets owned by his 

landscaping business. 

Fixed Expenses 
Business costs that remain stable regardless of sales or production. Examples include rent, 

property taxes, and interest expense. Lower Fixed Expenses results into lower operating risk. 
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See also: Overheads 

The fixed expenses were the easiest for the new business owners to plan into their budget. 

Forensic Accounting 
The investigation of a company’s accounting information, providing information that can be used 

in court. 

See also: Cook the books 

News of the scandal broke when forensic accounting uncovered an embezzlement of funds in 
Satyam Ltd. 

Free Cash Flow 
The amount of cash a company has on hand after paying all of its expenses, dividend payments, 

and making investments in assets. Indicative of a company’s financial well-being. [e.g. Infosys has 
free cash flow of $ 3 billion and Apple has free cash flow of $ 100 billion] 

See also: Cash flow 

Krishna encouraged his clients to look at a company’s free cash flow before making an 
investment decision. 

FSDC 
Financial Stability Development Council is an organization that aims to resolve dispute of 

various regulators (for e.g. SEBI and IRDA) 

See also: GOM, eGOM, RBI 

The Finance Minister is Chairman of  FSDC. 

GAAR 
General Anti Avoidance Rule, aimed at preventing deals structured to avoid paying taxes. 

See also: Tax haven, Retrospective tax law. 

FIIs that invest through offshore tax havens are worried regarding tax impact on account of 
GAAR which comes into effect from 1st April, 2013.  

General Partner 
A person who owns an unincorporated business with at least one other person, yet bears personal 

financial responsibility for the entire enterprise. 

See also: Corporation, Limited partner 

Although the Ramesh’s son was a part owner of the company, Ramesh himself was the sole 
general partner. 
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Godfather Offer 
A takeover bid made by an acquiring company that's so good it can't be refused by the company 

that's being bought (also known as the “target company”). Typically, it is an offer to pay well over 
market price for shares in the target company. 

See also: Acquisition  

Although Prakash had never planned to sell soft drink business, when the Coca Cola corporation 
made him a godfather offer, he decided it was time to sell the soft drink business. 

Going Concern 
A company that has strong prospects for staying in business and staying solvent for the 

foreseeable future. 

See also: Bankruptcy, Insolvency, Liquidate 

Investors were still comfortable buying the Reliance Communication’s stock because, despite 
temporary financial instability, they knew it was a going concern. 

Golden Handcuffs 
Incentive benefits offered to employees to entice them into staying in their jobs. 

See also: Incentive stock option 

Although the hours were long and her social life was almost nonexistent, the golden handcuffs 
kept Sudha at her firm, ICICI bank. 

Golden Parachute 
Special generous benefits (such as stock options and sizable severance packages) promised to top 

employees of a company in the event the company is taken over. Considered protection against hostile 
takeover. 

See also: Hostile takeover, Stock options 

Microsoft Company had deep enough pockets that even the golden parachutes offered by the 
target company was not enough to prevent the takeover. 

Goodwill 
A financial measure of a company’s reputation, good name and popularity. Equals the difference 

between fair market value of the company’s actual net assets and the excess amount someone would 
be willing to pay for those net assets. Considered an intangible asset. Examples include name, 
reputation and brand recognition.  

See also: Fair market value, Intangible asset 

The popular soft drink manufacturer included substantial goodwill on its balance sheet, as its 
main product Thumps Up was a bestseller in India.  
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Gray Knight  
A second party that tries to muscle in on an ongoing takeover attempt, hoping to profit from 

discord between the target company and the original bidder. 

See also: Black knight, White knight 

The gray knight was able to purchase the company for a much better price than it had ever 
hoped for when the original takeover went bad.  

Growth Rate 
The percentage increase in a specific financial value between two periods. Usually measures the 

change in revenues, earnings, dividends or GDP. 

See also: Dividend, Earnings, Revenue 

Shyam was pleased with the phenomenal growth rate on his Hero Honda stock. 

Holding Company 
A corporation that owns the controlling interest in other corporations, and therefore, 

affects/controls their management and operations. 

See also: Controlling interest, Subsidiary company, Parent company. 

ITC hoped to remain independent and not under the control of a holding company.  

Hostile Takeover 
When one company acquires ownership of a second company against the express wishes of the 

second company’s primary owners, management, or board of directors. 

See also: Board of directors, Merger 

The two small firms merged in order to avoid the hostile takeover that was being threatened by 
an industry giant. 

Illiquid 
Unable to be converted quickly into cash. Usually used in reference to fixed assets (including real 

estate) or securities for which there’s no ready market. 

See also: Liquid 

Although Vijay Mallya was asset-rich, he was illiquid, which made it difficult when he needed 
cash flow to meet current expenses. 

Impaired Asset 
A company asset that’s worth less on the open market than on the company’s books, giving a 

distorted picture of the company’s net worth. Often results in a write-down of the asset to the current 
market value. 
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See also: Asset, Write-down 

The warehouse would be an impaired asset to the company until it received serious rehabbing. 

In Play 
Industry lingo for a company that is up for sale and has received an initial bid. 

See also: Acquisition 

No one was surprised that the Subhiksha Corporation was in play so quickly considering its 
overall value. 

In Sight 
When commodities underlying a futures contract are about to be delivered. 

See also: Commodity, Futures 

Investors breathed easier once the wheat had made it through the rainy season without being 
ruined and was in sight. 

Inflation-adjusted Return 
A way to measure investment returns after the impact of inflation. The simplest way to calculate 

this is to subtract the current inflation rate from the rate of return. This shows investors whether their 
investments are outpacing inflation. For e.g. if rate of return is 10% and inflation 8%, then inflation 
adjusted return is 2%. 

See also: Inflation, Rate of return 

Dipika was pleased that the inflation-adjusted return on her portfolio showed her overall 
investments were growing much faster than inflation. 

Insider Trading 
A practice of buying and selling securities based on information known only to officers and high-

level employees of a corporation. When done legally, the transactions are reported to the SEBI. The 
illegal version involves a breach of fiduciary duty or unauthorized access to such non public 
information resulting in an unreported transaction and is prohibited under securities laws. 

See also: Fiduciary, SEBI, Securities law 

A professional’s morals and ethics must be strong in order to resist the understandable allure of 
insider trading.  

Raj Ratnam and Rajat Gupta were alleged to have undertaken insider trading. 

Intangible Asset 
An item of value which has no physical form (such as a copyright, patent or goodwill). It cannot 

be seen or touched but can be felt and valued.  
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See also: Amortization, Asset 

With the advent of the Internet, the legalities of intangible assets are becoming more important 
than ever for artists and musicians. 

Interest Coverage Ratio 
A financial calculation that shows how well a company can handle its upcoming interest 

payments. Computed by dividing EBIT (earnings before interest and taxes) by interest expense for the 
same period. A result greater than 2 indicates the company can easily meet its interest obligations, 
while a result less than 1 shows that the company may not be able to make timely interest payments. 
Should be used by investors thinking about buying corporate bonds. Also called “times interest earned 
(TIE).” Higher the ICR the better. 

See also: Corporate bonds, EBIT, Solvency  

The interest coverage ratio showed that the company was struggling to make interest payments, 
even though earnings were higher than last year. 

Internal Rate of Return (IRR) 
The growth rate expected by a business for a project it plans to invest in. Used by companies for 

capital budgeting purposes, particularly when comparing potential projects. The project with the 
highest result has the best chance of the company earnings. The discount rate which equates the 
Present Values of an Investment’s cash inflow and outflow is its IRR. 

See also: Growth rate 

The Godrej Company selected ‘Real Estate’ sector since it offered highest internal rate of 
return. 

Intrinsic Value 
The real worth of a company, based on things such as its assets and equity as well as other less 

measurable factors such as insightful management or goodwill. Maybe completely unrelated to the 
current market value of the stock. Often looked at by value investors to find “bargain” stocks. 

See also: Fundamental analysis, Value investing 

The CEO’s attitude toward employee and client relationships raised the company’s intrinsic 
value above that of its competitors. 

Joint Venture 
When two individuals or companies come together for a specific business project, agreeing to 

share profits (or losses) and control, without officially merging. 

See also: Merger 

The joint venture between the Sita’s farm stand and Katrina’s delivery service boosted earnings 
for both parties. 
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Kicking the Tyres 
Slang for due diligence, a through investigation of a potential investment. 

See also: Fundamental analysis, Ratio analysis, Technical analysis 

Rani appreciated her financial advisor because she was good at kicking the tyres before 
recommending any investments in new corporations.  

Leaseback 
A business arrangement where one company sells a major asset to another company and then 

rents it back from them. A strategy used when a company needs a big cash infusion, but still needs to 
use their asset. Also called “sale and leaseback.” 

See also: Asset, Lease 

The landscaping company entered into a leaseback with the tractor retailer and managed to 
score enough cash to stay in business. 

Leverage 
The use of debt, rather then equity, to finance assets or investments in order to maximise ROE. 

See also: Debt, Debt to equity ratio, Equity 

The L&T Corporation had a solid equity position, so the CEO authorized using leverage to 
expand the factory. 

Leveraged buyout (LBO) 
When one company buys another with borrowed funds (usually 90%), such as bonds or loans, 

and uses the target company’s assets as collateral. Considered a predatory takeover practice, often 
used with hostile takeovers.  

See also: Hostile takeover, Target company, Leverage 

Bharati Airtel borrowed more than $ 8 billion to complete their leveraged buyout of Zain 
Telecom. 

Liabilities 
Business debts, as reported on the company balance sheet. Long-term liabilities is termed as 

‘Debt’ and short-term liabilities as current liabilities. 
See also: Asset, Balance sheet 
When Arvind considered buying corporate bonds, he always analyzed the company’s other 

liabilities. 

LIFO (Last In First Out)    
A way to figure out the basis when selling just a portion of an investment whose shares have 

been accumulated over time (such as when investors reinvest mutual fund earnings in more units of 
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the fund instead of getting a cash payment). The most recent shares purchased are considered to be the 
ones sold for tax purposes, to determine the capital gain or loss. Most often used when share prices 
have been rising, since the last shares purchased would come with the highest price tag and therefore, 
minimize any taxable gains. Also used as a method of Inventory Valuation. 

See also: Basis, Capital gains, Capital loss 

When Veena sold half of her mutual fund units, she used the LIFO method to report her gains in 
Income tax return. 

Limited Liability 
A legal concept where a person cannot lose more than a predetermined amount, usually the 

amount he has invested in a company; the company’s creditors cannot sue the owners/shareholders 
personally, but can only go after company assets. This means that shareholders can lose their entire 
investment, but not more than that. It is a key feature of corporations and limited liability companies 
(LLCs). 

See also: Corporation, Liabilities 

Limited liability protected Saraswati and Laxmi from personal financial disaster when their 
company had to file bankruptcy. 

Limited Partner 
A person who owns an unincorporated business with at least one other person, but takes 

absolutely no part in running or maintaining that business. Financial responsibility is confined to his 
investment. Also known as a “silent partner.” 

See also: General partner, Limited partnership 

The musician became a limited partner in many small business located in Mumbai, with the 
hope that the added financing would help rejuvenate the city. 

Limited Partnership 
An unincorporated business owned by at least two people, with at least one general partner and at 

least one limited partner. 

See also: General partner, Limited partner 

Since Sarita wanted to run the company and Sumedha had the cash flow to get it started, a 
limited partnership was the ideal solution. 

Liquid 
Able to be immediately converted into cash. 

See also: Liquid assets, Liquidity risk 

Suraj needed to stay relatively liquid so he kept his savings in a money market account. 
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Liquid Assets 
Cash and other assets that can be immediately converted to cash. 

See also: Fixed assets 

Financial institutions hold more liquid assets than fixed assets. 

Open-ended Mutual Fund needs to hold liquid assets to undertaken redemption. 

Liquidate 
Selling off assets (or an entire business) for immediate cash, transforming illiquid into liquid 

assets. 

See also: Insolvency, Liquid 

In an attempt to stay in business, the Workhardt company liquidated several of its stores and 
downsized its personnel. 

Liquidity 
The ability to pay obligations as they come due. 

See also: Insolvency 

Ganesh always invests in companies with strong liquidity because it means they can pay their 
bills and cash dividends.  

Lobster Trap 
One way for target companies to avoid a hostile takeover is to pass a rule that disallows 

shareholders who own more than 10% of the equity from converting any convertible securities they 
hold (which keeps them from adding to their voting stock). 

See also: Hostile takeover 

The board’s lobster trap ended the larger company’s attempt at a takeover. 

Lower of Cost and Market Method (LCM) 
A required accounting practice where inventory must be recorded on the books at its lowest 

value, whether it’s the current book value or the current replacement cost. 

See also: Impaired asset, Write-down 

Although it would cost nearly double the amount to replace, the accountants were required by 
the lower of cost and market method to list the machine’s value at just ` 1,00,000. 

Macaroni Defense 
A strategy used to prevent hostile takeover, where the target company issues special bonds that 

have to be redeemed for a lot of money in the event of a takeover. (The name comes from the fact that 
pasta expands when you cook it.) 
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See also: Hostile takeover 

Microsoft Inc., no longer had the cash to take over the Yahoo Corporation once its board of 
directors instituted a macaroni defense. 

Management Buyout (MBO) 
When a company’s executives buy a controlling interest in the company. 

See also: Controlling interest 

Tired of where the board of directors was taking the corporation, the upper executives pooled 
their resources and staged a management buyout. 

Marked to Market 
Logging the daily price (or value) of a security (or a portfolio or account). Done to track profits 

and losses, or to make sure minimum margin requirements are met. 

See also: Margin account 

After his account was marked to market, Anish got a margin call from his broker.  

Market Value 
The current publicly quoted price for which an investor can purchase or sell a security. 

See also: Exchange 

The market value of a popular stock can change dramatically in one day’s trading. 

Median 
The center value of a group of numbers. For example, the median of (2, 3, 5, 6, 7) = 5 (but the 

average would be 23/5, or 4.6). The word is frequently used in discussions about the economy and 
economic indicators. For example, a decline in median home prices spells bad news for existing 
homeowners and mortgage lenders. 

See also: Economic indicator 

The median trading price for MTNL today was ` 30. 

Merger 
The combination of two or more businesses into one, usually through acquisition of a smaller 

company by a larger one. One of the companies is folded into the other, and the primary company 
remains in existence; no new company is formed by this action. 

See also: Consolidation 

After the merger, HDFC worked very hard to avoid layoffs, in spite of many duplicated 
positions. 
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Mode 
The most commonly occurring number in a set. For example, the mode of (2, 2, 2, 3, 5, 5, 6, 7, 7) 

would be 2. In investing, it is the price at which most shares of a security are traded. 

See also: Technical analysis 

Terry bought stocks in JSW energy Inc., at just the right time and was able to get them for several 
rupees less than the mode. 

Monte Carlo Simulation 
A way to figure out the probability of possible outcomes by running computer simulations. For 

example, this simulation may be used to figure out how likely it is for a stock to go up in price under a 
variety of different situations (if tax rates increase, if inflation increases, if the economy tanks, etc.) 

See also: Quantitative analysis  

The market timer ran a Monte Carlo simulation before deciding if she should buy a stock or 
not. 

Net Earnings 
On an investment, the amount left over after investing expenses (such as commissions) are 

subtracted from capital gains, interest, and dividends. For companies net earnings is NPAT. 

See also: Capital gains, Dividend, interest 

Her net earnings were less than she had expected because of hidden fees. 

Net Income 
A company’s earnings, calculated by subtracting expenses and cost of goods sold from revenues. 

Reported on the company’s Statement of Profit and Loss. Also called “net profit” or “NPAT”. 

See also: Cost of goods sold, Expense 

Although the company was still struggling, the accountants were able to report its net income 
was finally rising. 

Net Profit 
The periodic earnings of a company, which are determined by subtracting expenses and cost of 

sales from revenues. Also called “net income” or “NPAT”.  

See also: Cost of sales, Expense 

In spite of the weakening economy, Akruti Properties’ net profit continued to rise. 

Off-balance Sheet Financing 
Use of leases and other similar arrangements to obtain assets without incurring long-term debt 

(through a loan or bond issue) or issuing additional equity shares (both of which would show up on the 
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company’s balance sheet). Allows a company to use necessary high-cost assets without changing its 
net worth. 

See also: Balance sheet, Operating lease 

The GVK company used off-balance sheet financing to make sure they had enough equipment to 
get the project done without incurring too much debt. 

Operating Expenses 
The non-sale-related normal expenditures required to run a company. Operating expenses are 

classified as office and Admn Exp., S&D Exp., Financial Exp. 

See also: Net income, Selling expenses 

Many new business owners have discovered their operating expenses to be greater than 
originally estimated. 

Operating Lease 
A rental contract that allows a company to use an asset, but does not let that company exercise 

ownership – such as rights over the asset (for example, making modifications to the asset or letting 
another company use it). Lease payments are treated as expenses on a company’s books. 

See also: Capital lease, Lease 

According to the operating lease, Future Retail had to get permission before they could sublet 
their extra office space. 

Opinion Shopping 
When a publicly held corporation searches for a CA who will issue an unqualified opinion on its 

financial statements. A practice prohibited by the SEBI.   

See also: CA, Qualified opinion, SEBI 

The young intern’s suggestion that the company go opinion shopping was met with stony 
silence.  

OPM (Other People’s Money) 
Industry lingo for using borrowed funds to invest. 

See also: Margin, Leverage 

Shiva bought all his shares on margin, because he liked to trade using OPM. 

Overhead 
Business costs that cannot be specifically connected to production or sales. Examples include 

telephone expense and liability insurance. 

See also: Fixed expenses, Insurance 
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Vinay was concerned about lagging sales that month because he wasn’t sure they would be able 
to pay their overhead expenses. 

Pac-Man Defense 
A strategy used to prevent a hostile takeover, where the original target turns the tables and tries to 

take over the acquiring company. (Named after the old video game where the Pac-Man character can 
chase ghosts after eating a power pellet.) 

See also: Hostile takeover 
The board of TATA Inc., launched a Pac-Man defense against Aggressive Company Tetley to 

repel their hostile takeover bid.  

Parent Company 
One company that holds a substantial portion of the voting stock in another company, enough to 

influence management decisions. 
See also: Conglomerate, Wholly owned subsidiary 
The parent company, Unilever, was concerned enough about its own reputation that it voted 

down projects that might tarnish it, even if the projects would help the subsidiary. 

PEG Ratio (Price/Earnings to Growth) 
A multiple that compares the current market price of a stock to the rate at which the company’s 

earnings are expected to increase. A relatively low result may indicate an undervalued stock. 

See also: Growth rate, Growth stock, Multiple 

Smita searched out stocks with low PEG ratios expecting their prices to rise as the public caught 
on to their true value. 

Growth
E/PratioPEG =  

Poison Pill 
A strategy used to prevent a hostile takeover, where the target corporation takes steps to make its 

stock look less appealing. Basically, the target offers more shares to existing shareholders (except for 
the ones attempting the takeover) at very attractive discounts, which both dilutes the share value and 
offers shareholders instant gains without selling out to the acquirer. It increases stake of existing 
shareholder. 

See also: Hostile takeover 
Current investors took advantage of the discounted stock price as the company tried to create a 

poison pill. 

Price/Book Ratio 
A calculation that lets investors compare a corporation’s market value (what its stock is trading 

for) to its book value (what the company actually has, its tangible assets minus outstanding liabilities). 
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Calculated by dividing the current share price by the book value per share (as reported in the 
company’s most recent financial statements). 

See also: Book value, Financial statements 

As a value investor, Geeta always considered a company’s price/book ratio before making a 
trade decision. 

Pro Forma Financial Statements 
A set of projected fiscal reports for a company, using estimates based on a combination of past 

performance, prevailing economic conditions, and management plans and expectations. Often used in 
business plans. 

See also: Financial statements 

Based on the pro forma financial statements, Nita decided to invest another ` 2,00,000 in the 
company. 

Profit 
The excess of revenues over expenses. 

See also: Expenses, Revenue 

Every business, from a small storefront to a major corporation, must earn profits in order to 
survive and grow. 

Qualified Opinion 
An accountant’s report, written about a set of client-prepared financial statements, that casts 

doubt on the accuracy and veracity of those statements. Its purpose is to warn potential investors that 
the financial statements may contain material misstatements, and that they should not be relied upon 
when making investment decisions. 

See also: Financial statements, Unqualified opinion 

When her daughters learned there was a qualified opinion attached to the new company, they 
encouraged mother to invest elsewhere. 

Quality of Earnings 
An assessment of the profits of a business, based on how they were achieved. Increased profits 

due to increased sales or cost-cutting measures are high quality, while changes in accounting methods 
or other (legal) on-paper manipulations are of low quality. 

See also: Due diligence, Profit 

When the corporation went from floundering to thriving in one quarter, investors began 
wondering about the quality of earnings. 
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Quick Ratio 
A mathematical measure of company’s ability to meet its short-term debt obligations promptly 

without having to sell off inventory. Computed by dividing total short-term liabilities into total quick 
assets (which equal the sum of cash, accounts receivable, and short-term investments.) Also called the 
“acid-test ratio.” 

See also: Liabilities, Liquidity, Ratio analysis 

After running a quick ratio on Spice Jet Aviation, Rocky decided to invest. 

sLiabilitieQuick
AssetsQuickRatioQuick =   

Ratio Analysis 
A mathematical way to evaluate financial statements for potential or existing investments. Also 

called “quantitative analysis.” Used to compare different companies within an industry as well as to 
evaluate changes in a single company over time. Can help assess a company’s liquidity, mgmt. and 
profitability. 

See also: Current ratio, Debt to equity ratio, Financial statements, Quick ratio 

The ratio analysis of Reliance Industries showed the company was not doing as well as it 
seemed. 

Research and Development (R&D) 
The investigation of potential products and services, which includes analysis, experimentation, 

creation, testing and enhancement. Frequently called R&D. 

See also: Pure play 

The young graduate was thrilled to be hired by such a well-respected research and 
development team. 

Residual Value 
The assigned amount an asset is worth at the end of its lease period, for which the lessee can 

purchase the asset. 

See also: Lease  

The young man had put so many miles on the car during the term of the lease that it was hardly 
worth the residual value and he decided not to buy it outright.  

Return on Total Assets 
A mathematical measure of how well a company’s assets are being used to produce profits. Helps 

investors compare companies to one another when making investment decisions. Calculated by 
dividing the company’s profits for the year by its total assets and usually shown as a percentage. 
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See also: Asset turnover, Ratio analysis 

The consultant was able to use ROTA to show the board they could be more efficient with their 
assets. 

100x
TA

NPATROTA =  

Higher the ROTA the better. 

Return on Sales 
A measure of the amount of profit produced by every hundred rupee of sales (revenue). Shows 

how well a company is managing its costs and expenses. Calculated by dividing the company’s profits 
by its total sales for the same time period. Also called Net Profit Ratio. 

See also: Cost of goods sold, Profit, Ratio analysis 

Whenever Geeta got an annual report, she calculated the company’s return on sales. 

100x
Sales
NPATSalesonturnRe =  

Royalties 
Payments to the owner of an intangible asset (such as a copyright or patent) for its use. See also: 

intangible asset 

Mira was able to live on her royalties when each of the books she wrote sold thousands of 
copies.  

SAT 
Securities Appellate Tribunal. 

See Also: ITAT 

Securities Appellate Tribunal (SAT) is a statutory body established under the provisions of 
Section 15K of the Securities and Exchange Board of India Act, 1992, to hear and dispose of appeals 
against orders passed by the Securities and Exchange Board of India 

Safe Harbor 
A legal theory that allows corporate management to make good-faith projections and estimates 

without fear of being sued. For example, the executive officers of Wipro Inc., posted pro forma 
financial statements that projected a 10% revenue increase, based on their historical growth trends. 
Then a Tsunami wipes out one of their factories, and revenues actually decrease by 2%. No lawsuit 
would be allowed because their original projection was made in good faith, regardless of the actual 
outcome. 

See also: pro forma financial statements 



30  Complicated Financial Words Made Easy 

 

Investors simply took their losses after the fire in the warehouse because they knew the safe 
harbor rule would protect the corporation. 

Sale and Leaseback 
A business agreement where one company sells a key asset to a second company, then leases it 

back from them. Sometimes just called “leaseback.” 

See also: Asset, Lease 

M&M had a mutually beneficial sale and leaseback agreement with the warehouse. 

Salvage Value  
An accounting estimate used in depreciation calculation that places a value on the worth of an 

asset at the end of its useful life equal to the anticipated amount they could sell it for after using it. For 
example, a company that bought a computer for ` 35000 estimated that at the end of its three-years 
useful life it could be sold for ` 5000 (the salvage value). 

See also:  Depreciation, Fixed assets 

In an attempt to raise cash quickly, SCOrE Corporation sold unnecessary assets below salvage 
value. 

Saturday Night Special 
Industry lingo for an unexpected takeover bid. It is usually announced on the weekend when 

fewer people pay attention to the news. 

See also: Hostile takeover 

The conglomerate snuck in a Saturday night special to bid for MTN, hoping to stay off the 
radar. 

SCODA 
SEBI Committee on Disclosures and Accounting standards. 

See Also: RBI, SEBI, SFIO 

The SEBI Committee on Disclosures and Accounting standards (SCODA) has issued a 
discussion paper containing some specific proposals that could result in changes to Clause 49 of the 
listing agreement. 

Selling Expenses 
In a business, all costs directly associated with making sales (such as salesman’s commissions, 

advtg and shopping bags). For investments, any fees associated with a security sale (such as 
redemption fees or broker commissions). 

See also: Commissions, Statement of profit and loss 
Sunil held onto his investments until the selling expenses would not be greater than his earnings. 
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SFIO 
Serious Fraud Investigation Office investigates financial fraud/scam commited by fraudulent 

companies like Satyam. 

See also: SCODA, SCAM 

Serious Fraud Investigation Office (SFIO) is a multidisciplinary organisation to investigate 
serious financial frauds. 

Shark Repellent  
Industry lingo for the measures a company can take to prevent a hostile takeover. 
See also: Hostile takeover, Lobster trap, Pac-Man defense 
The board of directors discussed the forms of shark repellent available to them to stave off the 

takeover bid. 

Silent Partner 
A person (or company) who invests money in a company and participates in profits and losses 

but is not at all involved in the management of the firm. 
See also: Limited partner 
SUMIE preferred being a silent partner because he made money while still enjoying his 

retirement. 

Sleeping Beauty 
A company with enormous profit potential that has not yet been taken over by a larger company, 

but is likely to be acquired. Shareholders at the time of acquisitions are often able to sell their stock at 
a premium to current market value. 

See also: Takeover bid 
The Berk Share corporation made its reputation on being able to identify sleeping beauties and 

investing in them at the most opportune moment. 

Standard Deviation 
A statistical calculation that is used to quantify risk for a security. Measures the volatility of a 

specific stock over a defined time period. Shows how much variability there has been in the price of 
that stock. 

See also: Technical analysis 
The standard deviation indicated Reliance Infrastructure Ltd., stock had become more volatile 

over the last six months. 

Statement of Cash Flows 
An accounting report that shows the movement of money in and out of a business over a specific 

time period. 
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See also: Financial statements 

The statement of cash flows indicated the company did not have as much actual cash coming in 
as it was spending. 

Statement of Profit and Loss (P&L) 
An accounting report that shows the results of business activities for a set period of time. The 

report starts with revenue, then cost of goods sold and expenses are deducted to get to the net profit for 
the period. 

See also: Cost of goods sold, Financial statements 

The board of directors was pleased with the statement of profit and loss because the net 
earnings were higher than predicted. 

Takeover Bid 
When a company tries to buy up the stock in another company by going to the existing 

shareholders and offering to buy their shares, usually at a higher price then current market price. 

See also: Hostile takeover 

TCS Industries only approached stockholders who had never cast a vote during  meetings in their 
takeover bid of the tech firm. 

Tangible Asset 
Something of value that has physical form. 

See also: Asset, Intangible asset 

The breeder knew her prize-winning dachshunds, Lionel and Daisy, were her most valuable 
tangible assets. 

Target Company 
A company that has been selected by another company for purchase, whether the company to be 

bought likes it or not. 

See also: Hostile takeover, Takeover bid 

The only reason Fame Adlabs avoided a takeover was because its CEO heard rumors it was a 
target company. 

Times Interest Earned (TIE) 
A mathematical calculation that demonstrates a company’s ability to handle upcoming interest 

payments; used to measure solvency. Calculated by dividing EBIT (earnings before interest and taxes) 
by interest expense. Should be considered by investors looking into corporate bonds. Also called 
“interest coverage ratio.” 
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See also: Corporate bond, EBIT, Solvency 

The TIE reassured the board of directors that the company was comfortably solvent. 

Transaction  
An arrangement between two parties (a buyer and a seller) to exchange an asset for payment. 
See also: Trade 
Suresh kept records of every transaction he made, personally or through his broker, in a ledger 

and backed up on disk. 

Treasurer 
The executive in charge of managing the overall financial activities of a company. Also called 

the “CFO.” 
See also: CEO 
After the company realized the financial situation it was in, a new treasurer was brought in to 

help bring them back into the black. 

Vertical Analysis 
A way to evaluate a set of financial statements by looking at each line item as a percentage of its 

category (for example, listing cash as 15% of assets in addition to its rupee value), which allows 
investors to see relative changes in the three major categories: assets, liabilities and equity. The 
percentages also help investors to more easily compare companies of different sizes or compare the 
same company’s financials over a specific time period. 

See also: Financial statements, Fundamental analysis, Comparative statement, Common size 
statement.  

According to the vertical analysis, the corporation’s assets were growing at a faster rate than 
their liabilities. 

Volatility 
The uncertainty about the variability in the market price of a security, usually measured 

statistically with standard deviation. A higher result indicates wider, more dramatic price fluctuations 
and increased risk. 

See also: Risk, Standard deviation 
Risk-averse investors avoid volatility, but risk lovers prefer to go along for the wild ride. 

Weighted Average 
The average of a group of numbers that are each assigned weights (i.e., some values count more 

than others). For example, in a portfolio, the average stock price would be found by simply adding the 
current market price of each holding and dividing the sum by the number of holdings. But the 
weighted average stock price would be found by first multiplying the current market price of each 
holding by the number of shares held (the weight), then dividing by the total number of shares (the 
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total weight). In the second example, larger holdings (by straight number of shares) would count more 
than smaller holdings. 

See also: Average, Portfolio 

The weighted average share price in Raveena’s portfolio was much higher than its average 
because she held so many shares of Reliance Industries. 

White Knight 
A third-party (usually a company) that swoops in and stops a hostile takeover by launching a 

friendly takeover. 

See also: Hostile takeover 

Tata Refreshments offered to act as a white knight for the small restaurant chain in order to 
prevent the hostile takeover by the soft drink company. 

Wholly Owned Subsidiary 
A company that is owned by another company that holds all of the first company’s stock. 

See also: Conglomerate 

Few people realized that the cruise line was a wholly owned subsidiary of L&T Distributors. 

Working Capital 
A key measure of a company’s immediate financial health. Calculated by subtracting current 

liabilities from current assets. 

See also: Current ratio, Liquidity 

The company’s working capital nearly doubled after the release of its latest game system. 

Write-down 
Lowering an asset’s value on the books due to a decline in market value. 

See also: Impaired asset 

If property values did not rise soon, Kalpataru Inc., was going to have to do a write-down on all 
the buildings on the site. 

Yellow Knight 
A company that originally attempted a hostile takeover, but ends up trying to merge with the 

target company. So called because the acquiring company “chickened out” and stopped their hostile 
takeover bid. 

See also: Hostile takeover, Merger 
The board of East India Hotel was insulted by the other company’s attempt to be a yellow knight 

when they could not pull off the takeover. 


	ttile.pdf
	Ch-1.pdf

